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WASTE   OF   HUMAN   FORCE  IN  INDUSTRY 


BY  CHARLES  E.  CARPENTER* 


LESS  than  25  per  cent  of  the  force 
or  power  in  the  coal  shoveled 
into  the  fire-box  actually  produces. 
The  other  75  per  cent  plus  is  lost  by 
imperfect  combustion,  condensation, 
back  pressure,  and  friction. 

In  the  early  days  of  the  utilization 
of  steam-power,  but  httle  notice  was 
paid  to  this  waste,  but  as  the  enormity 
of  the  loss  became  appreciated,  engi- 
neers concentrated  their  efforts  upon 
its  elimination;  in  fact,  today,  the 
problem  is  considered  so  important 
that  the  engineering  profession  is 
subdi^^ded  into  groups  of  skilled 
specialists,  each  applying  itself  to  one 
particular  feature.  Thus  we  have  com- 
bustion engineers,  transmission  engi- 
neers, and  lubricating  engineers. 

So  much  for  the  saving  of  the  waste 
of  the  coal  force  which  is  shoveled 
under  the  boilers,  but  what  about  sav- 
ing of  the  waste  of  the  human  force.'* 

Every  human  being,  from  the  presi- 
dent down,  contains  just  so  much 
force,  the  same  as  a  shovel  of  coal 
contains  so  much  force.  How  many 
concerns  apply  the  same  scientific  study 
of  utilizing  human  force  as  is  applied 
to  the  saving  of  fuel  force? 

*  President  of  E.  F.  Houghton  and  Company,  Phila- 
delphia, Penn. 


We  are,  of  course,  fully  aware  that 
all  modernly  constructed  and  con- 
ducted manufacturing  establishments 
are  so  arranged  that  a  continuous 
movement  of  material  occurs  from  the 
time  the  raw  material  enters  the  es- 
tablishment until  the  finished  product 
leaves,  so  as  to  necessitate  the  mini- 
mum of  handling;  that  in  many 
operations  the  actual  labor  of  each 
operative  is  limited  by  the  machine 
which  is  operated  or  by  the  number 
of  machines  each  operative  must 
supervise,  or  by  gang  operation;  but 
that  is  merely  the  utilization  of  the 
mechanical  force  of  the  human  units. 

The  force  of  fuel  is  represented  in 
its  several  latent  gases  which  are 
wasted  in  direct  proportion  to  insuffi- 
ciency of  the  combustion,  friction,  etc. 

Likewise  human  force  is  represented 
by  several  sorts  of  traits  of  character, 
natural  and  cultivated,  which  are 
largely  wasted  because  there  is  little 
applied  effort  to  utilize  most  of  them. 

Some  of  these  traits  are  given  here: 

Loyalty 

Executive  ability 

Will-power 

Knowledge 

Experience 

Perseverance 
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Power  of  concentration 
Courage 

Co-operatlveness 
Artistic  ability 
Mechanical  ability 
Mathematical  ability 
Literary  ability 
Economy 

I  am  very  much  mistaken,  if  the 
average  executive  who  reads  this 
article  does  not  contract  his  muscles, 
throw  his  head  back  in  contempt,  and 
say:  "When  I  hire  a  man,  I  want  the 
man  who  can  do  the  one  thing  best  for 
which  he  is  hired  and  I  care  little  about 
his  other  traits,  and  this  efficiency  en- 
gineer stuff  is  all  bunk." 

Good!  and  I  agree  with  him  so  far 
as  he  goes,  but  he  does  not  go  far 
enough  and,  furthermore,  I  am  not  an 
efficiency  engineer,  but  an  employer, 
who  started  with  worse  than  nothing — 
a  business  which  was  going  rapidly 
backward — and  have  faced  and  met, 
at  100  cents  on  the  dollar,  over  20,000 
pay-rolls  of  no  mean  denominations 
and  succeeded. 

For  that  reason  I  am  not  going  to 
attempt,  nor  am  I  able,  to  enter  into 
a  long  academic  dissertation  on  the 
relativity  of  things  in  order  to  prove 
my  contention,  but  propose  to  put 
my  arguments  in  that  common-sense, 
everyday  language  which  I  demand 
shall  be  used  when  my  associates 
present  their  arguments  to  me. 

Israel  Jackson  was  a  black  man, 
experienced  at  firing.  He  could  shovel 
the  coal  under  the  boiler  quicker 
(minimizing  the  time  of  ha\'ing  the 
door  open)  and  spread  the  coal  more 
evenly  than  any  man  who  had  ever 
fired  in  the  same  engine-room.  But 
the  chief  engineer  had  impressed  upon 
Iz,  that  Iz  should  know  his  place  and 
that  place  was  to  shovel  coal.  So  Iz 
shoveled  coal  and  kept  his  mouth  shut. 
Iz  claimed  he  could  keep  the  steam  up 
with  any  coal,  if  they  would  let  him 


shovel  enough  and  clean  the  fire  enough. 

At  the  end  of  the  year  the  coal  bill 
had  increased  25  per  cent.  The  board 
of  directors  ordered  an  investigation. 
Naturally  Iz  was  investigated.  He 
then  disclosed  for  the  first  time  that 
he  had  been  shoveling  more  slate  than 
coal.  He  admitted  that  he  knew  it 
from  the  time  the  first  inferior  car  of 
coal  was  delivered,  but  he  did  not 
think  it  was  his  place  to  report  it.  The 
knowledge,  experience,  and  co-opera- 
tiveness  (all  forces)  of  Iz  had  not  been 
utilized.     Cost  to  his  employers,  $2000. 

Abe  Cole  was  another  negro.  He 
worked  in  a  chemical  pltint  in  a  room 
which  was  filled  with  tanks  painted 
black,  for  which  reason  it  was  almost 
impossible  to  light  the  room,  so  that 
the  work  could  be  done  satisfactorily; 
the  blackness  of  the  tanks  seemed  to 
kill  both  the  artificial  and  natural 
light.  Abe's  employers  appreciated 
the  value  of  utilizing  all  the  available 
human  force  in  each  employee,  by  not 
only  having  a  suggestion  box,  but  by 
keeping  everlastingly  at  the  encour- 
agement of  the  sending  in  of  sugges- 
tions. But  Abe  could  neither  read 
nor  write,  so  he  did  not  bother  with 
the  suggestion  box.  One  day  when 
the  president  was  walking  through 
the  plant  with  a  guest,  Abe  felt  free 
enough  to  volunteer  the  information 
that  where  he  worked  before,  the 
tanks  instead  of  being  painted  black 
were  painted  with  aluminum  and  he 
thought  that  would  remedy  the  diffi- 
culty of  the  light.  The  tanks  were 
painted  aluminum,  the  room  was  run 
with  one  man  less,  used  30  per  cent 
less  artificial  light,  and  the  production 
was  increased.  Abe  was  rewarded 
with  $25  and  a  day  off  with  pay  and 
the  company  saved  $1600  per  year. 

The  H.  Company  has  operated  the 
same  plant,  with  many  added  im- 
provements from  time  to  time,  for  a 
period  of  40  years  without  a  fire,  and 
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specializes  upon  instructing  their  em- 
ployees as  to  how  to  prevent  fire  and 
that  a  fire  means  not  only  loss  to 
every  indi\ndual  employee  as  well  as 
to  the  company,  but  also  lower  wages, 
as  the  workingmen  must  pay  for  all  fire 
waste  as  they  pay  for  other  waste. 

The  V.  Company,  a  competitor  of 
the  H.  Company,  who  pays  no  at- 
tention to  fire  prevention  education 
has  had  numerous  fires  and  four  major 
fires  in  10  years. 

The  H.  Company  utilizes  the  force 
of  knowledge  in  its  organization  as 
applied  to  fire  prevention.  The  V. 
Company  does  not.  The  loss  to  the 
V.  Company  and  Insurance  Com- 
panies was  over  3^  of  a  million  dollars. 

In  a  certain  trade  a  general  strike 
was  called.  Just  one  employer  in 
that  trade  had  been  circulating  edu- 
cational propaganda  among  its  work- 
ing force,  a  professional  writer  of  such 
material  having  been  employed  to 
supply  something  for  enclosure  with 
each  pay  envelope.  This  concern's 
men  went  out  with  all  the  others, 
but  because  they  were  too  intelligent 
to  be  misled  by  the  agitators,  retiirned 
to  work  in  three  days,  admitting  they 
were  wrong  and  sa\ang  the  firm 
$5000;  the  other  works  were  from  two 
to  three  weeks  getting  back  their  men. 

I  don't  suppose  that  it  is  necessary 
in  these  enlightened  times  to  prove 
to  such  an  intelligent  set  of  executives 
as  the  subscribers  to  Administration 
the  enormous  cost  of  turnover. 

If  that  cost  is  taken  for  granted,  it 
is  necessary  to  say  only  that  it  is 
merely  one  form  of  the  loss  of  human 
force.  A  green  hand  has  to  be  told 
and  therefore  depends  largely  upon 
the  force  of  some  executive.  An  old 
hand  does  not  have  to  be  told  and 
therefore  utilizes  his  own  force.  It 
would  take  many  times  more  execu- 
tive force  to  manage  an  organization 
composed  entirely  of  green  hands  than 


one  composed  entirely  of  old  hands. 

Wages  is  not  the  only  factor  in 
preventing  turnover.  Environment 
has  everj-thing  to  do  with  minimizing 
turnover.  Therefore  it  makes  no  dif- 
ference how  efiicient  in  their  actual 
production  a  grouch,  disorganizer, 
buUy,  or  a  diseased  workman  may  be, 
he  should  be  dismissed  for  the  benefit 
of  the  preservation  of  the  force. 

Sanitary  conditions  of  the  shop  are 
a  great  factor  in  preventing  turnover 
and  utilizing  force. 

In  a  large  plant  a  certain  room, 
which  was  thick  with  dust,  usually  at 
a  temperature  of  90  degrees  Fahren- 
heit, or  over,  and  dark  and  dingy,  an  J 
operated  in  that  condition  for  year,, 
was  properly  ventilated,  the  dust  pra- 
vented  and  the  light  improved,  whi  jh 
reduced  the  turnover  from  45  per  C(  nt 
per  annum  to  14  per  cent  and  increased 
the  production  of  the  room.  After 
allowing  for  the  proper  interest  in 
capital,  insurance,  and  depreciation 
caused  by  the  equipment  the  saving 
effected  was  $1900  per  annum. 

But  just  as  the  concern  who  buys 
intelligently,  meaning  one  who  pays 
its  bills  promptly  and  makes  no  un- 
just claims  or  complaints,  will  obtain 
the  choice  of  quality  coal,  so  there  is 
a  collateral  advantage  of  utilizing  the 
maximum  human  force  in  any  organi- 
zation, because  it  attracts  to  the 
organizations  the  greatest  quantity 
of  the  best  quality  of  human  force. 

"We  have  the  greatest  trouble  in 
obtaining  the  proper  sort  of  help, 
particularly  minor  executives,"  is  a 
wail  not  at  all  uncommon,  but  if 
traced  to  its  source  will  be  found  to  be 
so  because  "We,"  has  the  reputation 
of  being  an  undesirable  employer. 

If  men  are  to  be  treated  like  mere 
machines  then  you  are  going  to  obtain 
mere  machin<>  value  out  of  them,  and 
if  they  are  to  l)e  treated  like  animals 
you  are  going  to  obtain  mere  animal 
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value  out  of  them,  and  no  one  knows 
which  is  the  least  economic  value. 

There  may  be  those  who  have  in- 
tuitively realized  the  importance  of 
treating  human  beings  hke  human 
beings  for  the  economic  purpose  of 
obtaining  the  maximum  human  force 
or  value  from  their  labor,  who  think 
we  are  greatly  exaggerating  the  gen- 
eral lack  of  appreciation  of  this  phase 
of  industrial  management,  but  fortu- 
nately we  have  a  very  recent  incident 
which  will  forcibly  prove  how  general 
the  lack  of  appreciation  is. 

Elizabeth,  New  Jersey,  is  not  only 
a  manufacturing  city  in  itself,  but  it  is 
in  the  center  of  a  vast  industrial 
territory,  the  oldest  in  America,  where 
industrial  problems  are  supposed  to 
be  best  understood. 

In  The  Public  Ledger  (Philadelphia) 
of  May  1,  1921  appeared  the  following: 

Elizabetli,  N.  J.,  April  30.  Because 
they  are  to  be  required  to  punch  a  time- 
recording  clock  every  time  they  appear  for 
duty  at  the  Battin  High  School  here, 
teachers  are  up  in  arms  at  what  they  term 
an  attempt  on  the  part  of  the  Board  of 
Education  to  place  them  in  a  class  with 
factory  workers. 

In  our  study  of  the  labor  problem, 
it  has  been  our  privilege  to  attend 
many  meetings  of  the  most  radical 
classes  of  labor,  (incog,  of  course) 
where  had  our  identity  been  discovered, 
we  would  probably  not  now  be  pre- 
paring this  article.  We  have  heard 
the  champions  of  all  champions  in 
the  labor  agitator  class,  pour  forth 
their  vitriolic  language  for  the  purpose 
of  rousing  the  ire  and  passions  of  the 
working  classes,  and  we  have  noticed 
that  but  little  impression  was  made 
upon  the  audience  so  long  as  the 
agitator  confined  his  remarks  to  the 
subject  of  wages  and  working  hours. 
It  was  only  when  the  lavishness  of 
the  rich  was  mentioned  and  the  fact 
that    society   looked   down   upon   the 


working  classes,  and  the  workmgmen 
were  treated  like  machines,  that  the 
feelings  of  the  mob  began  to  be  stirred. 

And  it  is  this  very  thing — this 
placing  of  the  person  with  overalls  on, 
with  soiled  hands,  who  punches  the 
time-clock — in  an  inferior  class,  to  be 
humiliated  and  humbled,  that  causes 
the  most  waste  of  human  force. 

The  so-called  higher  classes  of  so- 
ciety rave  at  the  endeavors  of  the 
anarchistic,  socialistic,  and  labor  agi- 
tators to  create  class  hatred,  and  yet 
these  so-called  higher  classes  by  their 
everyday  actions,  do  more  to  create 
that  class  hatred  than  all  the  agitators 
of  all  time. 

The  fact  that  teachers,  those  who 
are  intrusted  with  the  instruction  of 
our  young,  and  high  school  teachers 
at  that,  are  so  totally  ignorant  as  to 
conclude  that  the  punching  of  a  time- 
recording  clock  is  humiliating  or  lower- 
ing, would  be  amazing  were  it  not 
for  the  fact  that  the  ways  and  means 
for  utilizing  the  maximum  of  human 
force  is  well  known  to  be  so  little 
understood.  In  other  words,  indus- 
trial unrest  is  the  greatest  of  all  factors 
in  the  waste  of  human  force  and  the 
best  evidence  that  this  waste  is  so 
little  understood  is  the  fact  that  in- 
dustrial unrest  exists. 

^lien  the  time-recording  clock  was 
first  placed  in  our  establishment  the 
question  as  to  who  should  and  who 
should  not  register  was  a  subject 
brought  before  the  board  of  directors 
and  it  was  decided  that  there  should 
be  no  exceptions,  that  everyone  should 
"punch"  from  the  president  down; 
and  for  over  20  years  we  have  punched 
the  time-clock  the  same  as  the  hum- 
blest workingman  and  this  custom  is 
becoming  more  and  more  general 
every  day.  We  do  not  permit  our 
time-clock  to  say  to  the  indiN^dual 
registering  in  the  mute  language  of 
impression,   "Your   act   of  registering 
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means  that  yon  are  in  a  lower,  not -to- 
be-trusted  and  therefore  despised  class 
of  society, "  which  would  be  the  case 
if  some  registered  and  others  did  not. 

As  a  result  we  have  never  had  a 
dispute  with  our  labor  over  the  time- 
recording  system  since  it  was  first 
installed.  Moreover,  the  moral  effect 
is  worth  all  that  the  system  costs. 

Were  we  resident  taxpayers  of 
Elizabeth,  we  would  petition  the 
Board  of  Education  to  discharge  every 
one  of  the  protesting  teachers,  on  the 
ground  that  they  had  proved  by  their 
ignorance  their  unfitness  to  teach. 

There  has  been  much  agitation 
about  the  teachers  as  a  class  being 
imderpaid,  but  a  closer  analysis  of  the 
situation  will  prove  that  the  fault  lies 
in  the  pay  of  teachers  being  so  low  that 
it  does  not  attract  the  proper  quality 
of  teachers,  rather  than  that  the  present 
teachers  are  underpaid. 

There  is  scarcely  a  teacher  who  has 
not  put  forth  the  argument  that  a 
teacher's  pay  is  less  than  that  of  a 
first-class  stenographer,  but  I  will 
ventiu"e  the  opinion  that  no  one  could 
qualify  as  a  first-class  stenographer 
who  was  so  ignorant  as  to  believe  that 
registering  on  a  time-recording  clock 
was  undignified,  in  the  face  of  the 
fact  that  executives  commanding  sal- 
aries of  from  8'2o,000  to  $100,000  are 
registering  on  the  time-clock  every 
working-day  of  each  year. 

But  the  greatest  proportionate  waste 
of  human  force  is  in  the  office  rather 
than  in  the  shop;  among  the  execu- 
tives and  clerical  force,  rather  than 
among  the  working  force. 

We  have  been  in  the  offices  of  large 
and  presumably  successful  businesses, 
where  the  waste  of  human  force  has 
been  so  self-evidently  large,  that  we 
strongly  desired  to  cry  out  in  protest. 

Suppose  we  take  two  men  whom  we 
know,  each  president  of  a  corporation 
doing  a  somewhat  similar  business: 


Mr.  B.  arrives  at  his  office  at  8.30 
\.  M.,  and  is  informed  that  his  manager 
in  another  city  has  been  trying  to  get 
him  on  the  long  distance  phone.  He 
puts  the  call  on,  talks  to  the  manager, 
concludes  it  necessary  to  visit  the  other 
city,  looks  up  the  time-table  in  the 
railroad  guide,  and  phones  to  the 
railroad  station  for  transportation 
reservations.  He  then  looks  over  his 
mail  and  refers  to  the  respective  exec- 
utives such  letters  as  should  have 
that  particular  executive's  personal 
attention,  calls  his  stenographer  and 
dictates  such  mail  as  is  essential  for 
him  to  personally  dictate.  In  the 
meantime  he  is  interrupted  repeatedly 
by  interviews  and  telephone  calls  from 
his  executives  and  others,  during  which 
time  his  stenographer  usually  sits  idly 
by  his  side.  Leaving  his  desk  piled 
with  papers,  he  finishes  his  day  and 
hustles  off  to  catch  his  evening  train, 
with  a  feeling  of  unfinishedness,  con- 
scious that  he  hasn't  accomplished 
much  although  he  is  a  ven.'  busy  man. 

Mr.  C.  the  other  president,  arrives 
at  the  office  about  9.15  a.  m.  Having 
made  it  a  practice  to  finish  up  every- 
thing the  day  before  and  leave  a  clean 
desk,  he  does  not  arrive  with  that 
unfinished  consciousness  and;feels  that 
9.15  A.  M.  is  early  enough  as  it  gives 
plenty  of  time  before  his  arrival  for 
opening  and  sorting  his  mail.  He  has 
a  secretarj'  whose  duty  it  is  to  do  every- 
thing the  president  ought  to  do,  so  far 
as  possible.  The  first  action  is  to 
summon  his  secretarv'  who  informs  him 
of  the  long-distance  conversation  with 
the  out-of-to'mi  agent;  that  it  will  be 
necessary  for  Mr.  C.  to  go  personally 
to  see  the  agent;  that  the  train  leaves 
at  8.30  p.  M.  and  reservations  have 
been  made.  If  this  program  is  not  to 
be  carried  out,  the  out-of-tov\-n  agent 
will  be  telephoned,  otherwise  Mr.  C. 
has  nothing  to  do  but  get  on  the  train 
and  go,  all  the  papers  pertaining  to 
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the  business  in  question  being  in  his 
brief  case  in  an  envelop  duly  identified 
by  label.  His  mail  is  quite  limited,  as 
later  in  the  day  his  letters  are  sub- 
mitted to  him  together  with  the  re- 
plies dictated  by  his  secretary.  Mr. 
C.  has  his  dictating  machine  at  his 
side,  into  which  he  calls  his  orders  and 
memorandums  in  a  fraction  of  the 
time  he  could  WTite  them  and  into  the 
same  machine  he  quickly  dictates  the 
replies  to  such  letters  as  he  desires  to 
answer  personally;  he  also  dictates 
into  his  machine  all  personal  memo- 
randums, from  directions  to  his  yacht 
captain,  to  requests  for  theater  tickets. 

During  all  thi ;  time,  which  is  seldom 
an  hour,  there  are  no  interruptions. 
"The  president  is  busy  with  his  mail," 
is  understood  to  be  the  only  order  of 
business  in  the  president's  oflBce. 
When  the  mail  is  finished,  Mr.  C. 
consults  his  diary  and  finds  that  he  is 
to  see  Mr.  Smith  at  11.00  a.  m., 
that  while  he  was  busy  with  his  mail 
his  wife  had  phoned  and  talked  with 
his  secretary  and  wanted  to  talk  with 
him  as  soon  as  he  was  not  busy;  that 
the  executive  committee  meets  at  11.30 
A.  M.;  that  he  is  to  take  lunch  at 
1.00  p.  M.  at  the  club  with  the  presi- 
dent of  a  competing  concern,  and  the 
rest  of  his  afternoon  is  clear.  At 
2. 00  p.  M.  he  starts  through  the  main 
plant,  spends  the  afternoon  talking  to 
the  foremen  making  them  feel  like  real 
men  and  keeping  in  touch  with  his 
business.  He  leaves  the  plant  at  5.30 
p.  M.,  dines  with  his  family,  catches  his 
train  in  a  thoroughly  relaxed  condition, 
and  sleeps  like  a  top. 

A  man  like  Mr.  C.  will  do  four  times 
the  work  that  Mr.  B.  does,  will  do  it 
better,  will  have  less  disagreements, 
and  will  live  20  years  longer. 

Mr.  B.  is  loud  in  his  complaints 
that  he  can  never  obtain  efficient 
help;  Mr.  C.  is  always  boasting  about 
the  efficiency  of  his  help. 


Mr.  C's  secretary  sees  all  callers  and 
takes  all  telephone  messages,  finds 
that  over  15  per  cent  of  those  who  ask 
for  the  president  do  not  want  to  see  the 
president  but  some  other  individual; 
thus  their  business  is  attended  to  with 
dispatch  and  rarely  is  anyone  found 
cooling  his  feet  in  the  outer  office 
waiting  for  Mr.  C,  or  is  Mr.  C's 
wire  frequently  reported  "busy." 

Mr.  B.  tries  to  see  everyone  and 
answer  every  call  and  succeeds  in 
keeping  a  long  string  of  people  waiting 
to  see  him  and  his  wire  is  mostly 
"busy."  He  wastes  too  much  time 
upon  unimportant  callers  and  there- 
fore has  insufficient  time  to  devote 
to  important  callers.  He  attempts  to 
satisfy  everybody  and  satisfies  no  one. 

The  influence  of  the  smoothness  of 
the  operation  of  Mr.  C's  office  is 
reflected  throughout  the  entire  plant, 
while  IVIr.  B.  is  rattled  half  the  time 
and  keeps  those  who  come  in  contact 
with  him  in  the  same  condition. 

Mr.  C.  utilizes  his  human  force  to 
the  maximum  without  carrying  an 
overload  with  the  accompanying  haz- 
ard. Mr.  B.  wastes  his  human  force, 
is  constantly  operating  under  an  over- 
load, and  the  question  of  collapse  is 
only  a  matter  of  time  and  everyone 
around  him  realizes  it.  This  accounts 
for  many  resignations  from  those  who 
want  to  get  from  under  before  the 
collapse  comes  and  also  for  the  difficulty 
in  engaging  efficient  executives. 

Wliat  is  true  of  the  president's 
office  is  true  of  every  other  department 
more  or  less.  So  the  sooner  we  have  a 
more  thorough  study  of  ways  and 
means  to  reduce  tlie  waste  of  human 
force  in  American  industry,  the  sooner 
will  we  be  able  to  compete  with  the 
rest  of  the  industrial  world,  for  from 
now  on  the  sequel  of  success  is  going 
to  be  Economy  and  this  means 
economy  in  evcrj'  unit,  particularly 
the  human  unit. 


CONTROL   OF   CUSTOMERS  AND   DISTRIBUTORS 
THROUGH  HOUSE   ORGANS 

BY  ROBERT  E.  RMISAY* 


IN  one  way  customers'  house  organs, 
or  house  magazines,  are  not  unhke 
those  aimed  at  distributors,  while  in 
another  way  they  are  diametrically 
opposed. 

Every  buyer  of  a  product,  whether  a 
distributor  buying  to  re-sell,  or  a  cus- 
tomer buying  for  his  own  use  reacts  to 
make  the  favorable  decision  upon  one 
of  three  basic  motives:  (a)  profit,  (b) 
benefit,  and  (c)  enjoyment.  In  the 
case  of  the  distributor  of  a  product 
more  emphasis  must  be  placed  on  the 
profit  side  and  less  on  benefit  and  en- 
joyment, while  in  the  case  of  the  cus- 
tomer benefit  and  enjoyment  often  far 
outweigh  profit.  This  summary  then 
gives  essentially  the  differences  which 
exist  between  controlling  a  house  or- 
gan for  customers  and  one  for  dis- 
tributors. 

Distributors  as  here  referred  to  are 
usually  retail  distributors  or  dealers, 
and  the  term  is  also  loosely  used  in  the 
advertising  world  to  cover  distributors' 
salesmen,  for  oftentimes  the  salesman 
is  of  much  more  importance  than  the 
distributor,  when  considered  from  the 
manufacturer's  standpoint.  The  indi- 
vidual salesman  of  a  distributor  can 
often  be  approached  upon  a  personal 
basis,  whereas  that  is  not  always  pos- 
sible with  the  distributor  himself. 

Controlling  salesmen  through  the 
house  organs  is,  in  one  way,  far  simpler 
than  controlling  customers  and  dis- 
tributors. The  salesmen  are  on  the 
pay-roll  of  the  publisher  of  the  house 
organ;  it  can  be  almost  literally  "forced 

♦Chairman  of  the  House  Organ  Division.  Direct  Mail 
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down  their  throats,"  so  to  speak, 
whereas  the  customers  and  distribu- 
tors are  in  business  for  themselves  and 
must  be  coaxed  into  a  receptive  mood. 

Some  years  ago  a  sales  manager  who 
had  made  a  startling  success  in  selling 
a  certain  speciality  moved  into  the 
staple  line  and  made  an  equally  sur- 
prising failure.  The  reason  was  simple. 
In  the  first  instance  the  sales  manager 
had  been  dealing  largely  with  sales- 
men on  the  pay-roll  of  his  house.  He 
forced  them  to  read  his  house  organs. 
When  he  moved  into  the  staples  field 
he  found  his  merchandise  handled  al- 
most entirely  by  distributors,  whole- 
sale and  retail.  Copy  which  had  gone 
well  in  the  salesmen's  publication  feU 
flat  in  the  distributors'  house  organ. 
The  dealers  resented  having  somebody 
from  the  outside  try  to  "run  their 
business." 

The  first  article  in  this  series  went  at 
length  into  the  house  organ,  its  use  and 
control,  and  showed  especially  how  to 
control  sales  management  problems 
through  this  medium.  We  shall  now 
take  up  the  especial  angle  of  control- 
ling customers  and  distributors  through 
a  house  organ. 

II 

There  are  seven  major  aims  to  be 
accomplished  by  any  advertisement: 

1 .  Creation  of  sales 

2.  Creation  of  inquiries 

3.  Creation  of  good-will 

4.  Supplementing  other  advertising 

5.  Supplementing  salesmen's  efforts 

6.  Preceding  salesmen's  calls 

7.  Peculiar  strategic  angles. 

When  the  house  organ  is  used  to 
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reach  and  control  customers  and  dis- 
tributors it  becomes  more  of  an  adver- 
tisement and  less  of  a  messenger  than 
when  used  to  control  salesmen.  It 
therefore  must  set  out  to  accomplish 
one  or  more  of  the  seven  major  aims 
just  mentioned. 

Experience  shows  that  with  few  ex- 
ceptions house  organs  cannot  be  ex- 
pected to  produce  direct  sales  either 
from  customers  or  distributors.  \\Tiy? 
Because  the  house  organ  is  essentially 
a  means  for  creating  confidence  through 
assurances  conveyed  by  the  printed 
word.  The  house  organ  is  a  missionary 
but  a  poor  "closer"  of  business,  in  this 
particular  being  similar  to  the  average 
piece  of  general  magazine  advertising. 

Likewise  experience  shows  that  the 
house  organ  cannot  be  relied  upon  to 
produce  inquiries  economically.  That 
is,  other  forms  of  advertising  will  pro- 
duce inquiries  at  much  less  cost.  Why? 
The  reason  is  the  same  as  that  which 
explains  why  it  does  not  produce  sales, 
namely,  that  the  house  organ  is  not  a 
medium  for  producing  action. 

Let  us  take  a  specific  example:  A 
double  postal  card  offering  a  book  or 
other  product  on  approval  will  produce 
more  orders  or  inquiries  than  a  similar 
offer  in  a  house  organ,  because  the 
postal  card  leads  the  mind  of  the  pros- 
pect (customer  or  distributor)  to  ac- 
tion, while  the  house  organ  leads  to 
reflection. 

But  for  the  purpose  of  creating  good- 
will, or  as  a  supplement  to  other  forms 
of  advertising  or  to  salesmen's  efforts, 
as  a  forerunner  of  salesmen's  calls,  and 
for  peculiar  strategic  problems  the 
house  organ  to  customers  or  distribu- 
tors is  a  valuable  form  of  advertising. 

All  of  these  five  aims  require  con- 
tinuity and  a  thoroughness  of  approach 
which  the  more  leisurely  atmosphere  of 
the  house  organ  makes  possible. 

A  salesman  whose  aim  is  a  "quick 
clean-up"  of  a  territory,  who  forces 


merchandise  on  his  customers  through 
hard  talking  and  rapid-fire  methods, 
may  produce  a  number  of  "one-time" 
sales,  but  he  will  not  create  much  good- 
will. A  salesman  aiming  at  good-will 
would  employ  a  more  gradual  process, 
securing  confidence  through  informal 
acquaintanceship,  and  leading  indi- 
rectly to  the  question  of  sales. 

The  properly  controlled  hoase  organ 
is  a  friendship  maker  in  bulk.  It  cre- 
ates good-will  by  the  slow  process  of 
making  friends.  While  we  do  not  do 
business  with  our  enemies,  and  almost 
all  our  purchases  are  from  friends,  it  is 
considered  caddish  to  attempt  to  make 
friends  merely  to  make  sales  to  them. 
The  house  organ  for  distributors  or  cus- 
tomers, therefore,  must  make  friends 
first,  last,  and  all  the  time,  with  only 
indirect  attention  to  sales. 

Almost  without  exception  it  is  the 
problem  of  the  sales  force  to  see  that 
the  sales  follow  in  due  course. 

The  editor  of  the  distributor's  or  cus- 
tomer's house  organ  must  be  even 
more  diplomatic  and  endowed  with 
greater  authority  than  the  editor  of  the 
salesman's  publication,  because  he  is 
constituted  the  Public  Friendship 
Maker  of  the  House. 

Ill 

The  problem  of  controlling  the  read- 
ing interest  of  either  customer  or  dis- 
tributor is  a  far  more  important  one 
than  that  of  holding  the  attention  of 
the  salesmen.  Every  distributor  and 
customer  has  a  limited  amount  of  time 
for  reading,  an  amount  which  proba- 
bly you  cannot  increase.  The  question 
whether  your  house  organ  is  read  or 
not  resolves  itself  into  the  question  of 
the  editorial  content  you  put  into  it. 
You  must  compete  for  the  addressee's 
attention  with  all  the  general  maga- 
zines, trade  papers,  newspapers  and 
other  material  which  he  receives. 
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CONTROL  OF  CUSTODIERS  AND  DISTRIBUTORS 


This  may  or  may  not  mean  brevity 
in  editorial  content.  Some  of  the  sor- 
riest house  organs  which  reach  my 
desk  have  the  fewest  number  of  words 
in  them,  while  only  today  I  slipped 
into  my  pocket  and  carried  home  with 
me  a  customers'  house  organ  of  many 
pages,  closely  set  in  small  type.  This 
particular  publication  had  no  illustra- 
tions. I  do  not  know  the  editor,  and 
only  casually  have  heard  of  his  pub- 
lisher, but  in  less  than  six  months  I 
have  become  a  regular  reader  of  this 
publication.  How?  The  editorial  con- 
tent is  such  as  to  interest  me,  an  ad- 
vertising man,  and  it  relevantly  leads 
up  to  the  business  of  the  publisher. 

No  blanket  rule  can  be  laid  down  for 
effective  editorial  content  in  a  custom- 
er's or  distributor's  publication,  be- 
cause the  readers  vary  so  widely.  The 
one  common  denominator  of  the  dis- 
tributor's publications  is  Profits.  Show 
the  dealer  truthfully  and  clearly  how 
he  can  make  more  money,  save  more 
time,  get  a  greater  turnover  by  buying 
your  product  and  you  have  his  atten- 
tion. He  will  rise  to  that  appeal 
without  fail  because  he  is  in  business  to 
make  a  profit  and  his  profit  comes  only 
from  successfully  selling  what  is  sold 
to  him. 

The  customer,  on  the  other  hand,  is 
approachable  on  other  angles.  The 
appeal  which  interests  him  is  the  bene- 
fit and  enjoyment  that  comes  from 
using  the  article  you  sell  to  him. 

There  is  no  question  that  many 
half-baked  house  organs  are  pub- 
lished, especially  aimed  at  distributors. 
More  than  that,  there  are  many  mis- 
guided house  organs  aimed  at  cus- 
tomers when  the  advertising  appro- 
priation might  be  more  wisely  invested 
by  purcha-sing  space  in  trade  papers, 
or  other  advertising  media. 

The  strategic  value  of  the  house  or- 
gan, listed  as  seventh  in  our  category 
of  its  aims,  can  be  shown  by  an  illus- 


tration. A  certain  motor  car  company 
literally  "drove"  their  distributors  to 
produce  enormous  sales  by  means  of  a 
house  organ.  Had  the  same  language 
been  tried  in  circular  letters  or  in  any 
other  form  of  advertising  it  would  have 
created  animosity,  but  appearing  as  it 
did  in  a  house  organ,  each  dealer  knew 
that  all  the  others  received  the  same 
"lambasting"  and  tried  to  convince 
himself  that  the  company  was  not 
talking  to  him.  I  question  the  perma- 
nent value  of  artificial  sales  stimulation 
of  this  nature,  but  the  story  is  pat  here 
because  it  illustrates  the  peculiar  adapt- 
ability of  the  house  organ  to  certain 
types  of  strategy. 

Truck  dealers  have  shown  buyers 
of  trucks,  for  example,  through  the  use 
of  cartoons  in  house  organs,  how  fool- 
ish have  been  their  claims  for  poor 
service.  The  same  idea  has  been  uti- 
lized by  other  manufacturers  in  show- 
ing distributors  how  they  have  taken 
advantage  of  illegitimate  trade  cus- 
toms. 

There  is  such  a  thing  as  making  a 
better  approach  because  it  is  indirect. 
The  guilty  party  usually  realizes  his 
guilt  and  admits  it  to  himself. 

IV 

The  predominating  thought  that 
must  be  held  in  mind  in  considering 
the  starting  of  a  house  organ  addressed 
to  customers  or  distributors  is  the  ne- 
cessity for  sticking  to  it  until  the  house 
organ  has  a  chance  to  make  good. 
Too  much  emphasis  cannot  be  laid 
upon  the  fact  that  the  house  organ  is  a 
slow  builder  of  good-will;  in  fact,  good- 
will is  a  plant  which  is  slow  to  mature 
under  any  circumstances. 

A  firm  of  high-grade  printers,  desir- 
ous of  reaching  the  high-grade  quality 
market  of  customers,  made  this  state- 
ment anent  their  publication:  "The 
first  year  was  the  'sinking-in'  period, 


10 


ADMINISTRATION 


Vol.  Ill 
No.       1 


the  second  year  we  gained  ground,  and 
the  third  year  was  a  howling  success. 
What  we  gained  in  that  year  in  cus- 
tomage  (if  I  may  coin  a  word)  is  re- 
tained by  us  with  a  possible  exception 
of  five  or  six  per  cent." 

Had  this  firm  discontinued  their 
house  organ  at  the  end  of  the  first,  or 
even  the  second  year  it  would  have 
been  voted  a  failure.  It  took  three 
years  for  it  to  go  over  the  top  to 
success. 

Charles  E.  Carpenter,*  president  of 
E.  F.  Houghton  and  Company,  Phila- 
delphia, Pennsylvania,  publishers  of 
The  Houghton  Line,  one  of  the  most 
successful  customer  publications,  re- 
cently made  a  statement  to  similar 
effect  about  that  house  organ:  "We 
have  estimated  that  we  were  over 
$100,000  out  of  pocket  before  the  Line 
began  to  bring  us  a  profit  over  cost  of 
production,  at  which  time  its  circula- 
tion had  exceeded  50,000  per  month. 
But  the  Line  was  then  firmly  estab- 
lished and  its  growth  continued  and  the 
profit  increased  with  less  intensive  ef- 
fort on  our  part.  And  it  has  continued 
that  growth  ever  since,  until  it  is  the 
greatest  single  money-making  factor  in 
our  business.  It  is  so  strongly  en- 
trenched with  its  reading  public  that  it 
would  be  difficult  for  us,  or  any  other 
agency  to  destroy  it.  The  only  way  in 
which  The  Houghton  Line  could  be  re- 
placed, or  its  circulation  reduced  would 
be  for  some  competing  publication  to 
absorb  the  time  that  the  Line  readers 
now  devote  to  it.  This  achievement 
would  be  possible,  but  it  would  be  a 
stupenduous  task  and  would  require  an 
expenditure  of  over  $100,000  and  some 
four  years  to  accomplish." 

As  I  have  already  said  in  the  fore- 

>  See  the  article  which  opens  jlcimmi«(ro/ion  this  month. 


word  to  my  book  on  house  organs, 
what  the  business  world  needs  is  not 
more  house  organs  but  better  house 
organs,  and  better  ones  can  only  come 
as  executives  realize  the  power  of  this 
form  of  publicity  and  give  to  its  con- 
sideration the  time  which  it  justly 
deserves. 

It  can  be  laid  down  as  almost  an 
inflexible  rule  that  no  dealers'  or  cus- 
tomers' house  organ  should  be  started 
without  a  definite  budget  for  a  period 
of  not  less  than  three  years. 

If  this  rule  is  taken  in  connection 
with  rules  of  control  of  house  organs  in 
general  set  forth  in  my  first  article, 
there  is  hardly  a  business  or  at  least  an 
industry  which  cannot  with  profit  start 
a  house  organ  for  distributors  or  cus- 
tomers, or  both. 

Briefly  then,  summing  up  our  prob- 
lem we  find  that  customers,  or  dis- 
tributors, are  controlled  by  creating  in 
their  minds  a  feeling  of  good-wiU 
towards  the  house  selling  them.  This 
creation  of  good-will  is  a  matter  of  slow 
growth,  and  once  it  has  reached  full 
stature  it  is  hard  to  upset  it  without 
going  through  the  same  slow,  painful 
process  as  before. 

This,  of  course,  increases  the  job  of 
the  house  organ  but  it  also  minimizes 
the  possibility  of  future  competition. 
The  editorial  tone  and  content  which  a 
house  organ  must  have  if  it  is  to  con- 
trol customers  or  distributors  by  creat- 
ing good-will  are  in  general  what 
would  accomplish  the  same  purpose  if 
employed  in  personal  conversation; 
with  this  exception,  that  as  the  written 
word  cannot  rely  on  the  peculiar  per- 
suasiveness of  the  indiNndual's  physical 
presence,  the  editorial  handling  of  the 
house  organ  must  be  all  the  more  the 
work  of  an  experienced  editor. 


THE  ACCOUNTANCY  OF  BANKING 


BY  CHARLES  E.  HAMMETT* 


BANKING  implies  accounting,  as 
shown  by  the  old  and  more  exact 
term,  'counting-  or  accounting-house. 

The  name  "bank"  has  been  adopted 
to  express  the  popular  idea  that  banks 
are  repositories  of  wealth. 

As  a  matter  of  fact,  many  of  the 
contents  of  a  bank's  vaults  are  utterly 
valueless  in  themselves,  and  no 
pecuniary  loss  would  result  from  the 
destruction  of  every  promissory  note, 
bond,  mortgage,  and  share  of  stock 
held  in  its  vaults,  as  all  could  be  re- 
placed immediately  by  duplicate  sub- 
stitute documents. 

The  specie  and  ciu"rency,  of  coiu-se, 
could  not  be  recovered,  but  it  is  a 
curious  fact  that  banks,  in  theory, 
never  possess  "cash"  and  in  actual 
fact  carry  no  such  account  on  their 
general  ledgers.  The  Deposit  account 
of  member  banks  with  the  federal  re- 
serve bank,  which  has  currency  issuing 
powers,  constitutes  the  cash  reserve. 

A  brief  consideration  of  the  functions 
of  the  federal  reserve  system  will  illus- 
trate the  difference  between  "money" 
and  "banking"  and  show  how  the 
Deposit  account  serves  as  cash. 

In  the  first  place  all  banks  whether 
national  or  state  institutions,  including 
trust  companies,  should  be  members  of 
the  system.  The  old  conflict  and  con- 
fusion between  the  powers  of  the  fed- 
eral government  and  the  rights  of 
states,  however,  have  jjermitted  state 
institutions  to  remain  outside  this 
scheme  of  finance  which  was  so  ur- 
gently needed.  As  a  matter  of  fact, 
many   state    institutions,   particularly 
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the  large  trust  companies,  have  joined 
the  system,  but  many  others  hold 
back,  deriving  its  benefits  nevertheless, 
through  the  mediation  of  the  larger 
member  banks  with  whom  they  are 
associated.  This  practice  tends  to 
increase  the  deposits  and  the  power  of 
such  member  banks  and  to  make  the 
system  their  adjunct,  instead  of  3.n 
association  of  all  banks  as  is  intended. 

Supposing,  therefore,  that  all  banks 
are  members;  currency,  commonly 
called  money,  is  created  as  follows : 

The  first  step  in  the  process  of  in- 
augurating the  system  was  the  deposit 
of  practically  all  the  gold  of  the  coun- 
try in  the  federal  reserve  banks.  This 
means  the  institution  as  a  unit,  not  any 
of  the  12  constituent  banks  or  their 
branches. 

This  deposit  was  made  by  the  mem- 
ber banks  when  purchasing  their 
obligatory  proportionate  share  of  the 
federal  reserve  bank  capital  stock  and 
in  opening  their  reserve  accounts. 
The  necessity  for  this  deposit  is  easy  to 
comprehend. 

In  common  with  nearly  all  the 
nations  of  the  world  this  country  is 
on  a  gold  basis.  Gold,  it  must  be  re- 
membered, is  not  money  but  an  ex- 
tremely useful  and  reasonably  abun- 
dant mineral  acceptable  in  any  land  in 
exchange  for  any  article,  commodity, 
or  service. 

To  say  that  a  country  is  on  a  gold 
basis  means  that  its  obligations  are 
payable  in  gold  and  that  the  |>ercent- 
age  of  its  obligations,  which  it  has  been 
determined  may  possibly  be  presented 
for  such  payment  at  one  time,  is  rep- 
resented by  gold  in  vaults. 

The  wisdom  of  this  method  or  the 


12 


ADMINISTRATION 


Vol.  Ill 
No.       1 


possible  substitution  of  some  other 
basis  or  of  no  metallic  basis  at  all 
are  beside  the  point.  The  question 
has  been  settled  and  from  present  in- 
dications will  remain  so  for  a  very 
considerable  period.  Unless  all  the 
nations  act  in  concert  and  agree  to 
accept  something  other  than  gold  in 
settlement  of  trade  balances  no  change 
is  possible. 

With  this  gold  reserve  as  a  basis  the 
federal  reserve  bank  is  able  to  create 
a  proportionately  greater  amount  of 
currency,  which,  aside  from  the  older 
governmental  currency  issues  left  for 
the  time  in  circulation,  is  the  money  of 
the  country. 

This  creation  of  currency,  it  should 
be  noticed,  is  dependent  upon  outside 
sources,  the  federal  reserve  bank  and 
the  member  banks  themselves  being 
powerless  to  cause  its  issuance.  The 
customers  of  the  member  banks,  that 
is,  the  people  of  the  country,  are  the 
real  makers  of  currency  through  their 
bank  borrowings. 

A  merchant  gives  his  note  to  his 
bank  and  the  bank  in  return  credits 
the  merchant's  account.  Many  other 
merchants,  corporations,  and  individ- 
uals are  doing  the  same  thing  at 
their  own  banking  institutions.  When 
checks,  drawn  against  these  credits, 
are  exchanged  by  the  borrowers  in  the 
course  of  business  it  really  means  that 
they  are  dividing  and  exchanging  their 
own  notes.  The  non-borrower  build- 
ing up  a  bank  credit  by  deposits  is 
really  placing  in  his  bank  the  notes  of 
others  instead  of  his  owti,  but  a  bank 
borrowing  had  to  occur  somewhere  if  he 
is  to  be  enabled  to  create  a  bank  credit. 

The  banks,  of  course,  do  not  actually 
divide  and  exchange  their  note  hold- 
ings for  obvious  reasons.  It  would  be 
impossible  to  physically  divide  the 
notes,  and  the  notes  of  one  bank's  cus- 
tomers would  not  be  acceptable  to 
other  banks.     There  is,  moreover,  no 


need  in  most  cases  for  any  such  process 
of  exchange,  as  the  claims  of  one  bank 
on  others  through  the  possession  of 
their  customers'  checks  are  offset  by 
the  claims  of  these  other  banks  through 
its  own  customer's  checks  held  by 
them. 

In  certain  well-imderstood  instances, 
of  course,  the  transfer  of  credit  between 
individuals  cannot  be  made  by  check, 
the  transactions  requiring  the  exchange 
of  cash. 

The  cash  simply  constitutes  govern- 
mental promises  to  pay  issued  by  the 
federal  reserve  bank  in  exchange  for 
private  promises  to  pay  deposited  with 
it  by  the  member  banks.  The  private 
promises  to  pay  must  be  based  upon 
agricultural,  industrial,  or  commercial 
transactions,  the  idea  being  that  as 
such  activities  increase  or  decrease  the 
need  for  cash  will  increase  or  decrease. 
For  example,  a  farmer  deposits  his 
notes  with  a  member  bank  and  re- 
ceives first  a  bank  credit.  As  he  with- 
draws currency  to  pay  his  laborers  the 
member  bank  converts  his  notes  into 
cash  through  the  federal  reserve  bank. 
Ultimately  the  laborers  return  the  cur- 
rency to  the  farmer  for  the  produce 
and  the  farmer  pays  the  currency  to  the 
bank  to  enable  it  to  obtain  in  exchange 
his  note  from  the  federal  reserve  bank. 

It  can  be  seen,  therefore,  that  there 
is  no  definite  quantity  or  thing  which 
can  be  called  money.  Governmental 
currency  promises  cannot  be  recovered 
if  lost  or  destroyed  but  this  peculiarity 
is  due  to  circumstances  and  not  to  any 
inherent  difference  from  private  prom- 
ises. Governmental  promises  must 
be  kept  entirely  above  suspicion  if 
they  are  to  form  a  currency,  and  dupli- 
cate or  substitute  promises  could  not 
be  issued  to  rectify  certain  individual 
losses  without  engendering  doubts  as 
to  the  validity  of  all  such  promises. 
In  this  .sense,  of  course,  it  is  definitive. 

In  view  of  all  these  facts  it  will  be 
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seen  that  banks  are  not  institutions  in 
which  certain  people  place  a  definite 
quantity  of  money  which  is  borrowed 
and  drawn  out  by  certain  other  people. 

A  bank  is  a  public  record  of  the 
amount  of  value  owed  specifically  by 
certain  individuals  including  corpora- 
tions, firms,  and  all  other  units,  to 
the  community  at  large,  in  the  form 
of  notes,  bonds,  stocks,  mortgages, 
or  other  promises  (currency  being 
governmental  promises  in  lieu  of  such) 
and  the  amount  of  value  due  specifi- 
cally to  certain  individuals  by  the  com- 
munity in  the  form  of  credit  accounts. 

Banking,  therefore,  should  not  be 
considered  a  business  or  profession  in 
itself  but  as  the  effect  of  other  business. 

While  the  original  meaning  of  the 
term  "accounting-house"  may  simply 
have  been  the  place  where  gold  and 
coins  were  counted,  or  generally  speak- 
ing, where  books  of  account  were  kept, 
it  is  not  improbable  that  it  was  recog- 
nized that  it  also  was  the  place  where 
the  debts  and  credits  of  a  community 
were  accounted  for,  that  is,  set  forth 
and  recorded. 

At  any  rate  that  certainly  is  the  pur- 
pose of  the  modern  bank  and  not  only 
the  relationship  but  the  very  identity 
of  banking  with  accounting  can  be 
perceived  from  such  consideration. 

It  is  possible  to  imagine  a  factory 
■with  excellent  records  and  accounts 
producing  inferior  articles,  or  a  manu- 
facturer who  obtains  admirable  re- 
sults up  to  a  certain  point,  solely 
through  the  personal  recollections  of 
past  experience;  but  it  is  not  conceiv- 
able that  good  banking  could  co-exist 
with  poor  accounting. 

In  a  certain  sense,  however,  account- 
ing in  banks  cannot  be  "good"  or 
"bad,"  any  more  than  mathematics 
can  be  so. 

All  banks  by  the  very  fact  of  balanc- 
ing their  books  complete  in  some 
manner    every    accounting    act    per- 


formed by  the  most  intelligently  op- 
erated institution. 

This  refers  to  every  banking  func- 
tion, and  not  merely  to  the  keeping 
of  balanced  accounts. 

In  any  plan  of  procedure,  the  debit 
of  one  department,  officer,  or  clerk,  is 
being  set  against  the  credit  of  some 
other  department,  officer,  or  clerk, 
although  the  control  of  this  balancing 
may  be  quite  unrecognized.  Earnings 
and  expenses  are  inevitably  accrued  by 
the  passage  of  time,  and  the  mere 
entry  of  changing  dates  creates  a 
potential  statement  of  condition 
differing  widely  from  the  states  of 
affairs  actually  shown.  When  passing 
upon  a  loan  or  deciding  upon  an  in- 
vestment, a  banker  is  commonly  sup- 
posed to  be  exercising  his  judgment, 
whereas  in  fact,  he  is  unwittingly  draw- 
ing up  a  balance  sheet,  including  or 
discarding  various  assets  and  liabili- 
ties, such  as  personal  energy  and  hon- 
esty, weather  conditions,  general  mar- 
kets and  political  tendencies,  although 
his  files  may  be  bare  of  credit  in- 
formation. 

Accounting  may  be  described  as  the 
recording  of  all  tangible  and  intangible 
resources  and  liabilities  at  their  true 
relative  values  in  arrangements  which 
will  show  their  correct  relations  to  each 
other. 

As  the  same  facts  and  conditions  are 
seen  to  be  inherent  in  all  banks,  good 
banking,  therefore,  may  be  described 
as  "consciously  accounting." 

These  definitions  are  important  in 
any  consideration  of  the  accountancy 
of  banking  as  they  denote  the  essential 
fusion  of  the  pursuits  of  the  banker  and 
the  accountant. 

It  may  be  objected  at  this  point  that 
too  much  is  claimed  on  behalf  of  the 
efficacy  of  accountancy;  that  bank- 
ing, like  any  other  business,  is  subject 
to  the  mutability  of  human  affairs; 
that  nothing,  except  mathematics,  can 
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hope  to  be  an  exact  science ;  and  that  to 
be  able  to  place  things  at  their  true 
relative  values  in  their  correct  relations 
to  each  other  would  require  a  perfect 
and  unattainable  wisdom. 

Many  bankers  are  inclined  to  assume 
just  such  an  attitude,  but  a  rapidly  in- 
creasing number  have  realized  that 
banking,  in  common  with  other  forms 
of  human  accomplishment,  must  be- 
come, so  far  as  is  possible,  exact  and 
scientific  to  meet  the  demands  of  the 
complexities  of  the  modern  world. 

Admitting  this,  it  may  be  objected 
further  that  this  purpose  is  being  at- 
tained by  the  study  and  investigation 
of  bankers  themselves. 

It  should  be  remembered,  however, 
that  accountancy  is  a  principle  of  busi- 
ness and  not  a  detached  or  distinguish- 
able eflfort.  The  accountant  (or  the 
accounting  principle)  moves  from  office 
to  office,  from  one  line  to  another,  not 
because  of  an  expert  knowledge  of 
goods  and  processes  and  values,  but 
for  his  skill  in  representing  these  factors 
in  an  order  and  array  which  will  ex- 
plain their  action  and  reaction  and 
account  for  the  resultant  effect. 

The  banker,  in  the  process  of  ex- 
changing the  credits  of  a  community 
for  its  debits,  is  also  moving  from 
the  consideration  of  one  business  to 
another,  and  to  the  extent  to  which  he 
adopts  the  methods  of  the  accountant 
in  his  deliberations  the  exchange  will 
be  fair.  In  other  words,  by  safe  opera- 
tions and  sound  investments,  his 
credits  and  debits  are  placed  at  their 
true  values  jin  their  correct  relations 
to  each  other,  and  the  community's 
balance  is  accurately  struck. 

In  passing  to  a  practical  exposition 
of  this  theory,  it  is  necessary  to  select 
a  course  which  will  neither  lead  into  a 
voluminous  rehearsal  of  the  details  of 
a  bank's  bookkeeping  and  methods  of 
operating  nor  branch  off  into  a  dis- 
cussion of  economics. 


Perhaps  it  is  advisable  to  assume 
that  anyone  interested  in  banking  or 
accountancy  understands  in  a  general 
way  all  of  the  accounts  which  any 
bank  must  employ  to  conduct  its 
business  and  keep  in  more  or  less  effi- 
cient motion. 

There  are,  of  course,  innumerable 
devices,  practices,  and  safeguards  pe- 
culiar to  banks.  They  are  well  known 
to  the  average  banker,  but  this  physical 
side  of  banking  can  be  much  more 
readily  grasped  by  an  accountant 
through  personal  observation  than  by 
any  written  explanation. 

Bankers,  moreover,  cannot  attempt 
to  control  economic  forces,  their  time 
and  thought  being  generally  fully  oc- 
cupied in  adjusting  their  own  affairs  to 
the  fluctuating  circumstances  of  busi- 
ness. 

By  eliminating  these  smaller  and 
larger  considerations,  the  subject  mat- 
ter remaining  concerns  certain  general 
principles  of  accounting,  their  applica- 
tion to  the  details  of  any  bank,  and 
their  value  to  a  banker  in  forming 
policies  of  procedure  or  in  analyzing 
actual  or  probable  conditions. 

The  fundamental  requisite  of  a  well- 
managed  bank  is  a  clear  understanding 
of  the  general  plan  of  procedure  and 
accounting  by  the  entire  force,  coupled 
with  an  intelligent  co-operation  be- 
tween all  the  officers  and  employees  in 
attaining  the  results  sought  through 
the  scheme  of  organization. 

A  very  large  volume  of  business 
passes  tlirough  a  bank  in  the  course  of 
each  day  and  little  time  can  be  spent 
by  the  officers  in  supervising  the  work 
of  the  various  departments.  Aside 
from  certain  routine  matters,  the 
operations  cannot  be  managed  by  any 
intermediary  superintendent,  and  the 
transactions  must  be  absorbed  by  the 
working  force  as  soon  as  originated  by 
the  executives. 

The  indifference  of  part  of  the  or- 
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ganization  to  the  movements  of  the 
rest,  and  the  tendency  of  clerks  to 
keep  the  knowledge  of  their  particular 
duties  solely  to  themselves,  are  the 
causes  of  all  the  confusion  and  mis- 
management not  infrequently  found 
in  banks. 

One  of  the  simplest  means  of  cor- 
recting this  situation  is  by  conceiving 
the  plan  of  organization  in  the  form  of 
a  graphic  chart. 

These  charts  are  common  enough  in 
banks,  but  usually  they  only  portray 
the  various  departments  and  officials 
arranged  in  an  orderly  procession  and, 
after  serving  on  the  walls  of  the 
president's  office  for  a  period,  become 
incorrect  and  are  forgotten. 

If,  however,  the  charts  are  carefully 
devised,  are  redrawn  from  time  to  time 
as  conditions  change,  and  if  copies  are 
posted  in  all  departments,  various  pur- 
poses will  be  accomplished. 

The  interest  of  the  entire  force  will 
be  stimulated  and  broadened,  and  the 
executives  will  be  constantly  reminded 
to  conform  their  instructions  and  de- 
cisions to  the  general  scheme  which 
they  originally  decided  to  follow. 

As  a  chart  of  this  kind  epitomizes 
the  operations  of  any  bank,  the  exam- 
ple given  on  page  17  exhibits  the 
usual  departments  of  a  modern,  fully- 
equipped  bank,  and  as  national  and 
state  banks  are  now  empowered  to  act 
in  trust  capacities,  and  as  trust  com- 
panies always  conduct  a  banking  busi- 
ness, the  ideas  advanced  will  apply 
equally  to  all  banking  institutions. 

It  is  necessary  in  first  observing  this 
chart  to  remember  that  it  does  not 
represent  the  physical  arrangement  of 
a  bank,  although  the  logical  disposition 
of  the  officers,  departments,  and  ac- 
counts embodies  in  itself  an  altogether 
satisfactory  floor  plan,  or  rather  the 
requisites  of  such  a  plan. 

It  •R'ill  be  seen  that  the  president  oc- 
cupies  a   commanding   position   from 


which  he  can  observe  the  general  activ- 
ity of  the  bank.  He  is  close  to  the 
director's  room  for  board  meetings  or 
private  conferences  \\ath  customers, 
can  be  consulted  with  equal  conven- 
ience by  all  of  the  managing  officers, 
and  is  protected  by  them  from  unim- 
portant dealings  with  the  depositors. 

The  public  passes  between  the  official 
and  departmental  sections,  and  as  the 
several  officers  are  nearest  the  division 
which  they  respectively  direct,  the 
customers  and  depositors  can  readily 
tm-n  either  to  them  for  special  matters 
or  to  the  cages  for  routine  business. 

If  the  main  entrance  be  imagined 
just  beyond  the  foreign  exchange  de- 
partment, the  alignment  of  the  depart- 
ments also  is  serviceable.  The  foreign 
department  is  largely  used  by  foreign- 
ers, and  as  they  are  usually  unfamiliar 
with  banks  it  is  advisable  to  place  this 
department  where  it  can  be  easily  ob- 
served. In  the  large  coast  cities  its 
dealings  are  with  importers  and  ex- 
porters and  this  necessity  does  not 
arise,  but  in  the  large  majority  of 
banks  the  idea  in  some  form  will  apply. 

The  receiving  and  paying  tellers,  in 
charge  of  the  cages  most  actively  in 
touch  with  the  greatest  number  of 
customers,  are  also  placed  near  the  en- 
trance so  that  the  depositors  may  enter 
and  depart  quickly.  By  this  arrange- 
ment they  do  not  interfere  with  the 
smaller  number  of  customers  who  have 
more  protracted  business  with  the 
other  departments,  which  are  removed 
from  the  entrance  in  the  order  of  their 
direct  dealings  with  the  public. 

The  group  of  departments  known  as 
mail  desk,  check  desk,  exchanges  and 
transit,  is  placed  in  a  central  position 
in  order  that  the  items  of  the  various 
tellers  may  be  gathered  together  at 
one  convenient  distributing  point  and 
from  there  pass  easily  to  the  book- 
keep)ers. 

The  departments  handling  securities. 
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loans,  investments,  trusts,  and  custo- 
dies, are  located  nearest  the  vault, 
which  is  in  the  most  interior  portion  of 
the  banking-room  and  farthest  re- 
moved from  the  public  entrance.  The 
space  between  these  latter  cages  and 
the  vault  can  be  pictured  as  being  de- 
voted to  the  departmental  activities 
and  as  corresponding  to  the  check  desk 
group  of  intermediaries. 

These  remarks  will  illustrate  what 
is  meant  by  "consciously  accounting." 
The  conditions  and  effects  above  de- 
scribed are  highly  conducive  to  safe, 
accurate,  and  quick  operations — which 
are  naturally  sought  continuously  by 
every  bank.  A  study  of  any  bank  in 
the  form  of  an  accounting  chart, 
however,  will  itself  invariably  sug- 
gest methods  of  increasing  efficiency 
through  the  groupings  of  departments 
which  otherwise  would  remain  unob- 
served and  neglected.  Banks  are  often 
embarrassed  by  the  different  levels 
and  the  shape  of  their  floor  spaces, 
especially  in  congested  city  business 
districts,  but  this  principle  will  al- 
ways be  found  operative  despite  such 
exigencies. 

Viewing  the  chart  in  another  light, 
the  stockholders  may  be  considered  as 
the  first  line  of  financial  defense.  The 
stockholders  provide  the  funds  of  the 
capital  stock  and  the  paid-in  or  earned 
surplus,  besides  being  additionally 
liable  for  an  amount  equal  to  the  par 
value  of  their  stock  holdings,  while 
directors  are  liable  to  the  full  extent 
of  their  personal  means  in  the  event 
of  losses  or  insolvency. 

The  work  of  the  bank  proceeds 
through  the  various  officers  and  de- 
partments and  culminates  in  the  cred- 
its of  the  general  ledger  and  the  trust 
and  custody  records,  the  whole  struc- 
ture resting  on  the  support  of  two 
debits,  the  contents  of  the  vault,  and 
the  funds  deposited  with  other  banking 
institutions. 


As  a  check  and  control  on  the  entire 
organization,  the  directors,  through 
the  examination  committee,  create  the 
auditing  department. 

It  will  be  seen  that  the  auditor  does 
not  operate  within  the  working  space 
but  occupies  a  peculiarly  strategic 
position,  binding  together  by  a  few 
operations  the  consummated  credits 
and  debits  of  the  institution. 

The  auditor  has  no  part  whatsoever 
in  the  management  of  a  bank's  affairs, 
but  by  a  system  of  tickets  and 
departmental  proofs  hereinafter  de- 
scribed, he  is  informed  in  detail  of  every 
transaction  which  the  officers  have 
originated,  and,  in  bulk,  of  the  routine 
work  accomplished  by  the  tellers  and 
bookkeepers.  It  is  his  function  to 
verify  the  proper  completion  and  the 
accurate  recording  of  all  these  dealings. 
As  the  auditor  is  not  amenable  to  offi- 
cial instructions  and  does  not  employ 
departmental  assistance  in  his  work, 
he  constitutes  the  instrumentality 
through  which  the  directors  maintain 
an  independent  check  on  all  of  the  op- 
erations and  keep  open  a  channel 
through  which  information  may  come. 

The  work  of  a  bank  is  divided  into 
two  general  accounting  classes,  the 
routine  matters,  which  are  balanced 
by  countering  departmental  records, 
and  numerous  special  transactions,  all 
of  which  are  safeguarded  by  some  form 
of  joint  official  authorization. 

The  officers  are  aware,  of  course,  of 
all  the  bank's  activities,  and  a  net- 
work of  connections  exists  between 
the  various  branches,  but  in  a  sense 
the  routine  departments  include  the 
foreign,  receiving,  paying  and  note 
cages,  while  the  special  transactions 
occur  in  the  loan,  investment,  trust, 
and  custody  divisions. 

Official  titles,  and  the  number  of 
officers,  vary  in  different  institutions, 
but  the  administration  of  every  active 
bank  is  divided  very  much  as  shown. 
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The  foreign  department  issues  drafts 
and  money  orders  payable  in  other 
countries,  discounts  the  bills  of  ex- 
porters or  importers,  and  buys,  sells,  or 
offsets  credit  in  foreign  banks  as  these 
transactions  require.  An  officer  wdth 
special  training  and  experience  has 
charge  of  these  operations. 

The  paying  and  receiving  tellers  are 
essentially  one  department,  and  their 
duties  are  strictly  limited  to  receiving 
or  disbursing  cash  and  checks  for  the 
account  of  depositors  and  the  other 
bank  departments.  Each  day's  work 
is  complete  in  itself  and  in  theory  they 
close  daily  with  empty  cages. 

The  note  teller  is  peculiarly  the 
bank's  own  teller  or  agent.  It  is  the 
department  which  issues  the  bank's 
obligations  of  various  descriptions  and 
the  common  medium  through  which 
all  the  departments  make  collections 
from  outside  sources.  Its  issuance  of 
cashier's  checks,  certificates  of  deposit, 
expense  vouchers  and  dividend  checks 
are  self-explanatory  of  many  of  its 
functions,  and  it  should  be  noted  that 
customers'  checks,  certified  by  a  bank, 
become  the  bank's  own  obligations. 
The  note  teller  collects  the  payment  of 
discounted  notes  for  the  loan  depart- 
ment, and  also  collects  from  customers 
the  interest  charged  by  the  bank  on 
their  loans.  The  note  teller  collects 
the  payment  of  bond  coupons  as  part 
of  his  work,  and  it  will  be  seen  that  he 
thereby  also  receives  the  bank's  earn- 
ings on  investments. 

The  work  of  the  three  tellers  just 
referred  to,  together  with  the  check 
desk  group  activities  and  the  book- 
keepers' duties,  come  under  direction 
of  the  cashier  and  assistant  cashiers. 

The  loan  department  has  charge  of 
the  discounted  notes,  the  records  of  the 
borrower's  total  liability,  both  direct 
or  as  an  indorser,  and  the  stocks  and 
bonds  deposited  as  collateral  to  their 
seemed  loans. 


The  investment  department  man- 
ages the  buying  and  selling  of  the 
securities  which  the  bank  acquires  as 
permanent  investments,  and  through 
a  subsidiary  branch,  the  bond  depart- 
ment, it  deals  in  the  securities  which 
are  purchased  for  sale  to  customers. 

As  the  same  special  knowledge  is 
employed  in  making  a  bank's  invest- 
ments in  securities  and  in  deciding 
upon  the  values  of  stocks  and  bonds 
accepted  as  collateral  to  loans,  the 
same  officers  have  charge  of  the  loan 
and  investment  divisions. 

It  will  be  seen  that  the  work  of  all 
the  departments  mentioned  so  far 
ultimately  reaches  the  general  ledger, 
whereas  the  trust  and  custody  divi- 
sions pass  directly  to  the  vault. 

This  is  indicative  of  the  actual  ac- 
counting situation.  The  bank  or  trust 
company  is  a  definite,  separate  unit  in 
its  various  fiduciary  capacities,  and  the 
records  of  various  trusts  have  no  re- 
lation to  each  other  or  to  the  institution 
as  a  whole.  This  also  applies  to  the 
accounts  of  securities  and  valuables 
deposited  for  safekeeping,  which  are 
customarily  handled  by  the  trust  de- 
partment. The  custody  division  em- 
braces the  safe  deposit  vaults  and 
boxes,  this  subsidiary  branch  often 
being  incorporated  as  a  separate  com- 
pany so  as  to  relieve  the  parent  institu- 
tion of  the  liability  incurred  through 
the  physical  guardianship  of  great 
quantities  of  stocks,  bonds,  or  other 
valuable  documents. 

The  trust  and  custody  sections  have 
many  features  in  common,  and  these 
two  come  under  the  same  supervising 
officers. 

Having  briefly  covered  the  chief 
functions  of  the  separate  departments, 
the  ne.vt  consideration  is  the  manner 
in  which  the  work  passes  between  them 
and  is  finally  recorded. 

The  two  fundamental  ideas  of  the 
process  are:  (1)  The  division  and  offset 
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of  the  handling  operations  and  the 
recording  operations  so  that  any  mis- 
appropriation or  mismanagement  of 
cash  or  securities  cannot  be  hidden  by 
corresponding  false  entries,  and  (2) 
the  passage  of  items  to  the  proper 
destination  by  the  most  direct  and 
consequently  quickest  route. 

For  the  routine  departments,  and 
for  the  work  of  the  other  departments 
passing  through  them,  this  is  accom- 
plished by  the  auditor's  proof,  as 
follows : 

Everj'  department  arrives  at  a  sepa- 
rate balance  on  a  uniform  proof  sheet, 
accumulating  its  figures  into  two  class- 
es ;  items  directly  aflfecting  the  general 
ledger,  and  items  which  pass  to  the 
general  ledger  through  other  depart- 
ments. The  checks  and  cash  of  the 
foreign  and  note  departments  are 
turned  over,  that  is,  debited  to  the 
receiving  and  paj-ing  departments  as 
shown  by  the  interlocking  lines,  but 
the  credits,  it  will  be  observed  from  the 
straight  lines,  proceed  directly  to 
general  ledger  accounts.  The  loan  and 
investment  departments  also  touch  the 
general  ledger  directly,  but  reach  the 
customers'  accounts  through  the  note 
teller  or  the  paj-ing  and  receiving 
tellers.  The  cross  connections  of  the 
foreign  department  and  the  note  teller 
directly  into  the  check  desk  show  the 
passage  of  items  which  are  in  the  form 
of  office  tickets  and  which  conse- 
quently are  not  handled  by  the  paying 
or  receiving  tellers. 

The  various  trusts  keep  separate 
cash  accounts  with  the  bank,  and  while 
these  records  are  maintained  in  the 
ledgers  of  the  trust  department,  they 
are,  theoretically,  a  special  preferred 
subdivision  of  the  individual  deposit 
accounts. 

As  the  safe  deposit  and  custody 
customers  are  generally,  if  not  always, 
depositors,  trust  and  custody  fees, 
which  are  the  only  earnings  not  yet 


accounted  for,  reach  the  general  ledger 
through  the  individual  or  savings  ac- 
count. 

There  is  a  particular  reason  for 
mentioning  the  course  which  these  fees 
take.  It  should  be  noticed  that  no 
department,  books,  accounts,  or  rec- 
ords of  any  kind  have  reference  to  the 
capital,  surplus,  and  undivided  profits, 
or  to  the  stockholders  in  general. 
This  is  due  to  the  fact  that  the  stock- 
holders have  no  essential  relation  to 
the  functions  of  a  bank  and  from  the 
accounting  viewpoint  could  be  dis- 
p)ensed  with  entirely.  Their  invested 
funds  constitute  a  safeguard  for  all  the 
depositors  against  the  failure  and  losses 
of  any  particular  one,  and  in  a  sense, 
they  are  simply  a  special  class  of  de- 
positors, not,  by  any  means,  the  bank 
itself.  The  only  logical  manner  by 
which  a  customer  of  the  bank  can  pay 
fees  or  charges  to  them  collectively  is 
by  establishing  a  credit  in  his  own  ac- 
coimt  and  then  transferring  the 
necessary  amount  by  check  or  charge 
ticket.  In  the  case  of  the  discount 
on  a  note  this  point  is  more  obvious. 
A  borrower  does  not  receive  anj'thing 
from  a  bank  but  literally  deposits  his 
own  note.  The  discount  is  a  charge 
made  by  the  stockholders  for  risking 
their  capital  by  accepting  his  promise 
to  pay  instead  of  governmental  prom- 
ises to  pay.  This  transaction  is 
piu-ely  personal  in  character,  but  for 
convenience  is  carried  out  on  the 
bank's  books. 

The  special  transaction  departments, 
however,  require  an  additional  check, 
for  while  their  debits  or  credits  may 
affect  the  accounts  through  tickets  or 
checks,  the  corresponding  credits  or 
debits  may  be  represented,  not  only  by 
an  offsetting  book  entry,  but  by  the 
delivery  or  receipt  of  notes,  stocks, 
bonds,  or  other  valuables  from,  or 
to,  the  vault.  This  is  accomplished 
through  the  function  of  the  vault  de- 
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partment  which  is  a  subsidiary  of  the 
auditing  department  and  checks  and 
records  all  vault  transactions  as  herein- 
after explained  without  possessing, 
itself,  access  to  the  vault. 

By  recapitulating  the  debits  and 
credits  of  the  separate  departmental 
proofs,  the  auditor  automatically  veri- 
fies the  interchange  of  cash  and 
items  between  divisions,  balances  the 
general  ledger  debits  and  credits,  and 
confirms  the  daily  amount  of  balancing 
cash. 

In  other  words,  the  totals  of  inter- 
departmental debits  and  credits  must 
always  balance,  and  in  consequence, 
such  items  wipe  themselves  out  of 
consideration.  The  general  ledger 
debits  and  credits  would  also  balance 
were  it  not  for  the  payment  and  re- 
ceipt of  cash  which,  as  heretofore 
stated,  is  not  carried  on  the  books. 
This  will  explain  how  the  recapitula- 
tion above  mentioned  proves  the  entire 
work  of  the  bank.  Each  department 
proves  its  own  work,  but  any  error  or 
discrepancy  which  may  exist  in  such 
proof  will  be  detected  by  the  auditor's 
summary  of  all  departmental  settle- 
ments. 

Through  the  vault  tickets  and  Vault 
Control  accounts,  the  auditor  checks 
the  separate  special  transactions  and 
establishes  an  amount  which  repre- 
sents the  total  of  the  vault's  contents. 

This  system  of  tickets,  departmental 
settlement  sheets,  and  auditorial  proof 
has  many  advantages,  certain  of  which 
are  only  dimly  recognized  even  by 
institutions  where  such  methods  have 
been  long  followed. 

For  one  thing,  the  tickets  eliminate 
the  old  and  familiar  cash  book  and 
journal.  At  one  time  these  and  other 
books  of  original  entry  were  con- 
sidered altogether  indispensable  and 
much  labor  was  given  to  spreading 
therein  all  of  the  information  subse- 
quently again  shown  on  the  ledgers. 


The  pressure  of  a  bank's  operation  has 
grown  so  great,  however,  that  the 
volume  could  never  pass  through  such 
channels.  The  idea  has  been  to  bring 
the  source  of  authority  and  the  origi- 
nation of  the  transaction  in  as  imme- 
diate relation  to  its  final  recordation 
as  possible.  The  various  ticket  proc- 
esses— preparation,  signing,  coun- 
tersigning, listing  on  settlement  sheet, 
distribution,  and  ultimate  posting — 
proceed  continuously  during  the  day, 
the  ledgers  constituting  the  books  of 
original  entry.  From  the  fact  of 
transactions  being  posted  imme- 
diately to  the  ledger  accounts,  cash 
book  and  journal  labor,  together  with 
the  possibility  of  error  or  irregularity 
therein,  is  avoided  and  the  officers  or 
division  chiefs  can  be  assured  that  the 
information  which  they  have  prepared 
or,  at  least,  approved,  will  be  posted 
verbatim. 

The  objections  raised  against  the 
method  are,  chiefly,  two:  (1)  That  the 
tickets  will  be  lost  and,  (2)  that  it  is 
easier  to  trace  difference  from  books. 
These  complaints,  however,  are  not 
worthy  of  much  consideration.  The 
tickets  are  seldom,  if  ever,  lost.  It 
must  be  remembered  that  the  general 
bookkeeper  cannot  prove  until  all  of 
the  necessary  general  ledger  tickets 
have  come  into  his  possession,  and  that 
after  such  concentration  in  the  hands 
of  one  responsible  employee  they  are 
no  more  likely  to  be  mislaid  than  a 
ledger.  Even  if  lost,  they  are  twice 
recorded,  once  as  to  amount  on  settle- 
ment sheet  and  again  in  the  ledger. 
It  is  unwise,  moreover,  to  devote  many 
hours  each  day  in  preparing  records 
which  at  some  time  inaij  be  utilized  in 
tracing  differences.  The  net  time- 
saving  is  quite  inconsequential,  and  as 
a  matter  of  fact,  any  well-regulated 
bank  should  never  have  differences  to 
locate  after  a  day's  work  is  proved. 
Any  information  which  must  at  times 
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be  compiled  should  be  found  in  the 
ledgers. 

It  is  advisable  to  increase  the  num- 
ber of  general  ledger  accounts  so  that 
in  themselves  they  will  express  the 
nature  of  the  posted  item,  and  to  es- 
tablish subsidiary  analysis  records  for 
earnings,  expenses,  profits  and  losses, 
accruals,  and  other  similar  accounts. 
The  tickets  should  be  prepared  espe- 
cially for  each  department  with  every 
possible  detail  printed.  Ten  minutes' 
time  spent  in  drawing  up  such  uniform 
departmental  tickets  will  save  an  un- 
imaginable number  of  hours  in  clerical 
labor. 

Another  valuable  consideration  is 
the  removal  of  all  settling  data  and 
records  from  the  cages  and  depart- 
ments at  the  end  of  each  day,  the 
sheets,  as  stated  above,  being  collected 
and  held  by  the  auditor.  This  fact, 
and  the  check  which  is  put  upon  the 
general  ledger  itself,  makes  manipula- 
tion and  falsification  of  the  books 
practically  impossible,  except  through 
an  inconceivably  extensive  collusion. 

One  consideration  remains.  It  will 
be  seen  by  the  above  that  items  are 
checked  through  departments  and 
tellers  to  the  general  ledger  and  the 
vault,  but  that  this  internal  audit  stops 
at  either  of  these  points.  The  auditor 
therefore  controls  the  funds  deposited 
with  other  banks  by  receiving  the 
statements  of  account  which  they 
render  and  reconciling  the  balances  so 
reported  to  the  amounts  shown  on  the 
general  ledger,  by  accounting  for  the 
outstanding,  unsettled  items. 

The  following  examples  of  t\Tiical 
transactions  are  given  to  illustrate  the 
general  theory  of  accomits  and  control, 
and  to  explain  where,  in  actual  prac- 
tice, banks  depart  from  its  require- 
ments : 

The  Foreign  Department 

1.  Issues  draft  or  money  order  for  cur- 
rency.    Customarily  debits  all  cash  at  the 


end  of  the  day  to  the  receiving  teller  and 
credits  foreign  bank  with  total  drafts 
issued.  The  funds  should  be  paid  directly 
to  the  receiving  teller  by  the  customers. 
This  practice  is  generally  ignored,  however, 
as  special  clerks  are  employed  to  speak  to, 
and  deal  witli,  the  customers.  Defalca- 
tions often  occur  for  this  reason,  although  a 
careful  study  will  suggest  simple  means  of 
adapting  the  peculiar  circumstances  to  the 
correct  accounting  method. 

2.  Buys  bill  of  exported  or  imported 
goods.  This  is  really  an  investment  trans- 
action, but  is  managed  through  the  foreign 
department  on  account  of  the  teclinicalities 
of  the  shipping  documents  which  accom- 
pany the  drafts.  Wlien  collecting  these 
drafts,  the  department  debits  note  teller 
who  credits  in  return  interdepartmental 
movement  not  affecting  general  ledger. 

3.  Remits  amount  of  drafts  to  meet  pay- 
ment abroad.  Not  a  departmental  matter; 
represents  transfer  by  general  bank  of 
domestic  funds  into  foreign  funds. 

The  Receiving  Teller 

1.  Receives  customers'  deposits.  Re- 
tains cash  for  balancing  and  passes  checks 
and  deposit  slips  to  subsidiary  check  desk 
group  which  collectively  prepares  the 
receiving  teller's  proof.  Usually  passes 
total  cash  received  to  paying  teller  daily, 
that  department  being  custodian  of  all 
cash. 
The  Paying  Teller 

1.  Cashes  customer's  check  on  bank. 
Credits  own  cash  and  debits  customers' 
account  through  check  desk. 

2.  Cashes  check  on  other  bank  for 
customer.  Theoretically  credits  custom- 
ers' account  with  the  bank,  and  debits 
it  by  paying  out  cash. 

Tlie  Note  Teller 

1.  Due  from  banks.  Collects  coui)ons 
for  customer.  Debits  check  received  in 
payment  to  depository  bank  by  passing  it 
directly  to  receiving  teller's  check  desk 
which  credits  customer.  Theoretically,  the 
check  of  another  institution  represents  an 
amount  placed  by  it  to  the  hank's  credit 
and  becomes  due  from  banks'  funds. 

2.  Collects  discounted  note  for  loan 
department.  Loan  department  has  al- 
ready credited  general  ledger  and  debited 
note  teller;  mixed  interdepartmental  and 
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general  ledger  transaction;  note  teller  now 
debits  the  individual  accounts  section  of  the 
general  ledger  by  passing  customer's  check 
on  the  bank  received  in  payment  of  note  to 
check  desk,  and  credits  loan  department, 
offsetting  mixed  transaction. 

3.  Certifies  customer's  check.  Credits 
certified  checks  direct;  debits  individual 
accounts  through  receiving  teller's  check 
desk,  customer  theoretically  depositing 
funds  for  the  certification;  both  general 
ledger  items. 

4.  Issues  expense  check.  Debits  Earn- 
ings and  credits  Expense  Checks,  both 
general  ledger  accoimts.  Resulting  transac- 
tion is  his  debit  of  Expense  Checks  to  credit 
receiving  teller's  check  desk.  Theoretically, 
the  receivdng  teller  receives  the  funds  of 
the  bank  itself,  represented  by  the  note 
teller's  expense  check,  to  be  paid  out 
by  the  exchanges  division  of  the  check 
desk. 

5.  Issues  cashier's  check  or  certificate  of 
deposit.  These  are  theoretically  the  same 
obligation,  the  former  being  the  bank's 
promise  to  pay  on  demand,  the  latter  a 
promise  to  pay  at  a  certain  time.  They 
are  issued  against  either  funds  received  or 
customers'  account  charges. 

6.  Collects  promissory  note  for  customer. 
Such  notes,  left  by  customers  for  collection 
are  in  reality  custody  items  and  in  practice, 
as  well  as  theory,  should  be  held  by  that 
division  until  due.  Usually  the  note  teller 
retains  them  in  his  cage  and,  to  conceal 
misappropriation,  can  substitute  them  for 
notes  discounted  by  the  bank. 

The  following  gives  the  general  op- 
eration of  the  receiving  and  paying 
tellers  check  desk  group: 

The  check  desk  receives  directly  from  the 
receiving  teller's  department,  or  indirectly 
for  its  account,  checks  and  charge  tickets 
on  individual  accounts  or  checks  on  other 
institutions,  together  with  customers'  or 
interoflSce  deposit  slips.  After  being  as- 
sorted and  proved,  which  is  done  in  blocks 
during  the  day  to  distribute  the  work 
evenly,  the  deposit  slips,  charge  tickets,  and 
checks  of  depositors  pass  to  the  individual 
accounts  bookkeepers,  the  checks  on  local 
banks  are  taken  over  by  the  outgoing  ex- 


change desk,  and  the  checks  on  banks  in 
other  cities  are  handled  by  the  transit  de- 
partment. The  mail  desk  takes  charge  of 
deposits  made  by  customers  through  the 
mails,  proving  the  contents  to  the  ac- 
companying letters  before  passing  them 
into  the  check  desk  distribution  process. 
The  incoming  exchange  desk  receives  from 
the  paying  teller  the  checks  of  depositors  or 
the  bank  itself  which  have  been  presented 
by  other  banks  and  paid  for  either  directly 
or  through  a  clearing  house,  and  assorts 
them  for  distribution. 

The  blocks  of  work  above  men- 
tioned constitute  a  very  simple  idea, 
well  known  to  all  banks  but  often 
not  as  effectively  employed  as  might 
be.  The  plan  is  to  prove  any  accumu- 
lation of  related  debits  and  credits  as 
quickly  as  a  reasonable  number  have 
collected  and  to  pass  the  items  on  to 
the  following  process  for  similar  treat- 
ment. 

For  example,  the  receiving  tellers 
receive  during  the  first  hour  or  two  of 
business  a  certain  number  of  deposits, 
i.e.,  deposit  slips,  checks,  and  cash. 
The  check  desk  now  takes  the  deposit 
slips  and  checks  and  proves  the  totals 
of  such  slips,  the  credits  to  the  total 
amount  of  cash,  which  has  been  espe- 
cially marked  on  the  slips  and  retained 
by  the  teller,  together  with  the  checks 
assorted,  as  explained,  for  the  individ- 
ual ledger  bookkeepers,  the  transit 
and  the  outgoing  exchanges  depart- 
ments. This  proof  now  provides  a 
definite  point  in  the  work.  The 
transit  department  now  breaks  down 
its  share  of  these  checks  and  proves  the 
totals  of  the  letters  to  correspondent 
banks  and  the  federal  reserve  bank  to 
the  total  amount  so  far  debited  to  it  by 
the  check  desk.  The  outgoing  ex- 
change desk  similarly  proves  the  checks 
on  the  clearing  house  banks.  It  can  be 
readily  seen  that  the  day's  work  is  prov- 
ing in  definite,  progressive  sections,  and 
that  any  differences  can  be  isolated 


January 
19  2  2 


THE  ACCOUNTANCY  OF  BANKING 


23 


■within  a  comparatively  small  quantity 
of  work.  The  same  amount  of  work  is 
done  as  if  the  proof  of  the  entire  work 
was  taken  at  one  time,  but  it  has  been 
distributed  through  the  working  hours 
and  occupied  in  the  idle  minutes, 
which  in  the  aggregate,  are  so  apt  to 
consume  much  of  a  worker's  time. 

This  e.vplanation  will  convey  nothing 
that  is  new  to  the  average  banker,  but 
he  may  be  interested  to  see  that  in  his 
own  bank  the  principle  is  applied  in 
certain  operations,  but  entirely  neg- 
lected in  others.  As  planned,  origi- 
nally his  block  system  was  prob- 
ably quite  adequate,  but  in  the 
course  of  time  the  increase  of  business 
creates  a  check  here  or  a  hindrance 
there,  and  as  a  result,  the  whole 
machine  slows  down. 

Without  official  interference,  how- 
ever, the  average  clerical  force  will 
inevitably  struggle  along  under  their 
handicap  and  eventually  become  al- 
most jealous  of  the  unnecessary  mar- 
tjTdom  of  long  and  arduous  hours. 

Perhaps  no  occupation  requires  more 
concentrated  attention  and  quicker 
physical  movements  than  the  clerical 
work  of  a  bank,  and  the  best  results, 
therefore,  ^\'ill  be  obtained  through 
a  comparatively  short,  but  intensive 
effort. 

The  block  system  is  the  only  method 
of  operation  permitting  such  an  effort 
to  be  made,  and  it  should  be  con- 
sciously applied  so  as  to  be  utilized  in 
all  features  of  a  bank's  work. 

Savings  Accounts 

1.  Withdrawal  of  deposits.  As  the 
savings  depositors  are  much  more  numer- 
ous than  the  individual,  or  check-account 
depositors,  the  bank  is  usually  unfamiliar 
with  these  customers,  and  as  they  with- 
draw their  funds  in  the  form  of  cash,  it 
is  necessary  to  first  verify  the  amount  of 
the  account  on  the  bank's  ledgers  before 
making  a  payment.  The  savings  accounts' 
ledgers,  therefore,  should  be  placed  at  the 
public    departmental    window    where    the 


bookkeeper  identifies  the  drawer  through 
the  signature  and  other  information  on 
file,  and  investigates  the  amount  of  the 
accoimt  before  approving  the  withdrawal 
draft  for  payment  by  the  paying  teller. 
Tlie  savings  account  deposits  should  be 
received  by  the  receiving  teller.  Nu- 
merous banks  combine  the  duties  of  the 
savings  teller  and  bookkeeper  in  one  de- 
partment or  one  employee  for  the  sake  of 
convenience,  but  this  method  violates  the 
principle  of  dividing  the  handling  opera- 
tions from  the  recording  operations  and 
frequently  has  disastrous  results. 

Loan  Department 

1.  Discounts  a  customer's  note.  Debits 
general  ledger  direct  with  face  of  note  and 
also  credits  Unearned  Discount  account  on 
general  ledger  with  interest  which  will  be 
earned  by  maturity  of  note;  credits  balance 
of  note  to  customer's  individual  account 
through  check  desk.  The  notes  in  theory 
are  deposited  in  the  vaidt,  but  practically 
all  banks  keep  them  in  the  departmental 
cage  during  business  hours. 

2.  Adjusts  accrued  earnings.  Each  day 
the  loan  department  transfers  one  day's 
interest  on  the  total  of  notes  held  from 
Unearned  Discount  to  Discount  Earned. 
At  regular  periods,  theoretically  daily,  it 
computes  interest  earned  on  other  loans, 
and  debits  general  ledger  accoimt.  In- 
terest Earned  But  Not  Collected,  crediting 
Interest  Earned. 

3.  Lends  on  note  secured  by  collateral. 
This  is  really  a  purchase  of  the  collateral 
stocks  or  bonds,  goods  represented  by  ware- 
house receipts  or  land  represented  by 
mortgages,  for  the  amount  mentioned  in 
the  note,  and  the  borrower  or  his  estate  has 
no  claim  upon  the  securities  during  the  life 
of  the  loan.  This  is  evidenced  by  the 
practice  of  accepting  loan  agreements 
instead  of  notes.  These  agreements  pro- 
vide that  amounts  will  be  credited  to  the 
borrower's  accoimt  in  proportion  to  the 
value  of  any  securities  deposited,  and  that 
the  securities  will  be  returned  in  the  same 
proportions  as  the  amount  is  repaid. 

The  collateral  securities  should  be  placed 
in  the  vault  and  controlled  by  the  vault 
department,  altliough  with  scarcely  any 
exception,  all  banks  keep  them  for  no  good 
reason  in  the  loan  cage  during  the  day. 
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Without  any  increase  in  force,  the  average 
loan  cage  could  be  divided  into  securities 
handling,  and  recording,  sections. 

Investment  Department 

1.  Purchases  bonds  for  bank  investment 
or  sale  to  customers.  Debits  securities  into 
vaidt  on  tickets  (general  ledger)  and  credits 
Note  Teller  (departmental);  note  teller 
debits  in  return  (departmental)  and  credits 
Cashier  Checks  by  issue  (general  ledger). 

2.  Sells  bonds.  Withdraws  securities  from 
vault  on  tickets  (general  ledger  credit)  and 
debits  Due  from  Banks  through  interme- 
diary action  of  check  desk  (general  ledger). 

3.  Accrues  interest  receivable.  At  regu- 
lar periods,  and  theoretically  daily,  the 
department  debits  the  general  ledger  ac- 
count of  Interest  Earned  But  Not  Collected 
with  the  amount  earned  by  the  investment 
securities,  and  credits  general  ledger  In- 
terest Earned.  Vfhen  due,  the  bond  in- 
terest coupons  are  passed  to  the  note  teller 
who  collects  their  payment  and  credits  In- 
terest Earned  But  Not  Collected. 

The  accounts  of  Accrued  Interest 
Receivable,  and  the  account  men- 
tioned above.  Unearned  Discount,  are 
comparatively  new  features  in  bank 
accounting  and  are  maintained  in  order 
that  the  true  and  exact  condition  of  a 
bank  may  be  ascertained  at  any  time 
without  laborious  computations.  It 
should  be  remembered  that  in  addition 
to  the  accruals  so  far  mentioned,  the 
earnings  of  interest  on  demand  loans, 
mortgages,  or  other  assets  and  reserves 
for  current  taxes  and  interest  payable 
to  depositors  are  also  set  up. 

Much  objection  was  raised  by  the 
national  banks  when  the  Comptroller 
of  the  Currency  urged  the  employment 
of  this  method,  on  the  grounds  that  the 
compilations  required  much  clerical 
labor  and  that  the  daily  accruals  of 
debits  and  credits  simply  prove  what  is 
perfectly  obvious  in  any  case,  namely, 
the  net  earnings  for  any  period  as 
showTi  by  the  difference  between  the 
beginning  and  the  ending  on  the  same 
basis,  that  is,  the  accruals  not  shown 


at  the  beginning  offsetting  the  accruals 
not  shown  at  the  ending. 

If  the  circumstances  affecting  banks 
remained  even  approximately  the 
same  from  period  to  period,  this  con- 
tention could  not  be  seriously  chal- 
lenged. The  condition  of  a  bank  on  a 
non-accrual  basis  is  reflected  incor- 
rectly by  its  books,  but  so  long  as  the 
same  degree  of  inaccuracy  is  main- 
tained, the  earnings  actually  received 
and  expenses  actually  paid  result  in 
the  true  profits. 

At  present,  however,  abnormal  and 
fluctuating  influences  are  causing 
abrupt  changes  in  the  earning  powers 
of  banks  and  in  their  liabilities  of 
different  kinds,  which  produce  situa- 
tions such  as  the  following  typical 
instance : 

Suppose  that  at  the  beginning  of 
a  period  interest  is  charged  on  dis- 
counted notes  at  the  rate  of  6  per  cent. 
A  certain  amoimt  of  interest,  at  that 
rate,  has  therefore  been  collected  and 
taken  into  the  profits,  although  not  yet 
earned.  At  the  end  of  the  period  the 
rate  has  dropped  to  5}/^  per  cent. 
Again  a  certain  amount  of  interest  is 
collected  and  credited  to  profits,  al- 
though not  earned.  The  obvious  re- 
sult is  that  for  a  portion  of  the  period 
when  money  was  at  6  per  cent,  the  bank 
has  put  on  its  books  interest  earnings 
at  5^/2  P^r  cent. 

Interest  earned  at  6  per  cent  on  de- 
mand loans  or  investments  but  not 
collected  at  the  beginning,  and  drop- 
ping to  5^2  per  cent  at  the  end,  has  the 
opposite  effect.  The  bank  then  puts 
earnings  on  its  books  at  6  per  cent 
when  it  is  actually  earning  only  5j^ 
per  cent. 

With  much  wider  variations  than 
these  matters  of  common  occurrence, 
it  is  evident  that  any  active  bank  must 
resort  to  the  accrual  system  to  ascer- 
tain its  real  position  and  its  real  earn- 
ings. 
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The  average  bank,  however,  over- 
looks the  fact  that  the  idea  is  to  be  able 
to  establish  these  accruals  whenever 
needed  and  that  the  plan  of  accruing 
daily  is  simply  for  that  purpose. 
Daily  accruals  require  considerable 
time  and  labor,  but  monthly  calcula- 
tions can  readily  be  made,  as  follows: 

For  discount  collected  but  not 
earned  establish  the  general  ledger 
controlling  accounts  at  the  different 
rates  of  interest  borne  by  the  notes; 
add  daily  balances  together  and  com- 
pute one  day's  interest  on  totals. 
This  gives  the  month's  earnings  to  be 
charged  against  Unearned  Discount 
and  credited  to  Discount  Earned,  all 
discount  when  received  being  credited 
to  Unearned  Discount.  Portions  of 
months  are  similarly  figured  when  the 
Comptroller  of  the  Currency  calls  for  a 
statement,  or  other  occasion  requires. 

For  interest  earned  but  not  collected, 
the  interest  which  is  to  be  earned  dur- 
ing the  year  or  other  period  on  each 
bond,  mortgage  on  real  estate,  and  de- 
mand loan,  should  be  divided  into  equal 
monthly  divisions  and  added  together 
to  obtain  the  monthly  amount  to  be 
debited  to  Interest  Receivable  and 
credited  to  Interest. 

After  this  amount  has  been  origi- 
nally established,  no  computing  of  any 
kind  is  required  except  when  changes 
in  the  investments  occur. 

This  method  may  not  be  practicable 
in  large  banks  dealing  actively  in  bonds 
and  lending  to  stock  brokers  on  call  at 
varying  rates,  but  in  a  very  large 
percentage  of  banks,  the  investments, 
aside  from  the  discounted  notes  and 
secured  loans,  change  so  infrequently 
that  it  can  be  advantageously  em- 
ployed. 

Trust  Department 

General  operation.  As  heretofore  ex- 
plained, the  general  ledger  does  not  control 
this  dejjartment.  The  auditor,  however, 
checks  the  securities  transactions  through 


the  vault  department  and  establishes  the 
total  Uninvested  Principal  and  total  Undis- 
tributed Income  on  the  bank's  books.  An 
example  of  the  idea  of  "consciously  ac- 
counting" is  found  in  trust  records.  This 
department  has  a  great  variety  of  accounts 
and  items  to  deal  with,  and  the  transactions 
must  be  clearly  and  logically  recorded  for 
reference  at  any  time  during  long  periods 
and  for  the  final  accountings  to  Surrogates' 
Courts  in  which  the  entire  history  of  a 
trust  is  recapitulated.  For  these  reasons, 
trust  officers  are  continually  striving  to 
arrange  their  data  in  comprehensive  order, 
yet  none  seem  to  realize  that  the  clearest 
exposition  of  a  trust  is  in  what  might  be 
termed  a  perpetual  balance  sheet.  The 
credit  being  the  total  due  to  the  trust, 
with  descriptions  of  additions,  distribution, 
profits  and  losses;  the  debit  consisting  of 
the  records  of  the  investments  and  princi- 
pal cash,  with  descriptions  of  the  inter- 
change between  these  assets.  Trust  in- 
come belongs  to  beneficiaries,  not  the  trust, 
and  should  be  treated  in  separate  records. 

Custodies  and  Safe  Deposit  Vaults 

General  operations.  As  already  ex- 
plained, a  subdivision  of  the  trust  depart- 
ment has  charge  of  the  securities  left  by 
customers  for  safekeeping  as  the  bank 
generally  also  acts  as  agent  in  connection 
with  the  handling  of  the  deposited  stocks 
and  bonds.  The  auditor  controls  the 
transactions  through  the  vault  department. 
The  safe  deposit  vaults  are  included  in  this 
division  purely  for  its  general  resemblance 
to  the  custody  department  work.  The 
bank,  of  course,  has  no  interest  in  the  con- 
tents of  the  customers'  boxes  and  compart- 
ments, but  for  reference  purposes  merely 
records  the  date  and  hour  when  they  are 
opened. 

Auditor's  Department  and  Vault  Depart- 
ment 

General  operations.  From  the  chart, 
it  will  be  seen  that  the  managing  officers  are 
directly  in  touch  with  the  auditing  depart- 
ment, and  its  subsidiary,  the  vault  depart- 
ment, by  means  which  pass  altogether 
outside  of  the  departmental  divisions  and 
cages.  This  is  accomplished  by  very  sim- 
ple means. 

A  stub  or  coupon  is  attached  to  all  de- 
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partmental  checks  and  drafts,  showing 
briefly  the  amount  and  the  nature  of  the 
transaction.  AMien  signing  the  checks,  the 
oflBcers,  customarily  two,  initial  this  du- 
plicate memorandum,  the  last-signing  of- 
ficer retaining  it  personally  until  collected 
by  the  auditing  department. 

If  the  transaction  also  involves  the  re- 
ceipt or  delivery  of  securities,  duplicate 
vault  tickets  are  prepared  by  the  depart- 
ments for  joint  oflScial  authorization,  one 
copy  accompanying  the  stocks  or  bonds 
through  the  cages  for  recording  purposes, 
and  the  other  being  retained  for  collection 
b.^'  the  auditing  department.  It  is  a  com- 
mon practice  for  one  or  two  officers  to  per- 
sonally deposit  investment  or  trust  securi- 
ties in  the  vault,  at  the  same  time  placing 
the  duplicate  ticket  in  some  receptacle  to 
which  only  the  auditor  has  access.  This  is 
extremely  wasteful  of  official  time,  and  as 
two  officers  are  not  always  immediately 
available,  it  frequently  delays  the  cleri- 
cal force.  The  procedure,  moreover,  is 
quite  illogical,  as  other  department  cages 
are  charged  during  the  day  with  the  re- 
sponsibility for  the  care  of  great  quantities 
of  cash  and  negotiable  securities  and  for 
their  eventual  deposit  in  the  vault  at  the 
close  of  business.  The  proper  method  is 
for  department  chiefs  and  the  vault  clerk 
to  open  each  vault  compartment  by  sepa- 
rate combinations  or  keys. 

The  vault  department  prepares  the 
vault  controlling  accounts  by  recording 
the  transactions,  without  detailed  de- 
scription, at  book  and  par  values  on  vault 
blotters  through  which  journal  entry 
tickets,  when  required,  also  pass.  Cus- 
tomarily, the  transactions  are  entered  at 
par  values  only  to  simplify  the  bookkeep- 
ing, but  this  saving  of  very  inconsequential 
clerical  work  completely  destroys  the  value 
and  service  of  the  vault  controlling  totals, 
as  securities  are  witlidrawn  and  deposited 
at  values  difFcring  from  the  entries  in  the 
general  ledger  and  trust  accounts  which 
the  vault  figures  are  supposed  to  supf>ort. 
The  only  necessary  exception  to  this  state- 
ment refers  to  securities  held  as  collateral 
to  loans.  Tlieir  varying  prices  do  not 
affect  the  bank's  book,  and  together  with 
the  custodj'  securities,  they  can  be  con- 
trolled bj-  the  vault  at  par  values. 


It  is  advisable  to  consider  this  point  very 
carefully  as  there  is  a  general  misconception 
of  the  purpose  of  the  vault  control. 

Many  banks  employ  a  thorough  and 
independent  auditorial  proof  in  their  book- 
keeping and  maintain  a  careful  control  of 
the  vault  on  the  basis  of  par  values,  never 
realizing  that  an  important  accounting 
consideration  is  being  overlooked. 

The  vault  control  is  not  intended  only 
to  establish  the  number  of  pieces  or  items 
which  a  count  of  the  vaults'  contents  should 
reveal.  The  mere  counting  of  the  se- 
curities as  they  pass  in  or  out  on  proper 
authorization  is  sufficient  proof  of  that 
self-evident  quantity. 

As  a  matter  of  seldom-realized  fact,  the 
vault  control  is  created  as  a  means  of  verify- 
ing the  conversion  of  uninvested,  into  in- 
vested funds,  or  the  conversion  of  invested 
into  uninvested  funds. 

It  can  be  readily  seen  that  while  the 
receipt  of  funds  in  exchange  for  the  de- 
livery of  securities  sold,  or  the  delivery  of 
funds  in  exchange  for  the  receipt  of  securi- 
ties purchased,  are  integral  parts  of  one  and 
the  same  transaction,  each  act,  in  an  ac- 
counting sense,  is  complete  in  itself.  In 
other  words,  the  entries  of  a  payment  for 
securities  wiU  balance  in  the  day's  work 
whether  the  securities  are  received  or  not. 
It  is  essential,  therefore,  that  the  two  fac- 
tors of  such  a  transaction  should  be  balanced 
against  each  other  by  some  unfailing,  auto- 
matic proof,  as  otherwise  undetected  fraud 
or  error  could  be  committed  by  the  delib- 
erate or  unintentional  division  between 
different  officers  of  the  authority  for  the 
two  distinct  operations  constituting  the 
one  transaction. 

It  is  not  proper  to  require  an  auditing 
department  to  analyze  departmental  work 
or  check  certain  transactions  against  others 
which  often  may  occur  on  different  dates, 
or  to  expect  countersigning  officers  to  re- 
member the  details  of  all  dealings  which 
have  come  before  them  so  as  to  insure  their 
correct  consummation.  Many  purchases 
and  sales  of  securities  occur  every  day  in  an 
active  bank  or  trust  department,  and  much 
of  the  auditing  work  is  necessarily  relegated 
to  various  assistants  and  juniors.  Every 
entry  therefore  must  be  self-evident  and 
self-explanatory  on  its  face  for  the  informs- 
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tion  of  any  officer  and  any  auditor.  This 
can  be  accomplished  only  if  the  vault 
tickets  show  both  the  book  and  the  par 
values.  A  counter-approving  officer  will 
then  be  obliged  to  observe  whether  a  cer- 
tain par  amount  of  securities  passing  in  or 
out  of  the  vault  has  been  bought  or  sold 
at  an  approximately  correct  price,  and 
the  auditor  can  accept  the  co-incidental 
balancing  of  the  ledgers  and  the  vault  con- 
trols as  conclusive  confirmation  of  all  ele- 
ments of  the  various  transactions. 

As  a  further  verification,  the  auditor 
checks  the  posting  of  the  vault  tickets  on 
the  departmental  subsidiary  records,  as- 
certaining thereby  that  withdrawals  are 
made  at  the  deposit  values  and  confirming 
the  correctness  of  journal  entries. 

The  auditor  also  has  charge  of  the 
monthly  statements  of  accounts  mailed 
to  depositors,  and  periodically  proves  the 
outstanding  bank  checks  and  drafts  by 
reference  to  those  returned  and  cancelled. 

This  does  not  augment  the  auditor's 
duties  to  any  unwarranted  extent,  and,  in 
any  event,  the  increase  in  his  force  auto- 
matically reduces  the  number  of  depart- 
mental employees. 

In  reviewing  these  detailed  opera- 
tions, it  will  be  seen  that  where  the  ac- 
counting plan  and  system  is  followed 
the  conduct  of  the  operations  is  always 
safe,  whereas  the  common  practices 
which  are  unwise  and  objectionable 
never  fail  to  embody  a  departure  from 
the  general  scheme.  Many  other  de- 
viations besides  those  mentioned  are 
commonly  found,  the  note  teller's  de- 
partment, for  instance,  seldom  func- 
tioning properly,  bankers  excuse  these 
departures  on  the  grounds  of  expedi- 
ency, claiming  that  accounting  methods 
of  operation  and  control  cannot  be 
followed  if  prompt  and  economical  ac- 
tion is  to  be  obtained. 

Many  times  this  idea  has  been 
demonstrated  by  actual  practice  to  be 
utterly  mistaken.  A  proper  account- 
ing system  evenly  distributes  the  work 
and  responsibility,  sweeps  away  the 
congestion    and    obstructions    so    fre- 


quently found,  and  often  results  in 
increased  efficiency  at  a  decreased  cost. 

Turning  to  the  need  of  analysis  and 
statistics  in  bank  operations,  we  find 
that  "consciously  accounting"  is  again 
the  guiding  principle  in  obtaining  the 
most  satisfactory  results. 

The  increased  costs  of  running  ex- 
penses, and  the  higher  rates  of  interest 
demanded  by  customers  on  their  credit 
balances,  coupled  with  the  compara- 
tively small  increase  in  earning  rates, 
that  is,  the  interest  on  loans  and  in- 
vestments, make  it  imperative  that 
banks  clearly  miderstand  not  only  the 
percentage  of  the  g^o^^■th  of  these  va- 
rious factors,  but  their  changing  ratios 
to  each  other. 

Every  bank  should  maintain  such 
comparative  tables  sho^^•ing,  from  year 
to  year,  the  following  percentages : 

Total  earnings  to  average  deposits  and  to 

number  of  accounts. 
Total  expenses  to  average  deposits  and  to 

number  of  accounts. 
Net  earnings  to  average  deposits  and  to 

number  of  accounts. 
Net  earnings  to  capital  and  surplus. 
Total  interest  received  on  loans  to  average 

amount  of  loans. 
Total  interest  received  on  investments  to 

average  amount  of  investments. 

Such  statistics  mil  often  reveal  a 
steady  progress  to  ultimate  insolvency 
in  banks  which  are  rapidh'  growing  and 
apparently  in  a  prosperous,  flourish- 
ing condition. 

Much  other  valuable  information 
can  be  obtained  by  analysis  and  simple 
cost  accounting.  Large  and  active  ac- 
counts may  be  found  to  be  an  actual 
expense,  and  that  instead  of  paying 
interest  to  retain  them,  the  bank  should 
be  charging  carrying  fees. 

Distributions  of  earnings  and  ex- 
penses for  taxation  purposes  should  be 
automatically  compiled  by  the  very 
form  of  the  accounts. 

Departmental  expense  and  the  right 
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proportion  of  general  expense,  official, 
and  auditorial  salaries  should  be 
charged  against  departmental  earnings. 
Many  bankers  insist  that  this  is  not 
possible  or  practicable,  yet  manufac- 
turers generally  have  reduced  more 
intricate  affairs  to  an  extent  cost  basis. 

Frequently  one  line  of  banking, 
which,  in  a  certain  locality,  is  in  reality 
unprofitable,  is  developed  at  the  ex- 
pense of  a  feature  much  more  desirable 
in  some  particular  city  or  section. 

Savings  departments,  for  example, 
are  generally  thought  to  be  very  inex- 
pensive in  operation,  and  that  the  high 
rate  of  interest  paid  on  savings  ac- 
counts is  warranted  by  that  fact.  If, 
however,  the  entire  cost  of  investing 
the  funds  is  carefully  abstracted  from 
the  general  outlay,  the  earnings  of  the 
department  and  even  its  collateral 
value  as  an  advertising  medium  or  in 
promoting  the  activity  of  the  bank, 
will  be  reconsidered  in  a  different  light. 

Credit  information  is  generally  con- 
ceded to  be  of  the  greatest  value  in  ex- 
tending lines  of  credit,  yet  many  banks 
accept  unverified  statements  from 
borrowers,  and  depend  upon  data  long 
since  superseded  by  new  circumstances. 

This  may  be  held  to  indicate  a  lack 
of  prudence  and  thoroughness  which 
cannot  be  cured  by  accounting  prin- 
ciples. While  more  or  less  true,  this 
idea  does  not  fully  cover  the  case. 
Every  banker  employs  what  he  con- 
siders the  best  means  of  deciding  upon 
loans,  and  may  deliberately  depend  upon 
a  customer's  honesty  and  intelligence 
in  preparing  a  statement,  or  accept  his 
former  position  as  sufficiently  indicative 
of  his  current  circumstances. 

The  accountant,  however,  would  be 
inclined  to  investigate  further  purely 
from  habit  of  thought  and  to  view 
credit  ai)plications  from  his  stand- 
point, automatically,  as  it  were,  which 
is  again  "consciously  accounting." 

A  close  study  of  all  the  affairs  of 


borrowers  and  a  thorough  under- 
standing of  their  business  relations 
^ath  each  other  is  particularly  neces- 
sary for  the  modern  banker  who 
generally  has  but  little  personal  knowl- 
edge of  the  activities  of  his  numerous 
customers.  Regular  uniform  practices 
in  acquiring  and  compiling  authentic 
credit  data  will  supply  a  valuable 
source  of  reference  and  often  warn 
against  otherwise  unsuspected  dangers. 

As  already  stated,  bankers  cannot 
foresee  or  control  many  of  the  elements 
which  influence  the  economic  pros- 
perity or  depression  of  a  community  or 
a  country,  any  more  than  they  can  per- 
sonally conduct  the  businesses  of  their 
depositors  and  borrowers  of  the  corpo- 
rations in  whose  securities  they  invest. 
Being  purely  a  reaction  of  business, 
banks  move  with  the  general  trend. 

It  is  not  claimed  that  the  accountant 
or  the  accounting  principle  will  serve 
as  a  universal  panacea  for  the  vicissi- 
tudes of  banking.  Few  bankers  can  say 
that  their  house  is  in  perfect  order  or 
that  they  are  not  frequently  perplexed 
by  the  many  shifting  circumstances 
affecting  their  business. 

It  would  be  difficult  to  determine 
just  how  much  unnecessary  expense  or 
how  many  defalcations  or  losses  on 
loans  and  investments,  which  occur 
much  more  frequently  than  is  gen- 
erally known  or  suspected,  could 
be  avoided  if  bankers  deliberately, 
avowedly,  and  sedulously  followed  the 
methods  of  the  accountant  in  studying 
and  arranging  their  operations,  but 
every  banker  must  admit  that  the  ap- 
plication of  the  general  principles 
described  herein  to  the  specific  details 
of  any  department  of  banking  must 
have  some  measure  of  beneficial  effect. 

All  accountants  who  have  had  oppor- 
tunity to  study  the  operations  of  many 
banks  agree  that  the  value  of  these 
principles  are  limited  only  by  the  man- 
ner and  the  extent  of  their  application. 


ADVANTAGES  AND   DISADVANTAGES  OF  THE 
ESTi:\IATED   COST  SYSTEM 

BY  A.  F.  STOCK* 


OXE  of  the  big  questions  of  modern 
cost  accounting  is,  how  far  to  go 
with  costs.  Some  cost  accountants 
advocate  systems  that  go  into  very- 
minute  details,  others  claim  that  all 
that  is  needed  is  an  estimated  cost 
plan.  Ten  years  ago,  cost  accounting 
was  just  arriving  into  its  o^ti,  whereas 
now,  almost  everyone  operates  some 
kind  of  a  cost  system  or  other,  and  the 
cost  accountant's  problem  today,  is  not 
to  preach  the  need  of  cost  accounting, 
but  rather  to  preach  the  simplest  kind 
of  a  cost  system  in  order  to  get  results. 

There  is  so  much  being  said  and 
\\Titten,  both  pro  and  con  on  the 
question  of  Estimated  Costs,  that  the 
editor  of  Administration  has  asked 
me  to  set  do^vn  my  views  as  to  the 
Advantages  and  Disadvantages  of  the 
Estimated  Cost  System. 

The  term  "Estimated  Cost  System" 
is  a  broad  one,  as  some  cost  systems  are 
really  estimates,  but  are  based  on  some 
actual  data,  so  they  can  also  be  classed 
as  "Actual."  For  the  basis  of  this 
article,  I  shall  put  Estimated  Cost 
Systems  into  two  broad  classes: 

1.  Those  in  which  the  costs  are  estimated 
on  some  sort  of  an  ideal  basis,  with  no 
backing-up  plan  so  as  to  check  these  esti- 
mates in  any  way,  shape,  or  manner  with 
actual  results. 

2.  Those  in  which  the  costs  are  estimated, 
but  which  are  continually  being  checked  up 
by  actual  figures  and  revised  accordingly. 
This  class  I  shall  call  "Standard  Costs." 

Almost  everyone  is  familiar  with  the 
system  of  the  first  class.     The  superin- 
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C.  E.  Knoeppel  and  Company,  Inc.,  of  New  York 
City. 


tendent  or  foreman  .says  that  Bill 
Smith  can  make  10  of  a  certain  article 
p>er  hour.  Using  Bill  Smith's  hourly 
rate  and  dividing  it  by  10,  gives  a  labor 
cost,  per  article.  Adding  to  this  labor 
cost  an  estimate  for  material,  and  then 
perhaps,  adding  a  flat  percentage  for 
overhead,  gives  a  total  estimated  cost 
for  the  article.  With  this  cost  system, 
speaking  of  the  cost  of  any  article 
alwaj^s  means  an  estimate  like  the 
above.  There  is  no  cost  framework  of 
any  kind  to  show  whether  the  super- 
intendent's guess  of  10  articles  per 
hour  was  right  or  wrong.  Also,  there 
is  no  recognition  taken  of  the  fact  that 
Bill  Smith  may  or  may  not  be  as  good 
a  workman  as  the  average.  There 
may  be  15  or  more  workmen  all  pro- 
ducing this  same  article,  but  the  es- 
timated cost  does  not  recognize  this 
fact.  The  big  advantage  of  this  kind 
of  a  cost  system,  is  its  simplicity.  It 
is  unnecessary  to  have  individual  job 
or  time  cards  for  each  job  and  each 
operation.  If  the  plant  is  on  day 
work,  the  pay-roll  is  usually  made  from 
the  clock  cards.  These  clock  cards 
are  then  marked  and  separated  as 
between  direct  and  indirect  labor. 
The  direct  labor  is  carried  as  such 
in  the  ledger,  and  distinguished  from 
indirect  labor.  The  reason  for  this  is 
to  enable  a  computation  of  the  total 
burden  from  the  total  indirect  expenses 
shown  in  the  ledger.  This  computa- 
tion gives  the  flat  percentage  of  burden 
to  direct  labor,  which  is  used.  With 
an  estimated  cost  system  of  this 
nature,  there  is  usually  no  attempt 
made  to  carry  the  direct  labor,  direct 
material,  and  burden  through  a  Work- 
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in-Process  account  and  then  to  finished 
stock  and  finally  to  cost  of  goods  sold. 
The  usual  procedure  is  to  accumulate 
the  total  labor  amounts,  material 
amounts,  etc.,  and  at  the  end  of  the 
year,  offset  these  cumulative  totals  by 
the  sales  and  increase  or  decrease 
of  inventories  over  the  preceding  year, 
or  in  other  words,  the  old  "merchan- 
dise closing  method."  An  estimated 
monthly  profit  and  loss  statement  is 
made  up,  in  which  the  inventories  are 
estimated.  In  some  cases,  the  burden 
is  allocated  to  departments  and  sepa- 
rate departmental  burdens  used  on  the 
estimated  costs  of  articles  produced. 

The  above  type  of  cost  system 
(if  such  it  may  be  called)  is  still  a 
rather  common  one,  particularly  in 
plants  where  hundreds  and  thousands 
of  varied  articles  are  made.  The  old 
cry  has  always  been  that  the  factory 
runs  of  these  articles  are  so  short  and 
each  worker  produces  such  a  variety  in 
any  one  daj',  that  it  is  impossible  to 
get   the  time   spent   on  each   article. 

This  is  true  in  some  cases  and  the 
point  is  well  taken,  but  in  the  majority, 
certain  tjT^es  of  actual  cost  systems 
can  be  found  to  back  up  standard 
estimates.  I  will  refer  to  this  later. 
I  stated  before,  that  the  big  advantage 
of  this  type  of  cost  system  was  its 
simplicity  and  this  is  about  all  that 
can  be  said  for  it  as  the  disadvantages 
far  outweigh  the  one  advantage. 

The  chief  disadvantage  of  this  kind 
of  estimate  system,  is  that  you  never 
know  whether  your  costs  are  accurate 
or  not.  I  have  had  an  experience  in 
a  certain  plant,  where  they  used  this 
type  of  cost  system  and  based  all  their 
quotations  on  these  estimates,  adding 
to  each  quotation  a  standard  profit  per 
hour  of  work.  As  I  knew  the  total 
hours  of  work  in  a  certain  period,  I 
immediately  calculated  the  amount  of 
profit  the  company  should  have  earned 
in  this  period.     When  I  compared  this 


figure  with  their  actual  profit,  there 
was  a  discrepancy  of  some  $300,000, 
which  was  due  to  their  inaccurate 
estimated  costs.  As  the  profit  was 
standard,  the  difference  could  only  be 
in  the  cost  estimates,  as  this  concern 
made  an  estimate  and  price  for  every 
job.  Their  basis  of  estimating  was  to 
take  a  blue-print  to  each  foreman  and 
have  him  give  the  time  for  each  opera- 
tion in  his  respective  department. 
Costs  like  these  can  never  be  de- 
pended upon.  The  items  of  defective 
work  and  scrap  alone  make  a  big 
difference  in  the  actual  cost  of  an 
article  and  these  are  things  that  a  fore- 
man rarely  can  consider.  Add  to 
these  items  the  different  speeds  of  the 
various  workmen  and  the  differentiat- 
ing burdens  and  you  have  a  difference 
in  costs  which  multiplied  by  hundreds 
and  thousands  of  articles,  makes  an 
adjustment  that  is  staggering. 

The  first  class  of  estimated  costs  fails 
to  give  the  main  functions  of  a  cost 
system,  which  are: 

1.  To  control  the  plant  as  to  manufactur- 
ing costs. 

2.  To  get  a  monthly  profit  and  loss  state- 
ment. 

3.  To  regulate  and  assist  in  selling,  by  es- 
tablishing sales  prices,  as  well  as  to  point 
out  profitable  lines,  etc. 

If  you  use  estimated  costs  and  then 
never  know  whether  or  not  the  actual 
costs  are  higher  or  lower,  how  can 
you  properly  control  your  operations? 
How  can  you  get  a  profit  and  loss 
statement  as  to  your  various  lines  of 
product?  You  must  know  your  line 
profits  in  order  to  know  where  to  put 
your  pressure  on  selling,  where  to  dis- 
courage unprofitable  lines,  etc.  All  of 
these  essentials  of  a  cost  system  are 
missing  in  this  class  of  estimated  costs. 
There  have  been  plants  which  went 
along  for  years,  taking  tremendous 
losses  on  certain  products  which  they 
never  knew  about,  because  in  the  end. 
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the  profits  on  other  lines  outweighed 
the  losses.  In  this  case,  the  estimated 
costs  were  uTong  and  with  nothing  to 
back  them  up,  it  was  not  known  which 
of  them  were  wrong  nor  to  what  ex- 
tent. 

Now,  for  the  second  class  of  es- 
timated cost  systems,  which  estimates 
are  constantly  checked  up  by  actual 
figures.  This  class  of  cost  system  is 
used  mostly  in  industries  where  the 
same  articles,  even  though  of  a  great 
variety,  are  made  over  and  over 
again.  It  is  unnecessary  to  cost  each 
sp)ecific  lot,  as  the  costs  do  not  vary 
much,  except  as  between  two  different 
p>eriods,  seasons,  etc.  This  is  taken 
care  of  by  changing  the  cost,  hence  the 
term  "Standard  Costs."  They  are 
really  estimates  which  are  changed 
periodically,  being  standard  only  for 
that  certain  period.  While  each  spe- 
cific lot  is  not  costed  individually, 
the  average  cost  for  the  period  is 
determined  and  this  actual  average 
cost  forms  the  basis  for  the  new 
standard  estimate.  The  second  class 
of  estimated  cost  system  should  be 
used  even  more  than  it  is.  Almost 
every  industry  has  some  products 
which  can  be  put  in  this  standard  cost 
class,  even  though  the  plant  as  a 
whole  is  operating  an  order  cost 
system.  WTiether  the  industry  is  us- 
ing order,  class,  operation,  or  process 
costs,  the  costs  can  be  standardized 
after  the  cost  system  has  been  operat- 
ing for  a  time.  It  is  not  always 
necessary  to  continuously  cost  out  all 
actual  time  and  material  consumed,  in 
order  to  check  with  standard  estimate. 
Actual  costs  can  be  taken  at  intervals, 
using  time  and  material  charges  so  that 
it  is  fairly  representative  of  that 
jjeriod,  and  this  cost  used  as  a  new 
standard.  The  main  difference  be- 
tween this  and  the  first  class  of  cost 
systems  is,  that  all  articles  produced 
are   here   credited   out   of   "Work-in- 


Process"  into  "Finished  Stock"  and 
"Cost  of  Sales"  at  the  standard  cost 
for  the  period.  Hence,  Work  in  Proc- 
ess always  shows  whether  or  not  the 
standard  cost  is  too  high  or  too  low. 
This  class  of  cost  system  thus  provides 
a  constant  check  on  the  estimates. 
The  Work-in-Process  account  is  in- 
ventoried from  time  to  time,  so  as  to 
check  the  costs.  Any  difference  can 
then  be  reflected  in  the  new  standard 
estimate. 

The  latter  class  of  estimates  can  be 
applied  to  any  of  the  four  tj^jes  of  cost 
systems.  Product  or  Order,  Class, 
Operation,  and  Process.  It  is  very 
helpful  to  use  estimates  as  you  do  not 
have  to  await  the  actual  closing  out  at 
the  end  of  the  period.  In  operation 
and  process  costs  particularly,  stand- 
ard costs  should  be  used.  This  can 
perhaps  best  be  done  by  always  using 
the  previous  three  months'  average 
actual  cost,  as  the  standard  cost  for  the 
next  three  months.  If  industry  is  of 
the  proper  type  to  use  operation  or 
process  costs,  these  ^"ill  be  accumulated 
actually  each  month  anyway,  because 
it  is  no  big  job  to  do  so,  but  instead  of 
waiting  luitil  you  know  each  month's 
results,  you  can  go  ahead  with  your 
stock  record  transactions,  etc.,  using 
the  standard  cost.  In  the  case  of 
product  costs,  the  problem  of  stand- 
ardizing on  costs  for  a  certain  period, 
is  a  much  greater  one.  In  industries 
using  the  product  type  of  actual  costs, 
the  articles  are  usually  put  through 
more  or  less  continuously.  There  is 
no  breaking-off  point  between  definite 
lots  or  orders  on  any  one  product, 
hence  it  is  rather  difficult  to  determine 
the  proper  number  of  articles  com- 
pleted in  any  one  month,  in  order  to 
use  this  quantity  as  a  divisor  into  the 
total  cost  of  that  article,  to  finally 
arrive  at  a  cost  ]>er  unit.  I  mean  by 
this  that  you  will  find  the  quantities 
varying  for  the  different  operations. 
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particularly  in  industries  where  the 
production  interval  extends  over  a  long 
period  of  time.  For  example,  in  a 
watch  factory,  where  it  takes  months, 
from  the  starting  of  a  watch  until 
its  completion,  you  will  find  100,000 
of  a  certain  part  or  product  as  we 
shall  call  it,  put  through  the  first 
operation,  only  75,000  through  the 
the  second,  60,000  through  the  third, 
and  so  on  down  to  the  last  operation, 
which  might  show  but  20,000  as 
delivered  complete  for  that  particular 
period  over  which  the  actual  cost  is  to 
be  taken.  You  will  see  from  this 
illustration,  that  it  would  be  entirely 
wrong  to  divide  the  total  period  cost 
for  that  product  by  only  the  20,000 
completed,  as  the  total  cost  also  rep- 
resents figures  applying  on  the  bal- 
ance of  the  100,000  throughout  the 
various  stages  of  completion.  In  order 
to  get  a  true  product  cost  for  the  period 
in  which  the  20,000  were  completed, 
they  really  should  have  been  put 
through  the  factory  on  a  special  order 
covering  these  20,000,  which  could  then 
have  been  closed  out.  But,  as  stated 
before,  in  a  great  many  instances,  using 
the  product  type  of  cost  system,  it  is 
impractical  to  determine  the  cost  on 
any  one  lot,  so,  the  only  other  alterna- 
tive is  to  build  up  what  is  known  as  a 
"Synthetic  Product  Cost."  To  get 
this  you  first  determine  the  actual  unit 
operation  costs.  To  refer  again  to  the 
watch  factory  illustration,  this  means 
that  operation  No.  one  cost,  would 
be  divided  by  the  100,000  which 
went  through  that  operation,  operation 
No.  two,  by  the  75,000,  operation  No. 
three,  by  the  60,000,  etc.  Adding  up 
the  total  unit  costs  of  all  the  operations, 
gives  naturally  the  total  unit  cost  of 
the  product.  I  might  mention  here, 
that  in  doing  this,  it  is  very  necessary 
to  consider  the  quantities  of  scrap  and 
defective  at  each  operation,  as  this 
must  be  considered  in  the  total  unit 


cost.  It  is  usually  done  in  these 
cases  by  determining  first,  the  total 
money  loss  in  labor,  burden,  and 
materia],  of  all  the  scrap  and  defectives 
of  any  one  product,  then  apply  this  as 
a  percentage  of  the  total  good  com- 
pleted over  the  same  period,  thus 
making  the  total  unit  cost  per  good 
product,  include  the  allowance  for 
defective. 

Now  then,  having  ascertained  our 
unit  cost  of  the  20,000  good  pieces  for 
this  period,  shall  we  put  them  into 
stock  at  this  cost?  As  a  matter  of 
fact,  part  of  these  20,000  completed, 
may  have  been  put  through  operations 
one  and  two  during  the  previous  period 
and  really  we  should  have  used,  if  it 
were  possible,  the  costs  of  operations 
one  and  two  on  this  product  during 
that  previous  period.  I  cite  these 
examples  to  show  there  is  this  con- 
stant overlapping  from  one  period  to 
another  in  industries  of  this  kind,  as 
far  as  getting  any  actual  costs  are 
concerned.  The  only  solution  is  a 
"Standard  Estimate  Cost"  revised 
from  time  to  time,  as  reflected  by  the 
periodic  synthetic  actual  unit  costs 
treated  above.  You  may  say:  "Why 
not  use  order  costs?"  This  is  impos- 
sible in  many  cases  as  no  two  orders 
for  the  different  parts  going  into  the 
same  assembly  would  be  costed  out  at 
the  same  time.  There  would  be  1000 
articles  assembled,  on  which  you 
desired  to  know  the  cost,  but  the  orders 
covering  the  parts  for  that  assembly, 
are  not  yet  completed,  so  you  are 
practically  forced  in  ca.ses  of  this  kind, 
to  use  standard  costs  which  are  really 
estimates.  But  the  point  is,  while 
estimates,  they  are  based  on  previous 
actual  experience,  and  proper  adjust- 
ments made  from  time  to  time. 

By  the  term,  "Standard  Cost,"  I 
do  not  mean  a  standard  based  on  ideal 
conditions,  but  rather  a  standard 
actual  cost  for  a  short  period  only. 
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Just  a  word  about  the  other  type  of 
"Standard  Cost  System."  Certain 
cost  accountants  and  industrial  engi- 
neers advocate  standard  costs,  based 
on  what  an  article  should  cost  (all 
factors  considered)  and  then  carry  ad- 
justment accounts  for  any  variation 
between  these  costs  and  the  actual. 
They  argue  that  you  standardize 
burden,  and  use  a  predetermined  bur- 
den rate,  and  you  also  use  a  standard 
material  cost  by  using  a  bill  of  material, 
or  specification,  so  why  not  standardize 
labor  .^  These  arguments  are  good, 
and  more  and  more,  we  are  approach- 
ing this  very  thing.  In  any  well  run 
plant,  having  a  production  control 
department,  the  times  are  standardized 
for  doing  all  the  operations,  and  the 
actual  progress  of  work  in  the  shop  is 
constantly  being  checked  against  this 
standard  labor  figure.  If  this  is  done 
in  the  production  department,  there  is 
then,  really  no  need  of  bothering  with 
this  adjustment  between  standard  and 
actual,  in  the  cost  figures.  Costs  can 
then  reflect  actual  conditions  only. 

The  Estimated  Cost  System,  in 
which  the  estimates  are  backed  up  and 
checked  by  actual  costs  and  then  re- 
vised, so  as  to  properly  clear  the  in- 
ventory accounts,  does  have  a  whole 
lot  of  merit  and  usefulness.  It  enables 
you  to  get  your  monthly  profit  and  loss 
statements  quickly.  It  gives  an  easy 
basis  for  quoting  on  future  work,  and 
more  than  all  else,  it  saves  the  con- 
tinual costing  of  each  and  every  order 
put  into  the  factory.  It  has  a  dis- 
advantage in  that  you  are  never  sure 
of  getting  your  work  in  process  and  in- 
ventory accounts  prop>erly  cleared  out, 
but  operated  by  the  proper  man 
these  can  be  closely  watched  and  the 
results  will  be  just  as  accurate  as  the 
method  of  costing  every  order. 

I  believe  every  cost  system  should 
be  so  designed  as  to  get  a  cost  on  any 
lot  when  desired,  but  I  do  not  believe 


each  lot  should  be  costed  in  all  cases. 
Provide  the  means  but  do  not  use  it, 
unless  necessary.  This  point  was  espe- 
cially brought  home  to  me  in  a  large 
manufacturing  jewelry  and  novelty 
plant,  where  tens  of  thousands  of 
articles,  considering  all  styles,  sizes, 
etc.,  were  made.  In  this  plant,  they 
only  got  total  operating  costs  for  the 
month  as  to  about  fifteen  classes  of 
work.  This  total  operating  cost  for 
each  class  was  compared  with  the  total 
sales,  and  if  the  profit  were  satis- 
factory, all  well  and  good;  if  not 
satisfactory,  detail  costs  of  the  articles 
in  that  class  were  made  up  to  see  where 
the  loss  accrued.  If  this  plant  had 
been  manufacturing  for  stock,  rather 
than  only  for  order,  this  plan  of 
costing  could  not  have  been  used. 

Of  course,  if  you  consider  jobbing 
industries,  in  which  each  order  is  for 
a  little  different  product,  it  becomes 
almost  necessary  to  cost  each  order, 
and  estimates  cannot  be  arrived  at  or 
used.  But,  even  in  these  cases,  it  is 
possible  to  classify  and  group  the  ac- 
tual costs  for  a  period,  so  as  to  arrive  at 
a  class  or  group  average  cost  per  pound, 
per  imit,  per  1000  feet,  etc.,  according 
to  the  product  manufactured. 

To  sum  up,  I  will  say  that  no  plant 
should  try  to  get  along  on  an  estimated 
cost  system  alone,  as  the  results  might 
be  misleading  and  disastrous.  Actual 
cost  systems  can  be  installed  on  a 
simple  basis,  so  they  should  be  used. 
It  is  only  when  the  actual  costing  gets 
cumbersome,  or  impractical  that  es- 
timates are  resorted  to,  and  then  they 
should  be  checked  constantly  with  the 
actual.  Estimated  costs,  on  the  other 
hand,  are  almost  a  necessity  in  certain 
industries,  as  I  have  tried  to  show,  and 
they  do  afford  an  excellent  means  to 
make  a  cost  system  function  simpler 
and  quicker  and  still  at  the  same  time, 
to  properly  aid  the  production,  financial 
and  selling  divisions  of  the  business. 


DEALING  WITH  BUSINESS  FACTS 


BY  ARCHER  WALL  DOUGLAS* 


IN  the  business  world  today  there 
is  widespread  recognition  of  the 
need  of  a  systematic  method  of  col- 
lecting and  collating  fundamental  facts, 
so  that  conditions  may  be  based  on 
realities  rather  than  surmises. 

Because  of  the  great  size  of  our 
country,  however,  and  the  number  and 
extent  of  its  industries,  the  road  to  the 
acquisition  of  such  knowledge  seems 
rather  tortuous.  Moreover,  we  add 
much  to  the  difficulty  of  the  situation 
by  our  well  meant,  but  poorly  devised 
efforts  to  have  this  knowledge  highly 
technical  and  scientific. 

The  most  obvious  and  often  the 
most  important  aspect  of  this  needed 
information  is  its  financial  significance, 
and  this  would  seem  to  be  easily  discov- 
ered from  the  many  figures  apparently 
accurate  enough,  offered  to  us  on  every 
hand  by  people  who  make  it  their 
business  to  prepare  such  reports.  The 
sources  of  information  are  practically 
open  to  all.  The  more  fundamental 
and  elementary  facts,  however,  those 
deahng  ^-ith  actual  conditions  of  the 
industries  and  the  mental  attitude 
of  business  are  not  so  easily  discovered. 

The  usual  method  of  seeking  these 
facts  is  by  means  of  questionnaires, 
which  are  often  sent  out  indiscrimi- 
nately into  the  highways  and  byways. 
The  apparent  hope  is  that  by  firing 
point-blank  into  the  flock,  a  stray  bird 
or  two  may  be  brought  down.  The 
usual  result  of  such  use  of  the  question- 
naires, however,  is  that  obtained  by 
the  man  who  hunts  quail  and  ducks  in 
the  same  haphazard  fashion — a  good 
many  birds  are  wounded,  but  few,  if 
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any  are  killed.  This  indiscriminate 
use  of  questionnaires  has  two  fatal 
drawbacks:  they  ask  too  many  ques- 
tions and  are  sent  to  too  many  people. 
The  limit  of  the  average  man's  ability 
to  understand  fully  and  interpret  cor- 
rectly a  list  of  questions  is  soon  reached. 
Some  makers  of  questionnaires,  though 
they  recognize  fully  this  difficulty,  seek 
to  overcome  it  by  tabulation  and  by  a 
graphic  arrangement  which  groups  the 
information  desired  according  to  the 
various  subjects.  On  the  surface  this 
looks  well  because  of  its  very  complete- 
ness, but  it  is  one  of  the  most  delusive 
means  of  obtaining  information. 

For  instance,  the  crop  reports  of  the 
government  and  often  of  private  in- 
vestigators seeking  to  represent  with 
extreme  accuracy  the  condition  of 
certain  crops,  carry  their  calculations 
into  the  refinements  of  decimal  frac- 
tions, and  on  this  basis  they  figure 
the  forecasts  for  probable  production. 
And  this  procedure  is  taken  seriously. 
Yet  if  we  consider  the  enormous  quan- 
tities unvalued,  say  100,000,000  acres 
in  the  growing  corn  crop,  the  differences 
in  observation  and  judgment  of  the 
great  number  of  those  reporting  and 
the  wide  and  often  extreme  variations 
in  conditions,  due  to  soil  and  climate, 
it  will  be  readily  apparent  that  a  report 
based  on  such  an  average  is  just  as 
likely  to  be  5  per  cent  or  more  away 
from  the  actual  facts  as  it  is  to  be  a 
few  decimal  points  away  from  them. 
Even  in  a  nation-wide  problem  like 
this,  the  desideratum  is  to  have  as  few, 
not  as  many,  reporters  as  possible. 
There  should  be  just  a  sufficient  num- 
ber of  reporters  to  cover  the  subject 
and  the  territory,  and  no  more.     Every 
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additional  person  beyond  the  minimum 
engaged  in  the  making  of  such  reports 
simply  adds  to  the  perplexity  and  com- 
plexity of  the  problem  by  the  introduc- 
tion of  what  scientists  call  "the  per- 
sonal equation,"  because  of  which  two 
astronomical  observers  with  exactly 
the  same  instruments  and  under  exactly 
the  same  conditions  will  often  locate 
the  same  objects  300  feet  apart. 

Then  the  questions  asked  should  be 
as  few  as  possible,  and  should  relate, 
in  general,  to  important  points.  If, 
for  instance,  knowledge  of  the  general 
conditions  of  a  certain  state  is  de- 
sired, the  questions  put  should  be  con- 
fined to  the  leading  industries,  and 
both  questions  and  answers  should  be 
brief.  These  industries  of  general 
importance,  such  as  mining,  manufac- 
turing, and  the  like,  will  rarely  number 
more  than  15  to  20  in  any  one  state. 
The  much  too  common  form  of  ques- 
tionnaire seeks  to  differentiate  the 
information  in  the  utmost  detail,  the 
general  result  being  that  it  is  either 
not  read  or  not  understood. 

Again,  it  is  a  good  policy  never  to 
gather  information  for  business  pur- 
poses without  first  deciding  definitely 
what  use  will  be  made  of  it  when  ob- 
tained. We  have  frequent  and,  for 
the  public,  expensive  examples  of  the 
very  opposite  policy  in  government 
statistics,  many  of  which  are  of  no 
earthly  use  to  any  one. 

One  of  the  essentials  for  an  intelli- 
gent understanding  of  the  results  of 
questionnaires  is  that  they  be  edited 
and  digested  by  some  one  who  has 
personal  knowledge  and  observation 
of  the  facts  which  the  questionnaires 
develop.  Such  a  person  will  read 
between  the  lines.  He  will  see  what 
is  meant,  although  not  said,  and  also 
what  is  conveyed  by  implication  as 
well  as  by  direct  reply.  Likewise,  he 
will  know  what  deductions  are  to  be 
drawn  from  the  definite  answers.     If, 


for  instance,  the  questionnaires  indi- 
cate a  large  crop  of  Kafir  corn  in  the 
semiarid  sections  of  the  Great  Plains 
states — Kansas,  Oklahoma,  eastern 
New  Mexico,  and  the  Panhandle,  and 
in  the  western  prairies  of  Texas — such 
information  has  far-reaching  signifi- 
cance in  the  matter  of  feed  for  livestock, 
of  a  demand  for  dairy  utensils,  such  as 
cream  separators,  milk  pans,  and  the 
like;  but  most  of  all  in  the  matter  of 
the  stimulating  effect  of  the  yield  of 
these  draught-resisting  plants  upon 
general  business  in  those  sections,  as 
Kafir  corn  has  become  the  great  grain 
crop  for  livestock  in  arid  countries. 

Or  if  the  questionnaires  bring  out  the 
existence  of  a  large  apple  crop  in  north- 
western Arkansas  then  there  is  the 
clear  indication  of  a  demand  for  certain 
articles,  such  as  apple  parers,  spray 
pumps,  possibly  preserving  kettles. 
Moreover,  the  questionnaire  indicates 
that  later  on,  when  the  crop  of  apples 
is  harvested,  there  will  be  a  demand 
from  the  people  in  northwestern  Arkan- 
sas for  many  articles  of  quality  and 
merit,  especially,  it  is  probable,  during 
the  Christmas  and  holidaj^  season, 
since  the  modern  growers  of  commercial 
apples  are  of  necessity  an  intelligent 
class  and  are  consequently  free  spenders 
and  buyers  of  high-grade  articles. 

The  most  effective  and  productive 
method  of  getting  the  facts,  however, 
is  from  someone  on  the  spot,  some 
special  investigator  who  is  fitted  for 
his  job  both  by  experience  and  by  the 
development  of  his  powers  of  observa- 
tion and  analysis.  Such  a  person,  as 
he  travels  through  the  country,  sees 
from  the  car  windows  what  are  the 
characteristics  of  the  land  through 
which  he  is  passing  and  puts  to  himself 
many  questions:  Whether  the  farms 
have  silos  and  barns,  and  if  much  live- 
stock, including  poultry,  is  in  evi- 
dence ?  How  the  growing  crops  appear.^ 
^\Tiether  it  is  a  timbered  and  a  watered 
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country?  Whether  the  towns  and 
villages  have  good  pavements  and 
streets?  What  the  country  roads  look 
like?  How  he  is  impressed  by  the 
farmhouses  and  the  buildings  in  the 
town  as  he  speeds  by?  Are  automo- 
biles and  tractors  much  in  evidence? 

By  observing  the  topography  and 
nature  of  the  coimtry,  the  nature  and 
character  of  the  roads,  the  number  of 
automobiles  daily  observed,  and  the 
country  court  records  of  licenses  and 
the  extent  to  which  they  were  increas- 
ing, the  investigator  could  draw  an 
easy  deduction  as  to  the  future  of  the 
automobile  business.  He  would  soon 
perceive  that  whereas  in  wooded  and 
mountainous  countries  good  roads  are 
necessary  if  automobiles  are  to  multi- 
ply and  increase,  in  the  Plains  states  it 
is  a  question  of  many  roads  rather  than 
good  ones.  The  increase  in  automo- 
biles would  naturally  turn  his  thoughts 
to  the  adverse  effect  upon  horse  trap- 
pings, and  how  the  farm  is  now  the 
great  emploj'er  of  the  horse,  and  will 
be  even  more  so  in  the  future.  Then 
would  come  the  further  thought  that 
the  use  of  horse  trappings  in  the  future 
would  drift  to  such  as  farm  use  requires. 

The  investigator  must  likewise  be 
one  who  can  easily  drift  into  acquaint- 
ance with  any  man  he  meets  and 
extract  information  concerning  the 
country  and  its  products  by  gently 
leading  the  passing  acquaintance  to 
discourse  about  things  which  he  knows 
at  first  hand,  and  in  which  he  is  in- 
terested. Nearly  every  man  hkes  to 
talk  about  the  things  he  likes,  and  it 
will  prove  a  constant  source  of  aston- 
ishment how  much  genuine  knowledge 
the  investigator  can  gather  from  such 
conversations. 

By  putting  together  the  outward 
evidence  of  the  things  he  sees  and  the 
inward  testimony  of  the  people  he 
meets  such  an  investigator  judges  of 
the  progressiveness,  or  the  lack  of  it. 


of  each  locality  of  the  state.  Today, 
for  instance,  he  would  understand  that 
the  marketing  and  price  problems  of 
the  cotton  regions  of  the  South  are 
very  similar  in  kind  to  those  of  the 
grain  regions  of  the  West,  yet  far 
different  in  degree. 

In  studying  the  business  possibilities 
of  northern  Arkansas  he  would  be  im- 
pressed by  the  diversity  of  its  crops, 
the  number  of  its  men  and  women 
county  agents  working  for  the  progress 
of  agriculture,  the  increase  in  livestock, 
and  especially  the  growth  of  school 
facilities,  the  draining  of  swamplands, 
and  the  building  of  beautiful  homes  in 
the  Delta  regions.  After  that  it  would 
be  merely  a  question  of  putting  two  and 
two  together,  and  making  four — which 
they  do  as  the  thinking  machine  says, 
not  sometimes  only  but  all  the  time. 
He  would  know  that  for  that  particular 
region  there  would  be  better  business 
in  the  future,  and  a  business  for  better 
things  of  whatever  kind — whether 
plumbing  or  dry-goods,  or  books,  or 
house  furnishings,  or  what  not. 

Not  only,  however,  must  the  investi- 
gator have  tact  and  the  habit  of  mak- 
ing friends,  he  must  also  possess  a 
large  share  of  that  spirit  of  human 
kindness  which  understands  and  sym- 
pathizes  with  the  other  fellow's  point 
of  view.  To  send  into  the  South,  for 
instance,  an  investigator  who  does  not 
know  and  understand  the  southern 
character  and  traits  would  probably 
mean  that  the  observer  would  uncon- 
scioush'  antagonize  instead  of  conciliat- 
ing, and  would  utterly  fail.  Indeed 
in  order  to  get  the  real  facts — which 
consist  not  merely  of  knowledge  of 
material  things  but  in  learning  the 
mental  attitude  of  people  towards  a 
given  situation — an  investigator  should 
preferably  be  native  to  the  section 
where  he  is  stationed.  In  such  a  way 
only  can  he  perceive  and  understand 
fully  the  indications  which  are  vital. 
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PART   III— LDsES   OF  DEFENSE   AND    ATTACK 


THE  more  simple  and  fundamental 
principles  of  investment  are  based 
on  values  rather  than  upon  the  tech- 
nique of  the  market.  WTiile  many  of  the 
current  maxims  of  speculation  embody 
useful  truths  they  apply  to  speculation. 
Even  the  best  of  them,  to  let  a  profit 
run  and  cut  a  loss,  does  not  always 
apply  to  investment.  The  investor 
takes  the  longer  \-iew.  He  may,  when 
dealing  in  stocks,  employ  different  or 
even  contrary  methods. 

The  first  principle  is  that  business 
will  come  back.  It  will  neither  remain 
depressed  nor  exalted. 

The  second  is  that  security  prices  are 
finally  governed  by  the  progress  of 
business,  including  the  changes  in  the 
credit  situation.  All  displays  internal 
to  the  market  are  ironed  out,  in  the  end, 
by  stronger  external  forces.  The  be- 
ginnings of  market  movements  are 
usually  with  the  real  trend  of  business 
and  the  extremes,  the  height  and  depth 
of  speculation,  against  it. 

The  third  is  that  only  the  upbuilding 
companies,  already  strong  against  storm 
and  depression,  are  worth  investing  in. 
Fairweather  companies,  weak  in  the 
cash  box  and  in  credit,  or  poor  in  physi- 
cal condition,  may  serve  as  pa^\'ns  of 
speculation  but  are  a  mistake  as  an 
investment. 

The  fourth  is  that  that  type  of  securi- 
ties should  be  chosen  which  best  suits 
the  purpose  of  the  investor.  Stocks 
have  an  inherent  risk  greater  than  that 
of  sound  bonds,  but  carry  more  chance 
of  profit.     Funds  are  to  be  invested  in 
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a  fit  security  of  a  fit  company  for  a 
definite  object.  Stocks  are  a  proper 
subject  of  investment  in  their  place. 
But  to  invest  in  them  disproportion- 
ately, without  solid  bonds  in  reserve, 
is  to  subject  oneself  unreservedly  to  the 
major  risks  of  the  unexpected  changes 
in  conditions. 

The  fifth  is  that  the  value  and  the 
price  are  to  be  weighed,  setting  the  risk 
of  loss  over  against  the  chance  of  profit. 
At  the  price  the  risk  should  be  less  than 
the  chance.  It  is  no  uncommon  mis- 
take to  take  major  risks  for  minor  prof- 
its. The  real  skill  and  discernment  of 
investment  exhibit  themselves  nowhere 
more  than  in  appraising  risks.  If  it 
can  be  discovered  when,  and  where, 
risks  have  been  exaggerated  in  the  price 
the  major  profit  follows  automatically. 

The  sixth  is  that  the  phase  of  the 
business  cycle  determines  both  value 
and  risks,  and  the  kind  of  security 
suitable  to  be  taken  on.  Each  stage, 
prosperity,  depression,  and  transition, 
has  its  most  appropriate  tj^jc  of  securi- 
ties. This  distinction  of  securities  is 
the  more  marked  where  the  transition 
is  accompanied  by  inflations  and  defla- 
tions of  credit,  and  of  currency,  be- 
cause all  risks  are  then  fundamentally 
increased. 

The  most  general  principle,  underly- 
ing all,  is  that  the  investor  must  know 
his  elements,  the  company,  the  security, 
the  stage  of  business  and  of  prices,  and 
the  outlook  for  credit  and  banking. 
Where  he  knows,  he  can  invest.  Where 
he  does  not,  he  can  only  speculate. 

There  are  unsettled  waters  ahead. 
Deflation  is  on,  but  inflation  from  the 
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waste  and  extravagance  of  govern- 
ments has  by  no  means  ended.  Com- 
modities have  been  sharply  depressed 
by  oversupply,  which  is  in  gradual  proc- 
ess of  being  caught  up  with  by  con- 
sumption. There  will  then  be  currents 
and  cross-currents,  with  periods  of 
transition  difScult  and  possibly  sharp 
like  that  of  1920-1921.  It  is  especially 
necessary  not  to  assume  too  confidently 
the  outcome  of  the  stress  of  European 
nations.  Understanding,  therefore, 
that  the  times  themselves  are  full  of 
changes  and  pitfalls,  the  investor  may 
wisely  confine  his  action,  with  strict- 
ness, to  securities  that  are  intrinsically 
strong.  They  will  afford  him  sufficient 
action.  The  times  are  also  replete 
■with  opportunity. 

The  first  line  of  defense,  in  active 
investment,  is  to  increase  the  propor- 
tion of  liquid  assets  when  security 
prices  are  high,  when  speculation  is 
active,  when  credit  is  being  used  exten- 
sively, and  when  there  are  danger  spots 
or  signs  of  strain  at  home  or  abroad. 
Short  maturities  or  cash  should  then 
be  substituted  for  long-term  bonds  and 
stock,  and  held  through  the  period  of 
doubt  as  a  reserve  for  reinvestment, 
when  the  hour  of  opportunity  strikes. 

The  second  line  of  defense  is  to  have 
seasoned  securities  with  a  broad  market, 
capable  of  instant  sale.  A  mistake, 
admits  then  of  quick  retreat.  The 
unlisted  stocks,  and  specialty  bonds, 
where  there  is  no  such  market,  are 
tempting  because  of  their  higher  yield. 
But  they  deprive  the  investor  of  his 
initiative,  when  conditions  change,  be- 
cause of  the  difficulty  in  selling  them. 
His  resources  are  rendered  immobile, 
whether  for  defense  or  attack.  He  has 
made  himself  the  prey  of  circumstance. 

The  third  line  of  defense  is  to  have, 
so  far  as  possible,  only  such  securities 
as  are  worth  holding  through  a  decline. 
So  much  of  these  as  wall  assure  a  fair 
return  through  good  times  and  bad 


should  be  income  bearing.  It  is  not 
always  possible  to  avoid  being  caught 
in  a  decline.  The  investor  who  has 
securities  that  will  wear  through,  with 
income  coming  in,  may  feel  discomfiture 
at  low  prices  but  does  not  need  to  worry. 
The  fourth  line  is  to  buy  outright,  or, 
if  borrowing,  to  borrow  so  moderately 
upon  strong  collateral  that  the  loan 
can  never  wipe  out  the  equity.  As  in 
all  lines  of  business  more  speed  may  be 
made  with  borrowing  than  without. 
But  the  risk  is  increased.  There  are 
times  when  borrowing  is  safer  than  at 
others,  and  those  who  borrow  wisely 
lighten  ship,  or  lade  it,  according  to 
circumstances.  The  difficulty  with 
borrowing  is  that  the  jettisoning  of 
cargo  to  save  the  ship  is  painful,  and 
quite  apt  to  be  postponed.  A  loan 
eats  up  the  owner's  equity  in  a  declin- 
ing market  just  as  rapidly  as  it  increases 
that  equity  in  a  rising  market.  No 
phase  of  investment  activity  demands 
more  judgment  and  prudence. 

n 

The  first  line  of  attack  is  accrual  of 
income.  Money  doubles  in  12  years 
at  6  per  cent  and  in  10  at  7  per  cent, 
if  the  income  be  reinvested  at  the  same 
rate.  A  thousand  dollars  a  year  for 
40  years,  invested  at  6  per  cent,  will 
amount  to  $165,000.  Income  is  a 
primary  force  working  in  the  investor's 
favor,  and  in  these  days  of  high  bond 
yields  and  low  prices  of  acquisition  it 
is  a  very  potent  force. 

Income  may  usually  be  increased  by 
borrowing.  If  one-half  of  the  cost  of 
a  bond  yielding  8  per  cent  be  borrowed 
at  6  per  cent  the  rate  of  return  on  the 
other  half  is  increased  to  10  per  cent. 

The  second  line  of  attack  is  apprecia- 
tion of  principal  through  knowledge  of 
corporations  and  their  securities.  A 
long-term  bond  bought  on  an  8  per  cent 
basis  and,  through  improvement  in  the 
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security,  sold  again  in  5  years  upon  a 
5  per  cent  basis  mil  give  a  net  profit 
of  say  50  per  cent,  in  addition  to  the 
income  received  during  the  5  years.  If 
one-half  of  the  price  of  the  bond  was 
borrowed  the  profit  is  100  per  cent  on 
the  investment,  with  10  per  cent  annual 
income.  Or  \\'ith  stocks,  a  5  per  cent 
issue,  with  prospects,  may  be  bought 
at  50  or  60  and  resold  after  some  years 
as  a  seasoned  7  per  cent  dividend  payer 
at  nearlj'  double  the  cost. 

It  is,  of  course,  difficult  to  pick  out 
self-rising  stocks  and  appreciating 
bonds;  extremely  difficult  to  select 
them  consistently.  To  follow  the 
practice  is  to  be  a  successful  financier. 
Nevertheless  it  is  to  be  observed  that 
the  difficulty  diminishes  with  the  dis- 
tance. It  is  very  hard,  and  speculative, 
to  find  securities  that  'nnll  go  up  right 
away.  It  is  not  so  hard,  especially  in 
time  of  distress  after  drastic  reorgani- 
zations or  the  passing  of  dividends,  to 
find  securities  of  solvent  companies 
that  vaW  at  some  future,  and  brighter, 
day  sell  at  higher  prices.  The  difficulty 
lies  in  the  faith,  vision,  and  patience 
required  to  hold  them  indefinitely 
through  a  period  of  drift  and  inaction. 

The  third  line  of  attack  is  apprecia- 
tion of  principal  through  knowledge  of 
general  financial  conditions.  There  is 
a  sweeping  change  upward  in  stock 
prices  during  the  cycle  from  depression 
to  prosperity.  There  is  also  an  advance 
in  bond  prices  beginning  in  the  risky 
period  after  the  crest  of  the  wave  of 
prosperity  has  broken  and  carrying  for- 
ward into  the  ensuing  period  of  depres- 
sion and  cheap  money.  These  changes 
are  of  advantage  to  the  investor,  and 
the  reverse  changes  at  other  stages  of 
he  cycle  are  to  his  disadvantage.     As 

carry-over  from  the  time  when  stocks 
a.e  i)alpably  high  to  the  point  where 
bonds  are  obviously  cheap,  he  may  use 
such  short-term  investments  as  Victory 
and  Treasury  Notes,  which  yield  in- 


come and  avert  depreciation  of  princi- 
pal. There  is,  therefore,  a  cycle  of 
securities  that  may  be  followed,  con- 
forming to  the  currents  of  the  great 
financial  and  business  cycle,  for  the 
purpose  of  securing  continuous  income 
and  a  fairly  consecutive  appreciation 
of  principal,  without  incurring  the 
greater  risks. 

The  usual  fate  of  investments,  es- 
pecially in  bonds,  has  been  to  go  down 
with  the  current  instead  of  up  with  it, 
in  recent  years.  But  even  with  one- 
class  investment,  from  which  stocks 
are  excluded  because  of  their  natural 
risks,  much  may  be  done  by  the  shift 
from  short-term  to  long-term  bonds, 
and  vice-versa,  at  or  near  the  turning 
points.  The  money  rate  and  the 
prices  of  commodities  are  two  valuable 
indices  of  the  points  of  change  in  long 
bonds. 

Appreciation  of  principal  redoubles 
the  compound  interest  that  arises  from 
reinvested  income.  If  it  were  not 
difficult  to  follow  the  strong  tides  of 
affairs  in  safety  and  without  arduous 
effort  the  piling  up  of  large  fortunes 
through  investment  would  be  a  com- 
monplace. It  is  not  infrequent.  The 
building  up  of  a  more  modest  independ- 
ence through  one  or  another  form  of 
investment  exists  in  every  community. 

Not  in  spite  of,  but  because  the  out- 
look is  full  of  dangers  and  uncertainties, 
and  because  the  surplus  capital  of  the 
world  has  been  and  is  being  consumed 
by  war  and  waste,  it  is  certain  and  as- 
sured that  there  will  be  most  unusual 
opportunities  for  investment  during 
the  next  several  years.  Investments 
in  general  are  eaten  by  taxes,  impaired 
by  the  maladjustments  following  so 
great  a  war;  therefore  there  are,  and 
will  be,  exceptional  bargains  to  be  had. 
The  extreme  low  price  of  solid  invest- 
ments is  an  outstanding  feature  of  the 
times.  The  greater  the  unsettlement 
the  more  lavish  the  attractions. 
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From  another  source,  also,  investors 
will  have  opportunity.  There  will  be 
receiverships  and  reorganizations,  both 
amongrailroads  and  industrials.  There 
has  been  too  much  strain  not  to  have 
breakages.  There  is  a  rational  method 
of  following  the  difficulties  of  corpora- 
tions and  makmg  money. 

When  embarrassment  begins  with 
a  corporation  the  trouble  is  usually 
worse  than  first  appears.  It  is  sound 
practice  to  step  out,  even  at  a  loss,  on 
seeing  signs  of  weakness.  Those  se- 
curity holders  who  do  stay  in  are 
fatigued  by  the  length  of  the  receiver- 
ship, and  in  the  reorganization  are  often 
embarrassed  by  the  sacrifices  required 
to  furnish  new  cash.  After  the  reor- 
ganization is  completed  there  is,  there- 
fore, a  tendency  to  sell  securities  for 
what  cash  they  will  bring.  If  the 
reorganization  has  been  suflBciently 
drastic,  if  cash  has  been  replenished, 
and  if  the  property  has  been  put  into 
first-class  condition,  the  new  securities 
may  then  be  safely  bought  in  the  faith 
that  both  the  business  and  the  market 
will  come  back.  For  a  few  years  the 
new  securities  may  drag  at  low  levels, 
orphan  issues,  forced  upon  holders  of 
the  old  securities  who  have  neither 
enthusiasm  nor  money  for  them  as 
investments.  Eventually,  after  the  re- 
organized corporation  has  proved  itself, 
they  take  their  rightful  level. 

The  experience  of  the  railroad  reor- 
ganization era  of  the  close  of  the  last 
centm-y  will  be  repeated.  Fortunes 
will  be  built  up  by  buying  the  salvage 
after  the  wTeck.  Investments  will  be 
made  that  will  bring  income  and  com- 
petency. 

In  every  era  of  distress  and  common 
loss,  those  who  have  cultivated  the 
trading  and  investing  instinct  lay  the 
foundation  for  their  most  abundant 
profits.  These  conditions  are  in  fact 
recognized  as  the  mother  of  great 
fortunes. 


in 

The  stock  market  is  like  the  sea, 
always  in  motion,  with  waves,  ground- 
swells,  and  tides.  The  bond  market  is 
like  sheltered  waters,  with  smaller 
waves  and  moderated  tides. 

Stocks  have  major,  or  primary, 
movements  lasting  several  years,  sec- 
ondary movements  running  a  few 
weeks  or  months,  and  day-by-day 
fluctuations.  These  proceed  concur- 
rently. Each  is  subject  to  change.  In 
addition  prices  of  individual  stocks  are 
subject  to  movements  of  their  own.  It 
results  that  the  real  direction  of  the 
market,  positive  and  simple  enough  in 
retrospect,  appears  at  the  time  com- 
plex and  confused. 

The  primary  movement  is  the  most 
important.  It  represents  the  great 
cycle  from  depression  to  prosperity  and 
from  prosperity  to  depression. 

In  pre-war  days  the  striking  feature 
of  this  cycle  has  been  the  banking 
crisis  that  broke  the  tide  of  prosperity. 
In  the  United  States,  under  a  banking 
system  of  inelastic  credit,  these  crises 
recurred  periodically.  One  of  the 
greatest  followed  the  feud  between 
Jackson  and  Biddle  and  the  dissolution 
of  the  United  States  Bank.  Subse- 
quently there  were  cyclic  crises  in  1853, 
1873,  1883,  1893,  1903,  and  1907.  It 
was  considered  that  a  10-year  cycle 
covered  the  movement  of  business  and 
of  stocks,  intensified  every  twenty 
years. 

The  inauguration  of  the  federal 
reserve  banking  system  was  coincident 
with  the  outbreak  of  the  World  War. 
The  compression  of  many  years  of 
activity  and  of  change  into  a  few  years 
of  time  has  produced  crises  in  1914  and 
1921,  with  partial  depressions  in  1917 
and  in  the  early  months  of  1919.  But 
these  were  not  banking  crises.  Espe- 
cially in  1921  there  has  been  no  banking 
collapse.     The  character  of  the  cyclic 
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depressions  is  moderated  by  the  new 
banking  system.  The  length  of  the 
normal  cycles  under  this  system  is  not 
yet  known.  European  experience  in- 
dicates that  it  may  still  approximate 
10  years.  It  is  confidently  expected 
that  the  transition  periods  will  be  less 
destructive,  and  that  there  will  be  no 
money  panics. 

The  secondary  movements  are  of 
lesser  importance.  They  are  not  stages 
of  the  great  primary  movement  but 
independent  swings  mthin  that  move- 
ment. 

There  is  no  fixed  schedule  of  perio- 
dicity for  the  secondary  movements. 
But  sufficiently  often  to  be  remarked 
these  movements  have  occurred  twice  a 
year.  A  rise  in  January  or  early  spring 
is  not  unusual,  and  again  in  the  late 
summer  or  early  fall.  The  points  of 
greatest  ease  in  bank  credits  come  after 
the  turn  of  the  year  and  in  the  dull 
season  of  midsummer,  while  the  great- 
est strain  on  banks  is  in  the  late  fall  and 
the  first  winter  months,  when  the  crops 
are  being  "moved."  In  recent  years 
December  sales  of  securities  for  the 
purpose  of  recording  tax  losses  are  a 
depressing  influence.  Funds  available 
for  investment  from  the  paj-ment  of 
dividends  and  coupons  on  January  1, 
and  July  1,  have  a  tendency  to  give  the 
market  an  upward  impetus.  In  sum- 
mer this  is  often  assisted  from  August 
on  by  crop  prospects. 

There  are  other  times  and  other  rea- 
sons for  the  minor  swings.  Often  faint, 
they  are  sometimes  obliterated  by  a 
stronger  manifestation  of  an  active 
major  movement.  Tax  days,  treas- 
ury' operations,  and  the  smoother 
adaptation  of  the  banking  mechanism 
to  credit  requirements  may  possibly 
make  them  more  irregular  and  less  de- 
fined than  before  the  war. 

The  day-by-day  fluctuations  are  in- 
cidental, of  significance  only  to  specula- 
tors.    They  represent,  most  often,  the 


eddies  of  the  combat  of  speculation  and 
the  effects  of  current  items  of  news. 

It  is  not  the  function  of  an  article 
dealing  with  investments  to  set  forth 
a  theory  of  stock  prices,  a  subject  most 
efficiently  handled  by  Dow  20  years 
ago.  But  it  is  necessary  to  describe 
briefly  what  takes  place  in  the  specula- 
tive markets.  The  great  movements, 
and  to  a  certain  extent,  the  lesser  ones 
conform  to  the  cycle  of  business  and 
credit.  But  there  is  always  visible, 
even  in  these,  the  play  of  internal 
forces,  set  in  action  by  speculation. 

A  majority  of  stock  transactions  are 
for  purposes  of  speculation  and  not  for 
purposes  of  investment.  Speculative 
forces  are  the  proximate,  or  immediate, 
cause  of  market  movements.  For  this 
reason  the  larger  movements,  the  bull 
and  bear  markets,  run  typical  courses, 
differing  each  from  the  other  in  detail, 
but  alike  in  principle. 

^Tiat  is  bought  on  margin  must  be 
sold  again  to  complete  the  transaction. 
^Tiat  is  sold  short  must  be  bought  in. 
Otherwise  there  is  no  profit  taken,  or 
loss  stopped.  To  this  first  principle  of 
the  mechanism  of  speculation  may  be 
added  a  second,  less  mathematical, 
more  psychological.  When  stocks  are 
bought  on  margin  and  the  margin  in- 
creases because  stocks  have  gone  up, 
part  of  the  increase  is  apt  to  be  used  to 
buy  more  stocks.  WTien  stocks  are 
sold  on  margin  and  stocks  go  down  and 
the  margin  is  increased,  the  ammuni- 
tion thus  acquired  is  likely  to  be  em- 
ployed in  the  downward  direction. 
\Miile  the  bear  party  is  prone  to  be 
more  intermittent  in  attacks  than  the 
bull,  the  general  result  is  the  same, 
namely  that  movement  in  either  direc- 
tion gathers  momentum.  The  third 
principle,  and  it  is  a  very  general  prin- 
ciple of  speculation,  is  that  professional 
speculators,  in  pools  or  singly  as  opera- 
tors, will  endeavor  from  time  to  time 
to  sit  in  the  driver's  seat  and  work  the 
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mechanism.  It  is  a  simple  mechanism, 
capable  of  manipulation. 

The  bull  market  begins  slowly, 
creeps  gradually  up  and  gathers  head- 
way after  it  has  risen  5  or  10  points. 
It  swings  on  into  days  of  large  trading 
and  higher  prices.  Finally  it  passes 
into  a  realm  of  fevered  um-eality,  of 
excited  dealings,  and  fictitious  prices. 
It  sinks  then  with  great  swiftness,  re- 
bounds part  way  from  the  first  fall,  and 
sinks  again  to  still  lower  levels. 

The  bear  market,  when  the  long 
swing  is  doT\'nward,  is  characterized 
by  a  series  of  slumps,  often  ■with  inter- 
vening periods  of  inactivity  or  of 
gently  rising  prices.  The  slumps  are 
sudden  and  apparently  without  reason. 
At  the  end  there  are  days  of  tremen- 
dous activity  and  of  slaughtered  prices. 
Then  usually  the  sore  spot  that  has 
produced  the  acute  trouble  comes  to 
light,  in  the  shape  of  failiu-es  or  the 
taking  over  by  bankers  of  the  holdings 
of  embarrassed  plungers.  After  a 
sharp  rebound  from  the  bottom  the 
speculative  force  becomes  quiescent. 
There  is  dull  quiet  trading  and  general 
depression. 

Both  bull  and  bear  markets  go  to 
extremes.  But  they  produce  their  own 
correctives.  It  is  impossible  that  spec- 
ulation on  margin  should  continue  to 
carry  prices  in  one  direction  -nithout 
meeting  after  a  time  a  more  powerful 
counterspeculation  in  the  opposite  di- 
rection. For  all  the  momentum  of  stock 
movements  there  is  a  self-created  weak- 
ness which  becomes  most  imminent 
at  the  point  of  the  greatest  display 
of  strength. 

Bull  markets  are  dependent  on  loans. 
These  have  their  limit.  When  prices 
become  unsafely  high,  or  money  tight- 
ens, lenders  discriminate  between  col- 
lateral, and  ask  for  wider  margins. 
More  real  money  is  required  to  keep 
the  market  going.  INIanipulation  ap- 
pears, to  encourage  public  buying  and 


conceal  private  selling.  Bear  drives 
are  launched.  To  maintain  prices  re- 
quires more  and  more  cash  from  bulls 
who  can  no  longer  borrow  on  increased 
margins  for  that  purpose.  In  this 
situation  the  wiser  and  stronger  have 
already  sold.  The  crowd  that  remains 
is  extended,  long  of  stocks  and  short 
of  cash. 

Bear  raids  break  prices.  The  ma- 
chinery of  decline  comes  into  operation 
with  great  power.  Additional  margins 
are  called  for  to  protect  loans.  Some 
respond,  some  do  not.  Loans  are 
therefore  called,  and  stock  is  sold.  The 
selling  induces  new  declines,  a  repetition 
of  the  calls  for  margin,  and  fresh  sales. 
In  place  of  having  more  and  more  cash 
to  work  -with  the  bulls  have  less  and 
less.  The  position  crumbles  into  col- 
lapse. 

The  bear  market  reaches  its  limit 
and  finds  itself  powerless  in  a  different 
way.  Stocks  cannot  drop  far  below 
values  without  inducing  buying  by 
bargain  hunters,  investors,  capitalists, 
and  bankers.  More  important  still, 
the  bears  themselves  must  buy  in  order 
to  close  their  trades.  Too  much  com- 
pany on  the  short  side  means  that  the 
position  has  become  exposed  by  being 
overdone  and  is  ripe  for  a  bull  attack. 
Speculators  are  afraid  of  their  neigh- 
bors, confident  that  there  are  certain 
to  be  purchases  usurping  the  place  of 
sales.  When  prices  harden  the  cover- 
ing of  shorts  is  done  with  a  panickj' 
rush  and  the  whole  market  rallies 
sharply  and  suddenly. 

Bear  operations  succeed  when  they 
make  other  people  sell.  After  this 
phase  is  over  they  not  only  fail  to  de- 
press prices  but  are  a  recognized  pro- 
tection against  further  decline.  So 
long  as  "real"  or  "long"  stock  is  being 
sold  prices  swing  do\\Tiward,  below 
true  values.  But  when  it  proves  to  be 
"short,"  or  borrowed,  stock  that  is 
being  sold,  it  is  the  bears  themselves 
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who  are  due  to  be  harried.  They  usu- 
ally make  an  ill-judged  effort  to  ham- 
mer prices  that  are  already  down,  and 
fail  disastrously  in  the  attempt. 

This  description  of  the  recurrent  bull 
and  bear  markets  is  far  too  general  to 
be  useful  in  speculation.  But  it  may 
be  useful  in  investment,  as  showing  the 
mechanism  of  markets,  and  the  princi- 
ples governing  the  prices  of  stocks. 
The  actual  markets  are,  of  course, 
much  more  complex.  Bulls  turn  bears 
and  bears  bulls.  Profits  are  taken  and 
losses  realized.  There  are  "shake- 
outs"  on  the  advance,  rallies  on  the 
decline,  tests  of  strength,  and  calculated 
demonstrations  to  deceive.  The  mar- 
ket turns  and  twists,  and  progresses 
unevenly  to  an  uncertain  goal.  Pro- 
fessionals endeavor  to  buy  and  sell 
ahead  of  the  public,  starting  move- 
ments, riding  prices  both  ways.  More 
often  than  not  the  public  sees  the  trend 
of  prices  tardily,  comes  into  the  rise 
after  prices  are  up,  overstays  at  the  top, 
and  lets  go,  in  discouragement,  when 
prices  are  do^-n. 

It  is  always  difficult  to  estimate  the 
length  of  time  a  bull  or  bear  market  will 
continue.  There  are,  it  is  true  specu- 
lative charts,  shrewd  comparisons  with 
previous  manifestations,  and  experience. 
But  for  the  investor  the  simplest 
thought  and  observation  are  most  effec- 
tive. He  should  know  when  specula- 
tion has  become  intense  and  active, 
and  when  it  has  died  away.  He  should 
know  when  prices  are  high  and  when 
they  are  low.  To  perceive  the  psy- 
chology' of  the  market,  and  to  under- 
stand the  reason  for  its  overapprecia- 
tions  and  underdepreciations  of  value, 
will  stand  him  in  good  stead.  If  he 
elects  to  work  with  the  market  he 
should  take  counsel  of  wise  moderation, 
wait  out  the  declines  and  not  try  for 
the  very  top  of  the  rises.  He  should 
buy  a  little  late   and   sell  too   soon. 

Values  change.     They  have  no  deter- 


mined level.  That  is  what  makes 
speculation  and  requires,  equally,  a 
watchful  alertness  in  investment.  In 
general,  prices  follow  values,  move 
with  and  not  against  conditions.  They 
swing  too  far,  but  rebound  towards 
normal. 

The  beginnings  of  market  move- 
ments are  nearly  always  right  in  their 
trend,  giving  advance  notice  of  pros- 
perity or  adversity  while  general  busi- 
ness is  still  unaffected.  The  culmina- 
tions of  market  movements  are  nearly 
always  wTong,  in  the  sense  that  they 
are  too  extreme,  from  the  very  nature 
of  the  speculative  mechanism. 

The  investor  may  learn  much  from 
the  markets.  To  be  sober  and  clear 
about  the  market  level  is  an  invaluable 
asset.  The  appraisal  of  values  under 
changing  conditions  must  be  cultivated, 
and  the  habit  formed  of  sitting  as  a 
court  of  independent  review  on  prices, 
aloof  from  the  enthusiasms  and  pessi- 
misms of  the  market  itself. 

IV 

Bonds  are  affected  by  the  great  cycle 
of  prosperity  and  depression,  but  less 
sharply  than  stocks.  They  are  also 
affected  moderately  by  the  minor 
movements,  especially  when  these  rep- 
resent change  in  credit  conditions. 
Bonds  also  have  slow  fluctuations  and 
occasionally  fairly  brisk  movements, 
but  are  practically  immune  to  the  daily 
ups  and  do^-ns  of  stocks. 

In  the  market  the  great  difference 
between  bonds  and  stocks  is  that  the 
former  are  owned  outright,  as  perma- 
ent  investments,  while  the  latter  are 
carried  on  margin  as  a  speculation. 
There  are  very  important  exceptions. 
An  increasingly  large  amount  of  stocks 
is  held  for  investment.  There  are 
speculative  bond  issues.  But  the  differ- 
entiation is  essentially  correct. 

It  follows  that  bond  prices  are  not 
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subject  to  the  mechanism  of  specula- 
tion in  the  same  manner  as  stocks. 
They  are  more  directly  subject  to 
fundamentals  of  credit,  of  the  business 
cycle,  of  commodity  prices  and  interest 
rates,  and  of  the  supply  of  investment 
money  as  compared  with  the  volume 
of  new  issues  offered  for  sale. 

High  interest  rates,  and  the  scarcity 
of  money,  are  likely  to  affect  bonds 
more  than  the  prospects  for  good  busi- 
ness, so  that  periods  of  overstimulation 
like  that  of  1919  produce  sales  of  bonds 
and  declining  prices  in  advance  of  the 
ultimate  fall  in  stocks.  Low  interest 
rates,  easy  money,  and  absence  of  bor- 
rowing for  enterprise,  on  the  other  hand, 
are  likely  to  affect  bonds  favorably, 
without  regard  to  the  business  outlook. 
In  pre-war  times,  as  in  1908,  they 
could  therefore  be  counted  on  for  an 
early  recovery  from  the  low  levels  of  a 
sudden  depression.  TMjile  there  is 
now  the  weighty  counterinfluence  of 
governmental  borrowings,  it  is  confi- 
dently expected  that  sound  bonds  will 
recover  with  reasonable  dispatch  from 
the  low  levels  of  1921.' 

Bonds  are  a  class  of  security  paying 
a  uniform  and  determined  rate  of  in- 
come. The  ruling  rate  of  interest  on 
long-term  money,  and  the  element  of 
chance,  or  risk,  attaching  to  the  bond, 
determine  the  price. 

Fifteen  to  twenty  years  ago  the  rul- 
ing rate  of  investment  interest  fell  to 
4  per  cent,  and  even  to  3|  per  cent. 
Railroad  bonds  bearing  these  rates  of 
interest  sold  at  par,  or  better.  A  few 
issues  were  even  put  out  at  3  per  cent. 
It  was  thought  at  that  time  that  rates 
would  go  still  lower,  after  the  classic 
example  of  the  British  consols.  For  a 
generation,  practicallj''  since  the  Civil 
War,  the  interest  rate  commanded  by 
long-term  money  had  been  declining. 

But  the  event  proved  that  the  extreme 

>  This  was  written  before  the  recent  changes  in  the 
bond  Market. 


low  rates  were  merely  a  natural  result 
of  the  long  industrial  depression  of  the 
nineties.  As  activity  revived  again  a 
cumulative  demand  for  capital  arose. 
The  rate  of  interest  on  investment 
money  began  therefore  to  rise  and  the 
price  of  bonds  to  decline.  There  fol- 
lowed, then,  a  hea\y  shrinkage  from 
the  high  prices  of  1901-1905  in  all  in- 
vestments paying  a  fixed  or  settled  rate 
of  return.  There  were  market  losses 
in  bonds  even  before  the  war. 


The  Great  War  created  insatiate 
loans,  ever-increasing  rates  of  interest. 
'\Miile  the  peoples  of  the  entire  world 
were  drawn  into  bond  investment,  as 
never  before,  the  supply  of  new  bonds 
outstripped  the  absorbing  power.  The 
borrowings  have  continued  since  the 
war.  Bonds,  preferred  stocks,  and 
common  stocks  paying  regular  rates, 
were  plunged  to  lower  levels  of  price. 
The  ruling  rate  of  interest  on  sea- 
soned and  well-secured  investments 
rose  to  5,  6,  and  7  per  cent.  Tax 
free  Liberty  Loans  yielded  better  than 
43/2  P^r  cent  and  those  partly  exempt 
from  taxes  from  5  to  nearly  6  per  cent. 
All  new  financing  required  a  high  rate. 
7  per  cent  for  the  most  conservative 
issues,  and  from  that  up  to  8  and  even 
9  per  cent.  The  second  grade  railroad 
bonds,  and  some  industrial  issues,  re- 
turned yields  of  over  10  per  cent.  This 
profound  depression  of  fixed  interest 
investments  is  due  first  to  the  hea\'y 
and  continued  borromng  by  govern- 
ments, second  to  taxation  that  lessens 
the  supply  of  money  to  invest,  third  to 
the  post-war  credit  inflation,  and  finally 
to  the  increase  of  risk  that  is  a  corollary 
of  that  inflation. 

Risk  is  equally  important  with  rul- 
ing rate  of  interest  in  determining  the 
price  of  bonds.  The  governmental 
borrowing,  the  taxes  and  the  inflation 
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are  not  more  influential  upon  price 
than  was  the  doubt  as  to  security 
which  resulted  from  the  wasting  away  of 
earning  power  because  of  high  expenses 
and  because  of  the  losses  of  deflation. 
It  was  an  unusual  situation.  Ordinarily 
risk  is  relative. 

VI 

Relative  risks  are  always  appraised 
closely  in  the  market.  The  strongest 
and  most  conservative  issues  may  be 
recognized  from  the  price.  The  red 
flag  of  danger  is  visible  in  a  price  so 
low  as  compared  with  other  bonds  of 
similar  tj-pe  that  the  yield  is  excessively 
high.  Bonds  are  graded  and  classified 
by  their  quotations.  Underlying  bonds 
sell  higher  than  junior  bonds  of  the 
same  railroad  bearing  the  same  rate  of 
interest.  The  bonds  of  a  strong  rail- 
road are  on  a  different  basis  from  those 
of  a  weaker  system.  Industrial  bonds 
sell  on  a  separate  scale  of  prices  and 
foreign  bonds  on  still  another.  The 
hea\'y'  investors  in  bonds  are  the  sav- 
ings banks,  the  insurance  companies, 
and  numberless  estates.  These  institu- 
tions and  the  imderwriters  and  bond- 
houses  that  supply  them  have,  on  the 
whole,  a  most  discriminating  judgment 
as  to  the  relative  risks.  It  makes  the 
price,  determines  the  yield,  and  estab- 
lishes the  character  of  the  market,  for 
bonds  suitable  for  trustees'  investment. 

General,  or  absolute,  risk  is  not 
appraised  as  well.  Much  in  invest- 
ment methods  is  habitual.  Funds  are 
to  be  invested  for  income.  The  law 
directs  the  trustee  to  invest,  and 
prescribes  or  defines  a  list  of  bond 
investments  which  relieves  him  of  re- 
sponsibility. Hence  the  stream  of  in- 
vestment continues,  in  times  of  general 
imcertainty,  or  when  the  prices  of  all 
bonds  are  really  due  to  go  down.  It  is 
also  true  that  an  investment  that  has 
become   traditional,    as   Boston    and 


Maine,  and  New  Haven  stocks  for  the 
family  funds  of  New  England,  is  often 
followed  through  force  of  habit  by 
others  than  trustees.  Initiative  is  too 
largely  directed  to  picking  and  choos- 
ing from  familiar  issues.  Intelligence 
is  too  little  turned  to  examination  of 
fundamental  probabilities. 

From  their  very  size,  and  the  nature 
of  their  operations,  the  large  bond- 
buying  institutions  are  imimaginative 
and  immobile.  It  is  their  business  to 
buj^  bonds,  and  except  within  a  limited 
sphere  it  is  not  their  business  to  esti- 
mate the  probable  course  of  the  bond 
market.  TMien  confronted  with  a  bad 
situation  these  institutions  cannot  turn, 
en  bloc,  and  sell.  The  savings  banks, 
for  example,  have  been  permitted  by 
law  to  carry  depreciated  railroad  bonds 
at  cost,  and  to  invest  in  bonds  no  longer 
coming  within  the  original  confines  of 
savings  bank  investments  because  of 
lapsed  dividends.  The  law  recognizes 
that  such  institutions  must,  in  the  by 
and  large,  keep  what  they  already  have, 
and  follow  customary  lines  of  invest- 
ment. The  discrimination  of  the  large 
bond  buyers  is  excellent,  within  its 
limitations.  But  judgment,  in  a  time 
of  sweeping  readjustment  of  values, 
demands  a  broader  scope. 

The  individual  investor  has  the  ad- 
vantage of  mobility,  and  of  buying  or 
refraining  from  buying  when  and  where 
he  will.  His  field  of  action  is  much 
broader.  He  may  exercise  not  only 
the  highest  discrimination,  but  the 
deepest  judgment  as  to  fundamentals. 
The  imsettlement  of  habitual  things, 
after  so  great  a  war,  brings  new  risks, 
demands  the  broadest  outlook.  The 
real  safety  of  the  bond  investor  lies  in 
constantly  knowing  the  facts,  watching 
governments,  corporations,  and  funda- 
mentals, and  ruiming  from  risks  as  they 
may  appear.  It  is  not  enough  to  buy 
"safe"  bonds.  They  must  be  kept 
safe  by  effort  and  intelligence.    If  really 
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sound  issues  are  bought  and  alertly 
safeguarded,  there  will  be  a  profit  with- 
in a  few  years  because  bonds  are  cheap. 

The  reason  for  extreme  depression  in 
bonds  is  a  general  risk  that  adds  its 
weight  to  borrowings,  taxation,  and 
inflation.  The  consequences  of  so 
stupendous  a  war  have  not  yet  been 
fully  and  confidently  appraised.  There 
is  a  world-wide  liquidation  of  commod- 
ity prices,  shrinkage  of  inventory  val- 
ues, reduction  in  merchandising,  slow 
collections,  and  frozen  loans.  Impor- 
tant nations  are  bankrupt.  Others  are 
strained.  It  is  a  period  of  doubt.  The 
question  is:  Who  ■nill  have  cash  to 
pay  debts  and  carry  out  obligations? 

As  is  common  in  time  of  doubt  sound 
securities  have  fallen  too  far,  while  the 
unsound  have  not  fallen  far  enough. 
Sifting  of  the  risk  in  the  market,  until 
it  settles  on  some  issues  and  removes 
its  shadow  from  others,  has  commenced 
but  is  not  yet  concluded. 

The  appraisal  of  risk  from  the  stand- 
point of  cash  resources  of  the  debtor  is 
simple,  in  principle,  if  the  facts  are 
kno^Ti.  The  difficulty  is  to  know  the 
immediate  facts.  With  corporations 
the  balance  sheet  tells  the  story:  the 
earning  power  will  return.  With-gov- 
ernments,  in  Eiuope,  resources  and 
future  earning  power  are  in  question. 

In  these  times  the  investor  should 
lean  towards  bonds  whose  strength  is 
imdoubted.  The  Liberty  Loans,  es- 
pecially those  of  the  longer  term,  are 
an  excellent  medium  of  investment, 
and  should  appreciate  later.  Other 
issues,  especially  of  the  stronger  rail- 
roads, are  sound  and  yield  higher  re- 
turns. When  the  present  depression 
has  progressed  to  the  point  of  clarifying 
the  risk  it  will  be  possible  to  purchase 
bonds  of  lower  grade  with  safety  and 
with  a  still  higher  return.  Eventually, 
as  in  all  cycles,  it  uall  be  possible  to 
purchase  equities  instead  of  debt  with 
considerable  confidence.    The  investor. 


watching  the  course  of  events,  must  be 
the  judge,  and  the  guardian  of  his  owm 
safety. 

Investment  in  bonds  depends  upon 
judgment  of  values  as  affected  by  the 
strongest  and  deepest  currents  of 
finance.  It  is  necessary  to  understand 
the  bank  statements,  the  position  of 
money  and  credit,  and  to  discern  the 
situation  of  companies  and  governments 
as  borrowers.  The  volume  of  new 
financing  must  be  descried,  and  watch 
kept  over  financial  changes  at  home 
and  in  Europe.  No  form  of  invest- 
ment offers  more  scope  for  the  "con- 
tinual effort  at  understanding,  at  as- 
similation," or  for  the  absorption  of 
principles.  If  fully  understood,  and 
fully  labored  ■nnth,  no  form  of  invest- 
ment offers  a  surer  profit. 

So  far  as  corporations  are  concerned 
the  risks  now  existent  have  been  quite 
generally  exaggerated.  There  will  be 
failures  but  they  will  be  in  the  small 
minority.  The  risk  should  not  taint 
bonds  esteemed  to  be  sound,  of  solid 
companies,  \^^]at  will  happen  here 
is  substantially  that  which  has  happened 
before,  that  when  the  price  of  commodi- 
ties falls,  with  whatever  discomfort 
this  may  be  accompanied,  the  price  of 
bonds  begins  to  rise.  Following  upon 
restriction  of  bank  credit  the  salutary 
decline  in  commodities  marks  the  turn- 
ing of  the  stream  of  capital  into  invest- 
ment, and  away  from  business  activities 
and  from  excessive  spending. 

^^I 

The  most  fundamental  line  of  cleav- 
age lies  between  bonds,  representing 
credit,  and  stock,  which  represents 
capital.  The  bondholder  is  a  lender, 
protected  against  risks.  The  stock- 
holder is  the  proprietor,  subject  to  the 
risks  and  entitled  to  the  profits  of  the 
business. 

As  a  practical  matter  bonds  carry 
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some  risks,  and  the  risks  of  stock  are 
sometimes  partially  protected.  There 
are  many  grades  of  securities.  There 
are  gilt-edged  bonds  whose  fixed  in- 
terest is  so  fortified  that  they  are  free 
of  concern  in  the  profits  or  losses  of  the 
business.  There  are  bonds  which  have 
a  distinct  risk  in  their  dependence  upon 
management,  or  upon  the  continuation 
of  prosperous  conditions.  There  are 
also  bonds  which  have  been  unfairly 
sold  to  the  public,  carrying  risks  which 
should  have  belonged  to  stock.  As  to 
stocks  it  is  general  practice  to  classify 
into  preferred,  carrying  less  risk  and  a 
fixed  rate  of  dividend,  and  common, 
carrying  the  full  brunt  of  the  risk  and 
wth  dividends  according  to  earnings. 

The  purpose  of  subdividing  securi- 
ties into  classes  is  genuine  and  useful. 
Each  class  appeals  to  a  different  type 
of  investor.  Bonds  could  not  be  made 
safe  for  institutions  if  they  were  not 
followed  by  stock.  Stock  would  not 
be  attractive  to  the  active  and  enter- 
prising individual  if  it  carried  the  en- 
tire weight  of  the  business  and  bore  a 
fixed,  or  approximately  fixed,  rate  of 
return.  More  money  may,  therefore, 
be  raised  for  enterprise  by  classifying 
securities  and  appealing  to  several 
groups  of  investors,  than  by  appealing 
to  one  only.  In  every  business  of  set- 
tled earning  power  and  with  large 
capital  requirements,  it  is  necessary 
and  customary,  to  raise  part  of  the 
money  on  bonds,  at  stated  rates  of 
interest,  and  to  concentrate  the  profits, 
as  they  may  be  earned,  upon  a  cor- 
respondingly smaller  issue  of  stock. 
Credit  and  capital  go  together,  each 
needing  the  other,  and  enterprise,  for 
its  full  vigor,  requiring  both. 

Corporate  finance  is  the  result  of 
evolution.  Before  there  were  com- 
panies, merchants  and  firms  carried  on 
business  with  personal  capital,  and 
borrowed  at  the  bank  according  to  the 
strength    of   that    capital.     The   first 


stock  companies,  designed  to  draw 
capital  from  a  wider  public,  were 
formed  on  the  lines  of  partnerships, 
with  an  unlimited  liability  to  each 
stockliolder  for  the  debts  of  the  cor- 
poration. After  the  Glasgow  failures, 
and  the  ruin  of  hapless  stockholders  in 
the  early  spinning  mills  of  that  city, 
the  form  of  corporations  was  changed, 
and  the  liability  of  the  stockholder 
limited  to  what  he  had  subscribed  to 
the  business.  In  this  country  the 
liability  (except  with  banks)  is  custom- 
arily limited  to  what  is  actually  put  in, 
stock  being  issued  as  full  paid. 

Stock  financing  preceded  bond  financ- 
ing. The  first  railroads  were  financed 
with  stock.  But  it  soon  developed 
that  they  could  not  raise  enough  money 
in  this  way.  Loans  had  to  be  resorted 
to.  In  England  these  have  taken  the 
form  of  debentures,  and  in  the  United 
States  they  are  characteristically  mort- 
gage loans.  In  order  to  be  sold  the 
mortgages  became  split  up  into  bonds 
of  $1000  pieces  and  other  convenient 
denominations.  As  occasion  has  re- 
quired, the  first  simple  stock  and  bond 
issues  have  been  supplemented  by  all 
manner  of  devices  and  forms  of  raising 
money  by  promise  to  pay,  and  to 
share  profits.  A  complex,  but  rational, 
financial  structure  has  been  created 
through  which  the  public  has  built 
and  equipped  the  railroads  and  the 
other  so-called  private  enterprises  of 
great  magnitude. 

The  principal  types  of  corporate 
securities  stated  in  the  order  of  their 
protection  against  risk,  are  mortgage 
bonds,  debentures  or  plain  bonds,  pre- 
ferred stock,  and  common  stock.  Notes 
secured  by  mortgage  collateral  rank 
with  mortgage  bonds,  and  unsecured 
notes  with  debentures. 

Mortgage  bonds,  especially  of  rail- 
roads, have  become  subdiversified. 
Purchase  money,  prior  lien  and  other 
underlying  issues  come  "next  to  the 
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rails."  In  addition  there  are  first 
mortgages,  which  may  or  may  not  be 
actually  first.  Second,  general,  refund- 
ing, divisional,  collateral  trust,  consoli- 
dated, "first  consolidated,"  "first  and 
refunding,"  and  "general  first"  mort- 
gages are  a  result  of  the  growth  of  prop- 
erties and  the  necessary  creation  of 
new  vehicles  of  borrowing.  Equip- 
ment being  good  security,  there  are  also 
chattel  mortgages,  not  secured  on  real 
estate,  known  as  equipment  trusts. 

VIII 

Convertible  bonds  may  be  secured 
by  mortgage,  or  they  may  be  issued  as 
debentures.  Guaranteed  mortgages 
are  usually  issued  as  a  mortgage  by  the 
subsidiary  and  guaranteed  with  the 
force  of  a  plain  bond  or  debenture  by 
the  parent  company.  Joint  mortgages 
are  those  to  which  two  or  more  com- 
panies give  adherence  by  mortgage  upon 
the  property  of  each.  A  tj^pical  termi- 
nal bond  is  secured  by  mortgage  upon 
the  terminal,  supported  by  rentals 
from  the  lessee  roads  and  by  a  joint 
and  several  guarantee  of  the  tenants. 

The  protection  of  the  mortgage  bond 
is,  first,  the  value  of  the  mortgaged 
property  if  sold  under  the  hammer  and, 
second,  the  earning  power  of  that  prop- 
erty if  taken  possession  of  by  the 
bondholders.  The  property  should  be 
a  imit,  of  sufficient  extent  to  be  capable 
of  separate  operation.  Recent  railroad 
reorganizations  have  treated  branch 
line  issues  harshly,  because  the  bond- 
holders could  neither  operate  nor  sell 
their  property,  and  hence  were  not  in 
position  to  fight.  There  are  three  other 
important  factors  of  safety,  the  general 
earning  power  of  the  company,  the 
weight  of  its  bonded  debt  as  compared 
with  that  earning  power,  and  the  vol- 
ume of  stock  and  junior  bonds  which 
must  see  to  it  that  senior  issues  are 
taken  care  of  in  time  of  trouble  or  lose 


their  own  equities.  Something  de- 
pends also  upon  whether  the  issue  is  a 
closed  mortgage  or  is  the  company's 
medium  of  future  financing.  In  the 
latter  case  new  sales  of  bonds  may  dilute 
the  security  or  depress  the  price.  The 
important  matters,  with  a  mortgage 
bond,  are  the  earning  power  and  prop- 
erty that  lie  behind  it,  the  bonds  that 
lie  imder  it,  the  securities  that  lie  over 
it,  and  the  futiu-e  financing  that  lies 
before  it. 

The  original  mortgages  having  been 
outgrown  but  their  bonds  being  still 
outstanding,  almost  all  railroads  have 
blanket  mortgages,  of  a  general  or 
refimding  type,  as  a  vehicle  for  future 
financing.  Some  of  the  stronger  rail- 
roads have  issued  open-end  mortgages, 
^•ith  no  limit  upon  the  amount  of  bonds 
except  that  they  must  not  exceed  three 
times  the  amount  of  the  stock.  These 
are  intended  to  be  a  perpetual  means 
of  finance,  the  bonds  being  issued  in 
series  maturing  at  different  dates  and 
bearing  such  rates  of  interest  as  may  be 
necessary  at  the  time  of  issue. 

The  purpose  for  which  bonds  may  be 
issued,  the  amounts  and  the  conditions 
are  stated  in  the  mortgage  indenture. 
The  right  of  the  bondholder  to  posses- 
sion, operation,  sale,  and  foreclosure  is 
set  forth,  in  case  of  default.  The  man- 
ner in  which  the  privileges  of  the  cor- 
poration and  the  remedies  of  the  bond- 
holder are  established  in  the-  indenture 
bears  on  the  solidity  and  value  of  the 
bond.  As  a  general  rule  the  more 
recent  indentures  are  more  carefully 
and  precisely  drawTi  than  the  earlier 
ones.  The  defect  most  to  be  watched 
against  is  too  great  freedom  of  issue. 
But  the  earlier  bonds  have  the  better 
physical  security  and  are  more  seasoned 
issues. 

Many  convertible  bonds  have  turned 
out  well.  Obviously  the  call  on  the 
stock  is  given  as  an  inducement  to  buy 
and  this  class  of  bonds  is  not,  in  itself, 
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of  the  first  order  of  strength.  There 
are  exceptions,  as  in  the  case  of  the 
Atchison,  Norfolk,  and  Western,  and 
the  New  York  Central.  Collateral  trust 
bonds  secured  by  stock  alone  sometimes 
carry  the  risk  of  the  stock,  with  the 
limited  return  of  a  bond.  Sometimes 
they  are  well  secured.  The  list  runs 
the  gamut  from  Rock  Island  4's,  of 
unsanctified  memory,  to  Lake  Shore 
Collateral  3}  2  s  ^.nd  Burlington  Joint 
4's.  There  is  a  proportion  of  collateral 
included  in  the  security  of  many  mort- 
gages. The  privilege  of  pledging  col- 
lateral under  blanket  mortgages  should 
be  restricted  to  one-third  or  one-fourth 
of  the  total  security,  and  carefully 
safeguarded.  The  Missouri  Pacific  Col- 
lateral 5's  of  19':?0  and  1923  escaped 
sacrifice  tlirough  piecemeal  appraisal 
of  their  collateral  only  by  determined 
effort  on  the  part  of  the  bondholders. 
Debentures,  or  plain  promises  to  pay, 
are  sometimes  stiffened  by  providing 
that  any  future  mortgage  must  secure 
them,  as  was  done  by  the  New  York, 
New  Haven  and  Hartford,  or  by  mak- 
ing them  a  first  charge  on  earnings,  as 
in  the  case  of  the  old  American  Tobacco 
Company.  This  is  a  weak  type  of 
bond,  which  can  onlj'^  be  issued,  prop- 
erly, by  a  strong  company. 

Equipment  trusts  have  been  among 
the  safest  of  bonds.  Equipment  is 
necessary  to  operation.  The  instal- 
ment payments  outstrip  the  normal 
depreciation  in  the  equipment.  But 
under  present  conditions  recent  equip- 
ment trusts  based  on  high  cost  cars  and 
locomotives  must  be  taken  on  the 
strength  of  the  issuing  company.  The 
equipment  is  hardly  worth  what  it  was 
pledged  for. 

Notes  may  be  variously  regarded. 
They  are  an  exjjedient  to  postpone 
long-term  financing.  Issue  and  reissue 
of  notes  is  a  sign  of  trouble.  At  the 
same  time  there  is  a  moderate  presump- 
tion that  they  will  be  paid  off  because 


it  is  against  the  interest  of  the  longer 
term  securities  to  let  them  default. 
There  can  be  little  appreciation  in  price 
of  notes,  because  of  the  short  maturity, 
and  it  is  therefore  essential  that  no 
risks  should  be  taken  in  purchasing 
them. 

IX 

Income  bonds  have  usually  been 
unsatisfactory.  An  occasional  issue 
put  out  in  reorganization,  like  the 
Atchison  Adjustment  4's,  has  turned 
out  well.  Still  more  rarely,  as  in  the 
case  of  the  Central  of  Georgia,  bond- 
holders have  enforced  their  rights.  If 
the  interest  is  cumulative  bondholders 
have  a  fair  chance,  but  if  non-cumula- 
tive they  are  likely  to  be  disappointed. 
Income  bonds  are  really  a  stock  in  the 
form  of  a  bond,  with  risks  and  usually 
without  voting  power. 

Of  late  years  railroad  financing  has 
gro^Ti  top-heavy  because  of  inabilitj' 
to  sell  stock.  Stock  being  below  par, 
money  has  had  to  be  procured  by  bonds 
and  notes.  The  present  outstanding 
securities  of  the  railroads  amount  to 
about  $13,000,000  in  bonded  debt,  and 
$7,000,000  in  stock.  Debt  has  crept 
up  beyond  the  normal  danger  line  of  60 
per  cent.  While  a  majority  of  the 
bonds  are  sound,  the  railroad  structure 
is  unsound.  There  will  be  receiver- 
ships and  readjustments  before  the 
existing  stress  is  ended  and  a  new  state 
of  equilibrium  and  solidity  is  produced. 
Industrials  have  entered  the  bond 
stage  more  recently  than  railroads. 
Large  industrial  bond  issues  hardly 
date  back  more  than  20  years.  It  is 
only  the  more  important  companies 
which  have  been  able  to  market  bonds, 
and  this  form  of  financing  is  not  justi- 
fiable with  industrials  except  in  case  of 
permanent  fixed  property  whose  earn- 
ing power  does  not  depend  on  manage- 
ment. The  fluctuating  earnings  of  the 
average  industrial,  the  greater  risks  of 
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the  business,  and  the  higher  scale  of 
profits,  render  stock  financing  more 
appropriate  than  bonds.  The  market- 
ing of  bonds  by  second-rate  industrials 
was  overdone  a  few  years  ago,  and 
many  of  these  bonds  are  still  uncon- 
servative.  The  Steel  Corporation,  first- 
class  coal  properties,  and  companies 
owning  substantial  holdings  of  valua- 
ble real  estate,  are  justified  in  making 
bond  issues.  With  most  industrials  a 
large  bond  issue  may  be  considered 
both  as  a  risk  in  itself  and  as  adding  to 
the  ri.sk  of  the  stock  issues. 

Public  utilities,  still  expanding  and 
still  dependent  upon  management, 
have  in  recent  years  attempted  to 
strengthen  their  bonds  by  paying 
especial  attention  to  the  form  of  the 
indenture,  permitting  the  issue  of 
bonds  for  only  80  per  cent  of  the  cost 
of  improvements,  additions,  and  ac- 
quisitions and  then  only  when  earnings, 
after  adequate  maintenance  charges, 
are  equal  to  twice  the  interest.  These 
and  similar  restrictive  provisions  pre- 
vent the  weakening  of  the  bond  issue. 
But  they  are  also  a  sign  of  a  second-rate 
property  forced  to  borrow  on  difficult 
terms. 

The  utilities  have  been  through 
an  unusually  diflficult  period.  Many 
bonds  considered  secure  have  defaulted. 
Where  the  security  is  normally  suffi- 
cient the  utility  bonds  are  selling  too 
low.  They  have  been  carried  down 
by  pressure  of  a  temporary  peak  of 
expenses.  There  are  good  bonds  among 
the  older  traction  and  light  issues.  The 
new  issues,  used  as  medium  of  financ- 
ing, are  more  speculative. 

Municipal  bonds  are  a  class  apart. 
Being  tax  exempt  under  present  laws 
they  sell  higher  than  corporation  bonds 
of  equal  strength.  They  are  supported 
by  the  taxing  power.  A  debt  limit  is 
prescribed  by  the  state  government 
beyond  which  bonds  cannot  be  issued. 
The    laws    governing    investment    by 


savings  banks  contain  provisions  as  to 
population,  observance  of  past  obliga- 
tions, and  percentage  of  debt  to  as- 
sessed valuation,  by  which  the  best  of 
these  issues  may  be  identified.  But 
the  most  important  fact  with  respect 
to  each  issue,  whether  it  was  put  out 
in  accordance  with  law  by  duly  con- 
stituted authority,  can  only  be  known 
through  painstaking  legal  examination 
of  the  steps  taken  by  the  municipality. 
If  a  board  of  directors  makes  a  mistake 
in  the  formalities  of  a  bond  issue  it  is 
nevertheless  a  debt  of  the  corporation : 
but  if  a  board  of  aldermen  makes  a  mis- 
take the  obligation  may  be  totally 
illegal,  and  repudiated.  Hence  the 
purchase  of  municipal  bonds  is  done 
through  bondhouses  equipped  for  that 
purpose,  and  able  to  furnish  the  opin- 
ion of  counsel  as  to  the  validity  of  each 
issue.  Mimicipals  are  essentially  an 
inactive  type  of  investment,  for  rich 
men,  trustees,  and  institutions. 

Bonds  of  foreign  governments  now 
express,  most  prominently,  the  neces- 
sities of  the  borrower.  They  bear 
most  attractive  rates  of  interest. 
Generally  speaking  the  external  loans 
of  countries  which  have  both  com- 
merce and  a  sense  of  honor,  such  as 
England  and  France,  are  regarded  as 
safe.  The  internal  loans  carry  an 
interesting  gamble  in  exchange  but  are 
far  more  speculative. 

Stockholders  are  owners.  They 
rank  after  all  debt  in  point  of  risk. 
They  rank  ahead  in  point  of  possibility 
of  profit.  The  stock  is  the  margin 
above  the  debt,  which  may  be  wiped 
out,  or  doubled,  like  anj^  other  margin. 
An  investment  in  stock  that  does  not 
rest  upon  an  understanding  of  this  rela- 
tion is  unsound. 

The  articles  of  incorporation  are  a 
contract  between  stockholders.  The 
preferred  is  usually  given  priority  and 
a  settled  rate  of  dividend,  and  prefer- 
ence in  liquidation,  over  the  common. 
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The  most  important  distinction  in  pre- 
ferred stocks  is  that  between  those 
bearing  cumulative  dividends,  accru- 
ing whether  paid  or  not,  and  non- 
cumulative,  lapsing  when  not  earned 
and  declared.  An  occasional  issue  of 
preferred  stock,  like  those  of  the 
Northwestern  and  St.  Paul,  is  "partic- 
ipating," and  shares  in  any  higher  rate 
of  dividends  paid  on  the  common.  The 
common  is  usually  given  all  the  right 
to  profits  after  payment  of  the  fixed 
rate  on  the  preferred.  The  articles  of 
incorporation,  being  a  contract  be- 
tween stockholders,  convey  no  rights 
against  bondholders  and  creditors. 

Many  industrial  preferred  stock 
issues  of  recent  years  are  supported  by 
protective  covenants,  such  as  to  main- 
tain properties,  to  redeem  a  percentage 
of  the  stock  annually,  to  keep  net  cur- 
rent assets  equal  to  the  amount  of  the 
preferred,  and  not  to  issue  a  mortgage 
without  the  consent  of  three-fourths 
thereof.  These  covenants  do  not  and 
cannot  create  the  strength  of  a  bond. 
In  so  far  as  they  may  limit  the  dividends 
paid  out  on  common  they  are  helpful. 
But  in  so  far  as  they  may  limit  the 
borrowing  power  in  time  of  trouble, 
whether  at  the  bank  or  by  notes,  they 
are  weakening.  There  was  an  epi- 
demic, or  fashion,  of  such  preferred 
stocks  in  the  post-war  boom.  Com- 
panies were  sold  to  the  public  on  the 
strength  of  the  covenants,  at  prices 
based  on  flush  earnings.  Some  of  these 
flotations  have  already  come  home  to 
roost.  If  some  others  survive  it  will 
be  by  virtue  of  breaking  the  restrictive 
covenants. 

There  are  sound  and  strong  preferred 
stocks.  Standard  Oil  preferred  is  bet- 
ter than  most  bonds.  United  States 
Steel  preferred  is  an  investment  secu- 
rity of  great  strength.  But  as  a  general 
rule  the  preferred  stock  investment  is 
not  one  to  be  made  without  watching 
the  business.     If  things  go  wrong  there 


is  little  equity,  because  debts  have  to 
be  paid  first. 

Preferred  stocks  rightly  carry  higher 
yields  than  bonds  because  the  risks  are 
greater.  It  is  therefore  a  type  of 
investment  to  be  made  circumspectly, 
and  primarily  with  an  eye  to  possibili- 
ties of  profit.  Improving  conditions, 
and  the  approach  of  dividends,  are 
usually  reflected  earlier  in  the  price 
of  the  preferred  than  in  that  of  the 
common. 

Common  stock  has  the  larger  risks 
and  the  greater  chances  of  profit.  The 
investment  is  to  be  made  with  eyes 
open  in  both  directions.  Even  when  a 
regular  dividend  has  been  paid  for 
years  it  is  but  blind  plunging,  and  quite 
too  common,  to  assume  that  it  will  for 
that  reason  continue  to  be  paid.  It  is 
necessary  to  know  the  facts  of  the 
corporation,  the  trend  of  the  business, 
character  of  the  management,  the  cur- 
rent earnings,  the  increase  or  decrease 
in  net  current  assets,  the  cash  position, 
the  financial  requirements,  the  upkeep 
of  properties,  the  weight  of  the  fixed 
charges,  and  the  proportions  and  aggre- 
gate amount  of  the  capitalization.  A 
safe  and  serviceable  rule  is  to  compare 
the  company  with  its  own  past  and 
with  other  companies  in  the  same  line 
of  business.  A  good  stock  of  a  com- 
pany that  is  strongly  solvent  and  build- 
ing up  is  less  risky  than  a  poor  bond, 
with  a  greater  chance  of  profit.  A  poor 
stock  of  a  company  weak  financially 
and  running  downhill  has  100  per  cent 
risk,  with  no  chance  of  investment 
profit. 

The  war,  with  the  subsequent  infla- 
tion, was  the  heyday  of  the  common 
stockholder,  like  every  period  of  pros- 
perity. The  ensuing  contraction  of 
business  has  emphasized  his  risks.  For 
those  who  were  not  aware  that  stocks 
should  be  sold  when  earnings  are  most 
resplendent  profits  have  been  turned 
into  losses. 
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THE  graphic  presentation  of  ac- 
counting results  and  of  statistical 
facts  has  attained  so  firm  a  hold  in  the 
business  literature  of  today  that  to  join 
in  its  praise  may  well  seem  superfluous 
and  to  question  its  value  may  appear 
audacious.  Yet  there  are  those  who 
use  them  without  understanding,  and 
those  who  distrust  them  without  know- 
ing why  they  do  so.  In  the  effort  to 
serve  both  of  these  classes  an  examina- 
tion of  the  merits  of  charts  and  dia- 
grams and  of  certain  necessary  limita- 
tions upon  the  use  of  such  devices  may 
not  be  unfruitful. 

Charts  based  upon  the  figures  of  a 
statistical  series  whether  long  or  short 
have  the  unquestioned  force  of  pro- 
ducing at  a  glance  a  vivid  impression 
of  the  relations  between  the  facts  so 
recorded.  It  is  true  they  add  no  new 
idea  to  those  already  embodied  in  the 
figm-es  from  which  they  are  con- 
structed but  they  heighten  our  per- 
ception of  what  the  figures  indicate. 

In  this  sense  the  chart  is  a  time  saver 
and  it  reaches  its  highest  utility  when 
the  saving  of  time  is  an  essential  factor 
in  conveying  the  desired  information. 
For  this  reason  the  chart  flourishes 
mightily  in  expositions  of  all  sorts. 
Wander  through  the  aisles  of  a  business 
exhibit  and  you  will  find  the  display 
chart  in  all  its  glory.  Nothing  else 
would  so  well  accomplish  the  purpose 
of  making  a  striking  impression  upon 
the  casual  observer.  In  all  kinds  of 
publicity  work  the  end  is  the  same  and 
the  chart  is  an  effective  instrument. 
The  various  Liberty  Loan  and  Red 
Cross  drives  of  the  war  period  are  still 
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fresh  in  our  memories  and  we  recall  the 
use  of  clocks,  thermometers,  and  like 
devices  to  record  their  progress.  Or  if 
we  think  of  advertising  we  recall  the 
Swift  dollar,  the  interesting  graphics 
of  the  Bell  Telephone  Company,  and 
similar  uses  of  striking  and  effective 
diagrams. 

These  are  popular  uses  of  graphics 
which  ser^•e  admirably  to  carry  their 
points.  There  are  too  various  oc- 
casions in  the  conduct  of  business 
where  they  serve  a  like  useful  purpose, 
occasions  where  those  concerned  either 
have  not  the  time  to  give  to  a  minute 
study  of  a  table  of  figures  or  are  unwilling 
to  do  so.  Thus  such  graphics  are  finding 
an  extensive  use  in  the  annual  reports 
of  corporations.  In  the  daily  conduct 
of  business  they  are  often  more  prized 
in  meetings  of  the  board  of  directors 
than  they  are  in  the  ofiice  of  an  execu- 
tive manager.  Here  we  find  personal 
considerations  enter  largely  into  play. 
Men  trained  in  engineering  have  a  lik- 
ing for  graphics  which  is  not  shared  by 
those  who  have  risen  to  managerial 
positions  through  the  accounting  de- 
partment. One  is  accustomed  to  read 
blue-prints,  the  other  to  pore  over 
columns  of  figures. 

II 

Wherever  strong  vivid  impressions 
are  desired  charts  and  diagrams  have 
unquestioned  value.  They  speak  a 
very  simple  language  which  appeals  to 
everyone,  and  they  tell  their  story 
with  the  minimum  effort  to  those  who 
read. 

If  charts  and  diagrams  tell  their 
story  boldly  it  must  be  admitted  that 
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they  tell  it  rather  vaguely,  in  other 
words  they  sacrifice  accuracy  of  state- 
ment to  emphasis.  Their  purpose  is  to 
convey  a  general  rather  than  an  exact 
impression  and  consequently  if  you 
endeavor  to  quote  them  to  others  you 
can  do  so  only  in  general  terms. 

Let  us  illustrate  this  point  concretely. 
I  have  before  me  TJie  Monthly  Revieiv  of 
Credit  and  Business  Conditions  in  the 
Second  Federal  Reserve  District  and  I 
find  on  page  11a  diagram  showing  fluc- 
tuations on  a  percentage  basis  in  the 
sales  of  57  department  stores.  A  glance 
shows  that  sales  in  August  1921  were 
further  below  the  standard  than  they 
were  in  August  lO^O,  but  how  much  is 
rather  difficult  to  tell.  I  must  appraise 
with  the  eye  approximately  how  far 
each  of  the  points  lies  between  one  line 
designated  as  50  per  cent  and  another 
marked  as  100  per  cent.  Though  my 
eyes  are  good  they  fail  me  here.  By 
resorting  to  a  draughtsman's  scale  I 
find  that  the  middle  point  of  a  rather 
thick  line  stands  approximately  at  76 
in  August  1920  and  at  62  in  August 
1921.  I  must  assume  that  the  chart 
is  dra^Ti  ^-ith  perfect  accuracy,  that  I 
have  measured  the  proper  points  and 
that  I  have  read  accurately  my  meas- 
urement on  a  somewhat  minute  scale. 
The  difficulties  here  encountered  are 
indefinitely  multiplied  where  the  fig- 
ures represented  increase  in  magni- 
tude. For  example,  on  another  page 
of  the  same  publication  appears  a  dia- 
gram in  which  a  distance  slightly 
smaller  than  that  used  here  to  depict 
the  range  from  50  to  100  per  cent  is 
employed  to  represent  the  range  from 
four  hundred  to  six  hundred  million 
dollars. 

Of  course  it  may  be  argued  that  the 
graphics  in  question  were  not  intended 
for  such  close  reading  as  it  has  been 
attempted  to  give  them,  and  the  con- 
tention may  be  readily  granted.  How- 
ever, it  only  serves  to  emphasize  one 


of  the  cardinal  limitations  of  graphic 
representations,  that  they  cannot  be 
easily  quoted.  If  you  want  to  tell 
what  you  have  seen  in  the  diagram  you 
cannot  do  so  with  the  precision  that 
you  would  like  to  have  in  your  state- 
ments. For  this  reason  careful  stat- 
isticians are  reluctant  to  publish 
diagrams  unless  the  figures  on  which 
they  are  based  are  printed  at  the  same 
time,  or  unless  they  can  be  worked 
into  the  diagram  itself.  Unfortu- 
nately all  statisticians  are  not  careful, 
and  many  of  those  who  prepare  dia- 
grams are  not  statisticians. 

Ill 

Another  consideration  that  merits 
attention  is  that  while  charts  and  dia- 
grams tell  their  story  boldly  and  strik- 
ingly— they  can  at  the  best  tell  only  a 
very  simple  story — they  must  be  of  the 
utmost  simplicity  to  be  effective.  Too 
many  lines  confuse  the  eye;  too  many 
complications  in  drawing  and  in  scales 
defeat  the  purpose  for  which  graphics 
are  designed. 

The  most  familiar  mode  of  present- 
ing facts  graphically  is  the  line  diagram 
or  graph  in  which  successive  values  of 
a  given  fact  are  represented  by  the 
distances  in  which  they  are  plotted 
from  a  given  base  line,  the  points  noted 
being  then  for  the  sake  of  convenience, 
connected  by  a  line.  If  more  than  one 
series  of  facts  is  depicted  on  the  same 
diagram  resort  is  had  to  lines  of 
different  colors  or  in  black  and  white 
diagrams  to  lines  of  different  construc- 
tion (dotted,  interspersed  with  circles, 
crosses,  etc.).  There  are  only  a  com- 
paratively few  lines  which  can  be 
sharply  distinguished,  one  from  the 
other,  even  when  there  is  no  interfer- 
ence. But  the  danger  of  overlapping 
of  the  lines  is  always  present,  and  if  it 
is  frequent  the  diagram  becomes  con- 
fused and  unintelligible. 
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Another  familiar  diagram  is  the  pie 
chart.  In  it  a  circle  is  divided  into 
parts  proportional  to  the  size  of  the 
different  elements  which  compose  the 
whole.  'VMien  it  stands  alone  it  is 
simple  and  effective.  WTien  a  series  of 
such  pie  charts  are  placed  side  by  side, 
they  cease  to  be  effective  because  the 
comparisons  they  evoke  are  no  longer 
simple. 

We  are  confronted  here  with  a 
dilemma.  If  we  adhere  to  the  rule  of 
simplicity  we  may  give  a  mistaken  or 
partial  statement  of  the  facts,  and 
if  we  try  to  put  in  all  the  pertinent 
facts  in  a  diagram  we  break  the  rule 
of  simplicity  and  render  our  picture 
so  confused  that  it  loses  its  useful- 
ness. Of  course  it  is  not  to  be  denied 
that  a  similar  criticism  can  be  directed 
against  statistical  tables  also  but  not 
in  the  same  degree.  Many  related 
facts  can  be  crowded  together  in  a 
numerical  table  and  their  mere  juxta- 
position serves  as  a  caution  against 
imputing  too  great  importance  to 
some  of  them  without  proper  consid- 
eration of  the  others. 

On  page  11  of  the  Review  of  Credit 
and  Business  Conditions  before  men- 
tioned there  is  a  series  of  four  dia- 
grams showing  gross  value  of  sales  by 
wholesale  houses  in  different  lines  of 
trade.  In  all  of  these  diagrams  the 
recorded  sales  of  1921  are  much  below 
the  standard  employed  in  the  diagram. 
It  needs  a  text  statement,  however,  to 
make  it  clear  that  this  falling  off  is  due 
largely  to  changes  in  price  levels  and 
that  the  physical  volume  of  business 
did  not  decrease  in  the  measure  which 
the  chart  indicates  for  the  value  of  the 
business  transacted.  The  significance 
of  this  consideration  lies  in  the  fact 
that  while  this  important  element  of 
the  case  finds  no  expression  in  the 
simple  chart,  it  can  and  is  readily 
included  in  a  numerical  table  display- 
ing the  facts  pertinent  in  the  case. 


The  alternative  of  seeking  to  depict 
several  distinct  relations  upon  one 
and  the  same  diagram  often  leads  to 
equally  unsatisfactory  results.  Sup- 
pose for  example  that  we  had  a  statisti- 
cal table  showing  for  a  series  of  years 
exports  from  the  United  States  of 
cereals  by  quantities  and  values,  with 
corresponding  figures  for  wheat  and 
also  the  percentages  of  the  total  num- 
ber of  bushels  exported  and  their  value 
which  fell  to  wheat.  The  statistical 
table  would  not  be  very  complicated, 
but  its  graphic  representation  would 
be  diflficult.  In  the  ordinary  line 
diagram  we  should  have  to  use  with 
the  same  horizontal  lines  three  distinct 
scales;  one  for  bushels,  one  for  dollars, 
and  another  for  percentages.  It  is 
very  doubtful  whether  the  graphic 
representation  would  be  as  clear  as  the 
statistical  table  and  such  a  doubt 
throws  the  diagram  out.  Since  the 
diagram  is  only  a  subsidiarj^  to  the 
numerical  table  it  has  no  value  unless 
it  adds  clearness.  To  sum  up  the 
diagram  is  of  chief  value  in  enforcing 
single  impressions,  it  is  not  adapted  to 
convey  simultaneous  ones. 

Again  it  may  be  noted  that  there  are 
stories  which  the  diagram  cannot  tell. 
This  occurs  when  two  elements  are 
compared  which  are  widely  separated 
from  one  another.  Thus  between 
January  1920,  and  June  1921,  the 
circulation  of  silver  dollars  in  the 
United  States  on  the  fir.st  of  each 
month  varied  between  $77,000,000  and 
$139,000,000  while  the  total  money  in 
circulation  varied  between  $5,846,000,- 
000  and  $6,393,000,000.  Now  either 
of  these  facts  can  be  easily  portrayed 
by  a  diagram,  but  not  both.  If  the 
diagram  is  large  enough  to  show 
appreciable  differences  in  the  line 
representing    silver    dollars,    the    line 
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representing  total  circulation  would  be 
very  far  distant  from  it.  If,  for 
example,  a  space  no  greater  than  one- 
half  an  inch  represented  100,000,000 
silver  dollars,  the  corresponding  si)ace 
for  $6,000,000,000  total  circulation 
would  l>e  30  inches.  If  the  space  for 
100,000,000  silver  dollars  were  to  be 
reduced,  changes  in  this  element 
would  be  scarcely  perceptible. 

Figures  again  always  tell  the  same 
story  in  the  same  way,  diagrams  can 
tell  it  in  a  hundred  different  ways — in 
other  words  there  is  no  standard  scale 
for  draTs-ing  diagrams.  Each  rests 
upon  its  ovra  basis,  and  the  impression 
which  it  creates  depends  as  much  upon 
the  manner  in  which  it  is  drawn  as 
upon  the  facts  which  it  expresses.  It 
is  not  intended  by  this  statement  to 
intimate  that  there  is  any  conscious 
effort  to  distort  the  impressions  gained 
from  the  facts.  The  circumstances 
determining  the  form  of  the  diagram 
are  often  purely  accidental,  depending 
frequently  upon  the  pace  available 
for  it. 

Suppose,  for  example,  that  this 
article  were  illustrated,  that  the  editor 
preferred  diagrams  no  wider  than  one 
column  of  printing  and  it  was  desired 
to  present  a  graph  showing  the  index 
number  of  prices  annually  from  1913 
to  19'21.  The  figure  could  be  most 
compactly  drawn  by  indicating  the 
IX)sition  of  the  indexes  on  the  lines 
rather  than  the  spaces,  and  nine  could 
be  required.  The  maximum  distance 
between  lines  would  be  very  close  to 
5/16  inches.  If  the  entire  height  of  the 
column  were  used  for  the  diagram  the 
lines  would  be  very  acute,  and  sharp- 
ness of  the  contrast  between  the  lines 
would  diminish  as  the  vertical  space 
occupied  became  smaller.  If  the  latter 
were  one-half  the  column  the  lines 
joining  the  successive  price  points 
would  become  less  acute,  while  if  the 
vertical  space  used  were  reduced  to 


one-eighth  of  a  column  those  lines 
would  become  so  nearly  horizontal 
that  they  would  hardly  convey  the 
impression  of  change.  Or  suppose 
that  the  vertical  space  is  fixed  at  half  a 
column  and  tliat  the  editor  permitted 
the  diagram  to  extend  across  the  entire 
page.  The  distance  between  the  lines 
would  then  be  doubled  and  quite  a 
different  figiu-e  would  be  had  than  if 
with  the  same  height  it  had  the  breadth 
of  one  column  only.  In  other  words 
any  line  can  be  sharpened  by  in- 
creasing the  values  assigned  to  vertical 
spaces,  or  by  narro^^nng  those  given  to 
the  horizontal  spacings.  Conversely 
the  line  can  be  flattened  by  increasing 
the  horizontal  spacings  or  by  dimin- 
ishing the  vertical  ones. 

Thus  in  a  line  diagram  the  same 
facts  can  be  expressed  by  innumerable 
different  diagrams,  and  no  one  can  say 
that  one  is  right  and  the  other  wrong. 
Given  the  conditions  fixed  in  each  case 
each  is  right.  Nor  is  there  any  rule  which 
establishes  certain  conditions  as  right 
and  other  conditions  as  ■RTong.  There 
is  and  can  be  no  standard  which  fixes 
the  value  of  the  spacings  or  establishes 
a  necessary  relation  between  them. 

In  short,  while  figiu-es  speak  a 
universal  language,  diagrams  speak  a 
special  language  which  must  be  learned 
anew  for  each  diagram  that  is  exam- 
ined. It  is  not  contended  that  the 
language  is  difficult  to  learn,  merely 
that  there  must  be  a  conscious  mental 
adjustment  when  the  diagram  is  read. 
Members  require  no  such  mental  ad- 
justment for  we  have  learned  their  re- 
lations once  for  all. 


While  graphics  may  tell  the  same 
story  in  different  ways  they  rarely  do 
so  simultaneously.  On  the  other  hand, 
they  frequently  tell  similar  stories  in 
series  of  diagrams  in   very  different 
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ways,  and  if  the  nature  of  the  case  sug- 
gests comparisons  they  must  be  made 
with  the  utmost  care.  To  be  more 
precise  in  expression  different  scales  are 
often  used  for  parallel  statements,  and 
this  may  readily  give  rise  to  wrong 
impressions. 

Sometimes  since,  a  series  of  charts 
was  presented  to  a  court  by  an  or- 
ganization which  was  being  sued  un- 
der the  anti-trust  laws.  These  charts 
were  intended  to  support  the  conten- 
tion that  the  article  in  question  had 
been  less  subject  to  price  fluctuations 
than  commodities  generally,  and  specif- 
ically that  it  had  not  risen  in  price  to 
the  same  extent.  For  general  prices 
one  of  the  familiar  index  numbers  was 
selected  and  the  facts  for  a  series  of 
years  were  plotted.  For  the  article 
in  question,  absolute  instead  of  relative 
prices  were  used  and  were  plotted  on  a 
scale  necessarily  different  from  that 
used  for  prices  generally.  This  im- 
mediately threw  suspicion  on  the  pro- 
posed comparison  and  a  resort  to  the 
figures  and  some  simple  mathematical 
calculations  became  necessary  to  show 
the  exact  relation  between  the  move- 
ments in  question. 

This  point  is  further  illustrated  in  a 
pamphlet  containing  a  series  of  charts 
showing  fluctuations  in  exchange  rates 
with  eight  foreign  countries  for  the 
year  1919  issued  by  one  of  the  leading 


banks  of  Boston.  All  of  the  diagrams 
are  of  equal  size  and  are  so  constructed 
that  in  each  case  the  line  representing 
exchange  rates  runs  diagonallj^  from 
the  top  of  the  page  to  the  bottom. 
The  fact  that  exchange  with  all  these 
countries  fell  during  the  year  in  ques- 
tion is  very  clearly  brought  out,  but 
unfortunately  the  impression  is  created 
that  the  fall  was  uniform  for  all  coun- 
tries, for  Great  Britain  and  Holland, 
for  example,  equally  with  Germany 
and  Italy.  Closer  examination  reveals 
the  fact  that  each  scale  is  different  and 
that  very  similar  lines  represent  a  fall 
of  about  21  per  cent  from  the  highest 
point  in  Great  Britain,  and  a  fall  of 
approximately  53  per  cent  from  the 
highest  point  in  Italy.  Since  the 
charts  were  designed  for  comparative 
purposes  a  much  truer  comparison 
would  have  been  obtained  had  the  ex- 
change rates  been  expressed  in  terms  of 
depreciation  from  normal  par  and  had 
this  depreciation  been  measured  on  an 
identical  scale  for  the  several  charts 
which  formed  the  series. 

The  purpose  of  this  discussion  has 
been  to  show  that  while  the  graphic 
representation  of  business  facts  has  its 
uses,  it  is  not  an  instrument  of  uni- 
versal validity,  and  that  while  it  may 
effectively  supplement  the  tabular 
presentation  of  statistical  facts  it  can- 
not supplant  it. 


EDUCATION  VS.  PROPAGANDA  IN  THE  CULTIVATION 
OF  GOOD-WILL  IN  INDUSTRY 

BY  HENRY  C.  LINK* 


THE  existence  of  good-will  in  the 
conduct  of  industry,  as  in  the 
conduct  of  all  other  social  enterprises, 
is  today  recognized  as  of  supreme 
importance.  This  fact  is  amply  dem- 
onstrated by  the  voluminous  literature 
on  social  and  industrial  unrest  which 
has  come  into  being  in  recent  years. 
Himdreds  and  probably  thousands  of 
books  and  articles  could  be  enumerated 
which  have  as  their  kejaiote  the  strife 
between  capital  and  labor,  employer 
and  employee,  manufacturer  and  con- 
sumer. We  need  not  enter  into  specific 
details  about  a  condition  which  is 
obvious.  We  shall  give,  however,  two 
quotations  which,  no  matter  what 
one's  political  or  economic  creed  may 
be,  give  a  truthful  statement  of  the 
problem  which  confronts  the  modern 
industrial  system.  Both  letters  are 
National  City  Bank  letters,  the  first 
dated  March,  1921,  and  the  second 
November,  1920: 

The  modern  industrial  organization  is 
dependent  upon  intelligent,  voluntary,  har- 
monious co-operation  on  the  part  of  all  the 
people.  It  requires  that  the  people  shall 
distribute  themselves  according  to  choice 
in  the  various  industries,  and  so  direct  their 
individual  policies  as  to  keep  the  industries 
in  balance  and  accomplish  a  ready  exchange 
of  products.  If  through  mistaken  ideas 
of  self-interest  they  organize  themselves 
into  groups,  either  national  groups,  class 
groups,  or  occupational  groups,  and  become 
so  intent  upon  forwarding  group  interests 
that  they  lose  sight  of  the  necessity  for 
general  co-operation,  the  whole  modern 
system  of  highly  developed  industry  will 
break  down.  It  will  be  strangled  by  too 
much  organization. 

•Author  of  "Kraployment  Psychology." 


This  higher  organization  of  society,  while 
affording  great  possibilities  in  increased 
production,  will  not  realize  them  unless  the 
workers  in  all  the  various  occupations  under- 
stand the  system,  appreciate  the  benefits 
they  personally  gain  from  it,  and  recognize 
that  they  have  certain  responsibilities  and 
obligations  under  it. 

We  have  italicized  the  words  infel- 
ligent  and  understand  because  they 
indicate  at  the  same  time  one  of  the 
fundamental  causes  and  one  of  the 
fundamental  remedies  for  existing  con- 
ditions. There  is  a  very  popular  and 
well-founded  belief  that  the  best 
remedy  for  industrial  and  social  unrest 
is  the  promotion  of  a  better  under- 
standing of  economic  laws  and  histori- 
cal facts;  and  that  this  understanding 
can  best  be  promoted  through  an 
extensive  propaganda  or  a  thorough 
process  of  education.  The  following 
statement,  taken  from  The  Neiv  York 
Times,  is  typical  not  only  of  this  belief 
but  of  the  manner  in  which  many 
employers  think  it  should  be  carried 
into  effect : 

Ask  Emploveks  to  Help  Solve   Labor 
Problems 

Philadelphia  Business  Men  Plan  for  Educa- 
tion Through  Scries  of  Meetings 

More  than  100  business  men  of  this  city 
employing  thousands  of  workers  made  plans 
today  to  establish  a  better  understanding 
between  employers  and  employees.  The 
conference  was  held  under  the  auspices  of 
the  Philadelphia  Chamber  of  Commerce. 

Resolutions  were  adopted  calling  upon 
all  leading  business  men  of  the  city  to  join 
in  a  plan  of  education  through  mass  meet- 
ings of  employers  and  employees,  trade 
association  meetings  and  the  establishment 
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of  plant  and  shop  meetings.  The  following 
resolution  was  adopted: 

"  Much  propaganda,  based  upon  unsound 
economic  reasoning,  is  being  distributed 
in  this  country,  and  is  beginning  to  have 
serious  effects  in  developing  antagonisms 
and  bad  relations  in  industry  and  business. 

"More  specifically,  a  call  has  recently 
been  sent  over  the  country  to  disobey  cer- 
tain orders  of  our  courts,  the  results  of 
which,  if  carried  out,  would  lead  only  to 
disaster. 

"Many  artificial  restrictions  now  exist  in 
our  industrial  establishment  which  interfere 
with  the  employers'  rights  to  employ  and 
discharge  and  the  right  of  employees  to 
take  employment,  which  curtail  production 
and  base  earnings  of  workers  upon  hours  of 
labor,  rather  than  results  produced  and 
un-American  and  un-satisfactory  conditions 
are  being  widely  advocated  by  certain 
groups  and  are  being  encouraged  by  the 
propaganda  and  actions  referred  to. 

"  By  reason  of  these  above  facts  and  gen- 
erally disturbed  conditions,  due  to  the  war, 
unusual  and  intensified  efforts  should  be 
made  on  the  part  of  all  patriotic  citizens  to 
re-establish  good-will  between  all  classes 
and  a  return  to  sound  reasoning  and  ac- 
tion." 

This  is  a  typical  example  of  the 
recognition  of  the  value  of  good-will 
in  industry  as  well  as  of  the  belief 
that  good-will,  once  lost  or  destroyed, 
can  be  restored  by  a  systematic  process 
of  education  or  propaganda.  On  the 
strength  of  this  belief  numerous  leagues, 
educational  institutions,  publicity  bu- 
reaus, and  other  organizations  have 
been  established  for  the  sole  purpose 
of  carrying  on  propaganda  among  the 
workers.  In  many  cases  these  organ- 
izations have  been  initiated  in  order 
to  capitalize  the  apparent  need  for 
such  education  and  are  supported  by 
those  industries  which  they  serve.  In 
other  cases  they  are  supported  by 
voluntary  contributions  from  people 
who  are  either  genuinely  concerned 
over  the  disaffection  of  the  workers  or 
who  have  been  wrought  into  a  more  or 


less  hysterical  state  by  clever  propa- 
ganda directed  to  that  very  end. 
They  usually  carry  on  their  work  by 
means  of  a  series  of  booklets,  pam- 
phlets, letters,  pay-envelope  notices, 
bulletin  board  notices,  moving-pictures, 
or  lectures.  The  central  theme  of  their 
propaganda,  with  minor  variations, 
is  usually  the  partnership  of  capital 
and  labor.  Sometimes  biographies  are 
given  of  men  like  Rockefeller,  Schwab, 
Carnegie,  and  others  who  have  achieved 
success  under  the  present  economic 
system,  the  implication  naturally  being 
that  the  worker  can  do  likewise.  In 
many  cases  employers  carry  on  their 
own  propaganda  using  any  of  the  above 
means  or  depending  largely  on  the 
plant  paper  which  offers  a  very  con- 
venient medium  for  such  material. 

In  any  case,  it  is  safe  to  say  that  the 
importance  of  the  problem  has  been 
thoroughly  recognized  and  that  mil- 
lions of  dollars  have  been  spent  on 
education  and  propaganda  calculated 
to  build  up  or  restore  the  good-will  of 
the  workers.  And  it  is  also  safe  to  say 
that  this  energy  and  money  has  been, 
is  being,  spent  in  most  cases  wathout 
any  thorough  analysis  of  the  problem, 
without  a  knowledge  of  the  educational 
or  psychological  principles  involved, 
without  an  intimate  knowledge  of  the 
workers  who  are  expected  to  read  the 
"copy,"  and  above  all,  without  follow- 
ing up  the  results  to  see  what  the 
effects  really  are.  In  this  phase  of 
industrial  education,  even  more  than 
in  some  others,  there  has  been  the 
utmost  confusion  of  aim  and  method, 
and  an  almost  total  absence  of  any 
commonly  understood  or  commonly 
accepted  technique.  Because  of  the 
admitted  importance  of  the  subject 
and  the  obvious  lack  of  an  acceptable 
set  of  principles  and  practices,  an 
attempt  to  formulate  such  principles 
and  practices  is  of  major  importance, 
not  only   to   industries   but   to   other 
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community  forces.  We  shall  be  guided 
in  this  attempt  by  the  following  three 
questions : 

1.  What  limits  are  there  to  the  use  of 
education  and  propaganda  in  tlie  establish- 
ing of  good-will.' 

2.  ^^"hat  is  the  difference  between  educa- 
tion and  propaganda  and  what  are  their 
relative  merits? 

3.  How  must  they  be  conducted  in  order 
to  be  most  effective? 

In  answer  to  the  first  question  it  may 
be  said,  almost  categorically,  that  the 
value  of  education  and  propaganda 
is  distinctly  limited  by  the  conditions 
as  they  actually  exist.  A  prominent 
representative  of  labor  has  given  much 
time  and  energj'  to  preaching  the  gos- 
pel, "Tell  it  to  the  Worker."  His 
theme  has  been  that  the  lack  of  co-op- 
eration and  good-will  manifested  by 
many  workers  has  been  due  to  their 
lack  of  knowledge  of  the  facts  relating 
to  the  management  of  their  company. 
His  claim  is  that  if  employers  will  tell 
their  employees  the  truth  about  their 
profits,  their  costs,  the  difficult  prob- 
lems that  enter  into  the  conduct  of 
their  business,  why  they  are  compelled 
by  conditions  beyond  their  control  to 
take  certain  steps  which  are  unpleasant 
for  the  employees,  etc.,  the  workers 
would  in  most  cases  understand  the 
true  situation  and  adopt  a  sympa- 
thetic instead  of  an  antagonistic  atti- 
tude. This  doctrine  has  much  to 
recommend  it.  However,  as  soon  as 
we  consider  it  in  the  light  of  practical 
situations,  certain  limitations  arise.  In 
the  first  place,  there  is  the  limitation 
mentioned  above,  namely,  that  the 
value  of  propaganda  depends  upon  the 
facts  as  they  actually  exist.  If  the 
actual  facts  in  a  particular  indiLstry  (or 
in  a  community  or  in  a  nation)  are  not 
such  as  to  encourage  the  development 
of  good-will,  telling  them  to  the  worker 
will  not  help  matters  very  much.  Ill- 
will  is  probably  more  often  caused  by 


facts  which  the  workers  do  know  than 
by  facts  of  which  they  are  entirely 
ignorant.  And  many  workers  are 
probably  at  least  as  anxious  to  tell 
things  to  the  management  as  the  man- 
agement may  be  to  tell  things  to 
them.  Employers  and  employees  each 
have  opinions  and  facts  of  their  owti, 
so  that  understanding  and  mutual 
good-will  can  only  come  from  joint  dis- 
cussion and  from  an  equitable  and 
systematic  interchange  of  ideas.  The 
numerous  plans  of  employee  repre- 
sentation which  have  been  adopted  in 
recent  years  are  striking  examples  of 
the  recognition  of  this  principle.  The 
educational  value  of  these  plans  is 
inestimable.  The  chief  reason  for  their 
educational  value,  however,  is  the  fact 
that  they  are  devoted,  not  to  talk  for 
talk's  sake,  but  to  the  mutually  bene- 
ficial action  which  mutual  discussion 
will  promote. 

Factory  councils  and  employee  repre- 
sentation are  but  one  phase,  though  a 
fundamental  one,  of  a  thoroughgoing 
industrial  relations  program.  Without 
an  adequate  program  of  this  kind  and  a 
management  that  can  carry  it  into 
effect,  or  let  us  rather  say,  -^Nathout  a 
management  which  practices  the  prin- 
ciples of  sound  industrial  relations,  the 
value  of  educational  work  is  distinctly 
restricted.  The  principle  of  this  re- 
striction is  well  expressed  in  the  saying: 
"TMiat  you  do  speaks  so  loud  I  can't 
hear  what  you  say." 

^Tiere  the  management's  industrial 
relations  policies  are  sound,  educational 
work  has  the  great  value  of  developing 
the  degree  of  intelligence  and  under- 
standing on  the  part  of  the  employee 
body  without  which  the  best  type  of 
management  cannot  fully  succeed. 
This  applies  to  all  types  of  education  in 
industry,  whether  the  conduct  of  trade 
schools,  special  instruction  classes,  fore- 
men's classes,  etc.,  or  the  more  general 
kind  of  employee  education  such  as  we 
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shall  limit  ourselves  to  in  the  present 
discussion.  For  example,  only  a  com- 
pany Mnth  a  definite  labor  policy  is  in 
a  position  to  give  practical  training  to 
its  foremen  in  the  details  of  handling 
their  human  equipment.  A  company 
with  a  definite  promotion  scheme  is 
able  to  conduct  educational  work  in 
such  a  manner  that  the  training  im- 
parted will  serve  as  a  stimulus  for 
further  effort  rather  than  as  a  breeder  of 
thwarted  hopes;  and  in  such  a  manner 
that  it  will  train  its  workers  for  itself 
rather  than  for  some  other  company. 
Finally,  if  the  broad  policies  of  a  com- 
pany are  essentially  sound  and  humane, 
it  win  be  possible  for  that  company  to 
discuss  these  policies  with  its  employees 
with  the  view  of  developing  their  more 
unreserved  co-operation. 

II 

The  difference  between  propaganda 
and  education  is  sometimes  very  dis- 
tinct, sometimes  almost  imperceptible. 
Since  it  is  almost  impossible  to  explain 
this  difference  by  means  of  clear-cut, 
final  definitions,  we  shall  try  to  express 
it  by  means  of  concrete  illustration. 

The  following  incident  is  one  which 
almost  every  director  of  education  in 
industry  will  recognize  as  a  typical  ex- 
perience. A  representative  of  an  in- 
fluential propaganda  organization  ap- 
proached the  educational  director  of  an 
industry  with  the  explanation  that  the 
purpose  of  his  organization  was  to 
bring  about  better  relations  between 
capital  and  labor  by  means  of  educa- 
tion. Upon  being  asked  to  explain 
his  methods,  he  stated  that  if  the  com- 
pany would  furnish  a  list  of  the  names 
and  addresses  of  all  its  employees,  his 
organization  would  send  into  each 
home,  "sub-rosa,"  a  weekly  letter  cal- 
culated to  open  the  employee's  eyes  to 
the  mutual  dependence  of  capital  and 
labor,  the  evils  of  socialism,  bolshe- 


vism,  I.  W.  W.ism,  and  other  radical 
creeds.  Upon  being  informed  that  it 
was  not  the  company's  policy  to  sub- 
ject its  employees  to  sub-rosa  circula- 
tion for  any  purpose  and  that  even  if 
the  step  were  taken,  the  employees 
could  hardlj'  avoid  realizing  that  the 
company  must  be  responsible  for  it, 
the  representative  asked  very  impres- 
sively whether  it  was  known  to  the  com- 
pany that  at  this  moment  several  agita- 
tors were  trying  to  unionize  and  to  stir 
up  its  workers.  The  director  of  educa- 
tion replied  that  although  this  might  be 
true,  the  company  relied  mainly  upon 
its  industrial  relations  activities  and  its 
regular  channels  for  education  and  pub- 
licity to  meet  such  an  attempt.  To 
this,  the  representative  rejoined  that 
any  educational  work  or  publicity  which 
came  from  the  management  was  looked 
upon  with  suspicion  by  employees 
from  the  very  start  and  that  this  situa- 
tion could  be  overcome  only  by  dele- 
gating the  matter  to  a  third,  disin- 
terested party,  or  an  organization  such 
as  he  represented.  The  educational 
director  admitted  that  in  many  cases 
employees  did  look  with  suspicion 
upon  the  publicity  and  statements  is- 
suing from  the  management,  but  that 
this  situation  would  never  be  per- 
raanentlj'  overcome  unless  steps  were 
taken  to  promote  a  direct  contact  be- 
tween employers  and  employees  in 
such  a  manner  as  to  establi.sh  mutual 
confidence.  The  introduction  of  a 
third  party,  he  maintained,  was  no 
more  conducive  to  harmony  in  indus- 
try than  the  opinions  of  a  referee  are 
conducive  to  harmony  between  the  dis- 
senting members  of  a  family.  Some 
characteristics  of  propaganda  are: 

1.  Surrcptitiousness.  The  above  t\-pical 
incident  contains  several  very  characteristic 
elements  of  what  we  may  well  term  futile 
or  dangerous  propaganda.  In  the  first 
place,  there  is  the  element  of  secrecy  or 
surrcptitiousness.     Much    of    the    printed 
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pamphlet  materia  which  is  being  aimed  at 
the  workers  today  is  being  distributed  "sub- 
rosa"  or  indirectly,  sometimes  in  the  name 
of  an  institution  with  a  high  sounding  name. 
Now,  even  without  crediting  the  rank  and 
file  witli  a  very  high  level  of  intelligence,  it 
is  a  foregone  conclusion  that  most  of  them 
will  discover  very  quickly,  either  by  com- 
paring notes  or  from  the  nature  of  the 
material  itself,  that  their  employers  are 
probably  responsible  for  its  distribution. 
It  is  only  natural  for  them  to  resent  propa- 
gixnda  which  comes  to  them  in  such  an 
indirect  fashion.  And  even  if  the  employer 
were  not  suspected,  the  fact  that  the  mate- 
rial is  forced  upon  them  through  no  agency 
of  their  own  will  compels  them  to  regard 
it  with  indifference  or  even  with  antagonism. 

2.  Self-interest.  A  second  tell-tale  char- 
acteristic of  propaganda  is  its  source.  It  is 
obv-ious  to  the  most  casual  observer  that 
most  propaganda  originates  from  an  inter- 
ested rather  than  a  disinterested  source. 
When  the  ordinary  worker  reads  about  the 
wonderful  merits  of  his  country  and  the 
tremendous  advantages  of  its  economic 
system,  he  is  very  much  inclined  to  think: 
It  is  very  well  for  you  to  talk  in  such  glow- 
ing terms  because  you  have  succeeded,  you 
have  had  the  luck,  and  now  you  are  trying 
to  prevent  the  big  majority  of  workers  from 
taking  steps  that  will  give  them  their  just 
dues.  In  other  words,  when  the  employer 
eulogizes  the  present  economic  system,  his 
employees  suspect  him  of  being  more  inter- 
ested in  maintaining  his  own  comfortable 
status  quo  than  in  helping  them  to  achieve 
an  equal  status.  They  suspect  him  of 
grinding  his  own  axe,  rather  than  the  axes 
of  those  whose  beliefs  he  is  trying  to  influ- 
ence. It  should  not  for  a  moment  be 
thought  that  we  are  here  questioning  the 
sincerity  of  those  who  are  responsible  for 
this  propaganda.  We  are  simply  pointing 
out  the  manner  in  which  propaganda  of  this 
nature  is  likely  to  be  received  by  those  for 
whom  it  is  intended.  The  very  fact  that 
it  is  put  out  by  "interested  parties," 
whether  from  altruistic  or  selfish  motives, 
labels  it  as  propaganda  in  the  eyes  of  those 
who  receive  it. 

3.  Paternalism.  Closely  coupled  with 
this  aspect  of  propaganda  is  its  paternal- 
istic tendency.     Much  of  the  information 


which  is  being  given  to  workers  today  is  in 
the  form  of  doses  administered  to  employees 
in  much  the  same  manner  in  which  a  stern 
parent  administers  medical  remedies  to  his 
ailing  children.  Through  plant  papers, 
bulletin  boards,  and  occasional  pamphlets, 
meetings,  etc.,  many  employers  are  pre- 
senting facts  and  opinions  which  they  be- 
lieve their  employees  ought  to  have.  It  is 
only  natural  for  employees  to  resent  being 
told  what  they  ought  to  believe  or  ought  to 
do,  particularly  when  the  process  implies 
that  the  employer  "knows  it  all"  while  the 
employee  is  an  ignoramus.  Many  em- 
ployees are  quick  to  realize  that  their  em- 
ployers are  often  economic  illiterates  and 
value  their  opinions  accordingly. ^ 

4.  Indiscriminate  Optimism.  Another 
characteristic  of  propaganda  is  its  indis- 
criminate optimism.  There  is  an  enormous 
cjuantity  of  propaganda  which  presents  the 
virtues  of  America  and  its  economic  system 
in  such  beautiful  colors  that  it  defeats  its 
ovra  aim.  A  sure  way  in  which  to  call 
attention  to  the  defects  of  anything, 
whether  it  be  a  country  or  an  automobile, 
is  to  dwell  too  long  and  too  enthusiastically 
upon  its  virtues.  And  when  the  ordinary 
workman  reads  literature  of  this  kind  his 
thoughts  are  inevitably  driven  to  the  many 
exceptions,  the  many  injustices  and  ineffi- 
ciencies which  exist  even  in  the  most  perfect 
system.  Instead  of  taking  the  large  view, 
he  immediately  thinks  about  his  own  un- 
happy experiences.  And  the  attempt  to 
make  him  believe  that  everything  is  as  it 
should  be  in  spite  of  the  fact  that  his  ex- 
periences have  been  to  the  contrary  is  work- 
ing directly  against  one  of  the  fundamental 
laws  of  human  psychology.  It  is  axiomatic 
that  the  human  mind  generalizes  from 
its  personal  experiences  rather  than  from 
the  experiences  of  others.  Discriminating 
propaganda,  if  there  be  such  a  thing,  would 
include  the  admission  that  conditions  are 

'  In  this  connection  attention  may  be  called  to  the 
monthly  letter  of  the  National  City  Bank.  Among  the 
many  bank  letters  published  throughout  the  country, 
this  is  perhaps  the  most  thoroughgoing  and  successful  in 
furnishing  employers  and  business  men  with  information 
concerning  the  underlying  economic  principles  of  current 
business  situations.  The  information  in  these  letters, 
though  primarily  for  business  men,  is  presented  bo 
clearly  and  impartially  that  it  could  in  many  instance 
be  passed  on  directly  to  employees  to  good  ad  vantag 
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not  ideal  and  would  go  on  with  a  construc- 
tive exposition  of  the  part  which  all  groups 
in  the  community  could  play  in  making 
them  better. 

5.  Negative  Quality.  Closely  allied  with 
the  indiscriminate  optimism  of  most  propa- 
ganda is  its  essentially  negative  character. 
There  is  a  marked  tendency  to  tell  workers 
what  they  cannot  or  may  not  do.  They 
must  not  disregard  the  rights  of  property. 
They  must  not  scorn  capital.  They  must 
not  join  the  I.  W.  W.  or  other  radical  organ- 
izations. They  must  not  play  with  social- 
ism or  communism.  They  must  not  regard 
unionism  as  a  solution  of  their  labor  difficul- 
ties. They  must  not  despise  the  constitu- 
tion of  the  two-party  system  of  government. 
Our  exposition  of  this  characteristic  of 
prevalent  propaganda  may  be  somewhat 
exaggerated  but  it  does  call  attention 
to  the  undeniable  fact  that  present-day 
propaganda  is  concerned  entirely  too  much 
with  pointing  out  the  dangers  which  con- 
front the  worker  and  entirely  too  little  with 
the  opportunities  he  has  and  the  manner  in 
which  he  may  use  them  to  his  advantage. 
Such  a  course  is  exactly  like  that  of  a  mother 
who  is  constantly  telling  her  children  not 
to  do  this  and  not  to  do  that.  The  only 
sound  way  in  which  to  engender  a  respect 
for  property  is  to  show  people  how  to  ac- 
quire it  and  how  to  avoid  losing  what  they 
have.  The  surest  way  in  which  to  inspire 
loyalty  to  a  government  or  to  an  economic 
system  is  to  show  people  how  they  may  use 
it  to  their  personal  advantage.  In  other 
words,  a  process  of  genuine  education  in 
those  facts  which  wiU  contribute  to  their  in- 
telligent and  profitable  co-operation  with 
the  system  under  which  they  live.  We  shall 
come  back  to  this  point  later. 

In  thus  enumerating  some  of  the 
ear-marks  of  current  propaganda,  it 
has  not  been  our  intention  to  condemn 
all  propaganda  whatsoever.  Indeed 
it  would  be  very  rash  to  assert  that 
propaganda  is  at  all  times  an  un- 
mitigated evil.  Propaganda,  in  the 
broad  sense,  has  had  an  honorable 
part  to  play  from  the  beginning  of 
civilization  and  will  probably  continue 
to  play  an  important  part  as  long  as 


men  and  women  have  opinions  which 
they  are  anxious  to  spread.  Our 
present  concern  is  primarily  to  point 
out  the  characteristics  of  bad,  inef- 
fective propaganda  and  to  call  atten- 
tion to  the  conditions  of  effective 
propaganda.  In  general,  we  may  as- 
sert that  the  more  nearly  propaganda 
clings  to  a  disinterested  statement  of 
actual  facts,  the  more  likely  it  is  to  be 
successful. 

If  there  is  any  single  distinction  be- 
tween propaganda  and  education  it  is 
this:  That  education  relies  primarily 
upon  facts,  whereas  propaganda  relies 
primarily  upon  personal  opinion.  The 
propagandist  is  interested  in  his 
opinions  first  of  all,  and  his  tendency  is 
to  use  facts  only  as  a  means  to  estab- 
lish his  opinions.  This  leads  usually 
to  a  prejudiced  statement  of  the  facts 
involved.  On  the  other  hand,  the 
professional  educator  is  concerned 
primarily  with  the  facts,  and  only 
secondarily  with  the  opinions  to  which 
they  may  lead.  This  distinction  is 
not  absolute,  for  there  is  a  large  ele- 
ment of  propaganda  even  in  our  edu- 
cational courses.  We  present  the  facts 
of  American  history,  for  instance,  in 
such  a  way  as  to  impose  upon  our 
children  the  belief  that  America  is 
the  greatest  country  on  the  globe — a 
perfectly  legitimate  procedure  if  it  is 
not  carried  to  the  point  where  it 
produces  bigoted  jingoists.  Compara- 
tively speaking,  however,  the  distinc- 
tion holds.  And  the  very  reason  why 
education  is  so  far  superior  to  propa- 
ganda in  its  effectiveness  is  its  founda- 
tion in  fact.  Propaganda  which  does 
not  rest  upon  such  a  foundation,  is  a 
two-edged  weapon.  It  may  be  highly 
effective  for  a  time,  but,  sooner  or  later, 
it  will  injure  those  who  make  use  of  it. 
We  have  only  to  remember  the  exam- 
ples of  Russia  and  the  Central  Powers 
for  a  demonstration  of  this  truth. 

If  education  is  so  much  more  ef- 
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fective  than  propaganda,  even  when 
that  propaganda  is  well-meant  and  ef- 
ficiently conducted,  it  follows  that  a 
large  part  of  the  extensive  propaganda 
which  is  being  carried  on  by  employers 
and  professional  propagandists  today 
should  really  be  undertaken  by  public 
educational  institutions.  These  insti- 
tutions could  place  it  on  a  basis  of 
organized  facts,  and  could  present 
these  facts  in  a  comparatively  im- 
personal and  disinterested  manner. 
Let  us  take,  for  instance,  economics,  a 
subject  of  which  we  consider  the  rank 
and  file  woefully  ignorant  and  which 
has  therefore  played  a  very  prominent 
part  in  current  propaganda.  Instead 
of  the  employer's  highly  personal  and 
spasmodic  opinions  on  the  relations  of 
capital  and  labor,  the  rights  of  prop- 
erty, the  responsibilities  of  labor,  we 
should  have  a  body  of  facts  and 
authoritative  opinions,  coolly  and 
deliberately  worked  out  by  experts, 
with  due  regard  for  the  principles  of 
pedagogy,  and  taught  by  a  teacher 
trained  for  the  purpose.  We  already 
have  this  condition  in  our  colleges  and 
high  schools,  though  the  subject  is  still 
optional.  If  the  importance  attributed 
to  a  knowledge  of  economics  grows 
in  the  next  few  years  as  it  has  in  the 
past  few,  we  may  look  forward  to  see- 
ing it  made  a  compulsory  study. ^ 
There  is  no  adequate  elementary 
course  in  economics  which  can  be 
taught  successfully  in  the  grades  to- 
day. Many  people  probably  consider 
it  impossible  to  teach  economics  to 
children  and  point  to  its  name,  "the 
dismal  science"  as  a  proof  of  their 
claim.  As  a  matter  of  fact,  economics 
could  be  made  extremely  concrete  and 
intensely  interesting  for  children  and 

'  There  is  a  great  need  for  this  study  among  those  who 
never  get  beyond  the  elementary  grades  and  among  the 
aliens  who  receive  hardly  any  schooling  in  this  country. 
Extension  classes,  or  voluntary  continuation  classes  for 
adulta  in  industry  and  elsewhere,  are  an  ideal  method 
for  meeting  this  need. 


through  them,  for  their  uneducated 
parents,  if  it  were  taught  from  the 
standpoint  of  the  every-day  experi- 
ences which  characterize  the  existence 
of  every  family  no  matter  what  its 
condition  may  be.  There  is  no 
questioning  the  fact  that  the  growing 
complexity  of  our  industrial  life  is 
making  a  universal  knowledge  of 
economics  more  and  more  imperative. 
Economic  illiteracy  will  become  in- 
creasingly intolerable  and  fraught  with 
potential  disaster.  To  leave  the  task 
of  instruction  in  economics  to  the 
necessarily  haphazard,  misdirected  ef- 
forts of  professional  propagandists  and 
interested  employers  is  unthinkable. 
Our  public  school  system  must  and  will 
find  a  way  of  incorporating  this  activ- 
ity in  its  regular  curriculum. 

Ill 

In  the  meanwhile,  it  may  be  advis- 
able for  industries  and  other  institu- 
tions which  are  interested  in  the  sub- 
ject to  carry  on  private  educational 
activities  in  this  direction.  But  if  this 
is  done,  extreme  care  should  be  taken 
to  avoid  the  methods  which  character- 
ize the  kind  of  propaganda  described 
above.  If  a  company  wishes  to  inform 
its  employees  about  the  workings  of 
our  present  economic  system,  it  should 
adhere  as  closely  as  possible  to  the  re- 
quirements of  bona  fide  education. 

Probably  the  most  thoroughgoing 
and  successful  undertaking  of  this  na- 
ture is  a  course  in  everyday  economics 
carried  out  by  a  company  among  about 
20,000  of  its  employees.  This  course, 
consists  of  25  four-page  units,  printed 
in  14  point  tj^pe,  which  are  distributed 
weekly  directly  to  all  employees.  The 
contents  of  the  series  is  so  conceived  as 
to  meet  the  following  conditions : 

1.  Brevity,  simplicity  of  expression,  and 
concreteness. 

2.  Progress  from  the  simple  and  com- 
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paratively  known,  to  the  more  involved 
and  less  known;  from  personal  business  to 
business  in  general. 

3.  Numerous  illustrations  to  supplement 
the  text. 

4.  A  positive  rather  than  negative  pres- 
entation of  facts. 

Instead  of  describing  the  disadvan- 
tages of  socialism,  the  abuse  of  capital, 
etc.,  the  present  system  is  described  in 
such  a  manner  as  to  help  each  individ- 
ual to  make  use  of  it  to  his  personal 
advantage.  The  problems  of  capital 
and  labor  are  fully  treated,  but  from  a 
constructive  point  of  view,  rather  than 
in  negative  fashion.  Socialism  and 
other  anticapitalistic  theories  are  not 
mentioned  in  this  course,  the  assump- 
tion being  that  the  best  answer  to  these 
theories  and  the  task  of  most  imme- 
diate importance  is  to  describe  the 
present  system  so  that  each  individual 
can  use  it  to  his  personal  advantage. 

A  list  of  the  subjects  taken  up  in 
these  units  with  the  accompanying  re- 
productions will  give  some  idea  as  to 
how  this  course  was  developed: 

Renting  a  House:  Illustrating  the  law  of 
supply  and  demand. 

Sugar:  Another  illustration  of  this  law. 

Buying  a  Home:  Showing  the  financial 
details  involved,  such  as  initial  cash  pay- 
ment, first  and  second  mortgages  with  inter- 
est, taxes,  insurance,  water  bill,  deprecia- 
tion, repairs,  etc. 

The  Bank:  As  a  place  to  deposit  money, 
as  a  center  for  exchanging  the  fixed  capital 
of  the  community  into  fluid  assets  and  vice 
versa,  and  as  a  balance  wheel  to  business. 

Building  a  Home:  Initial  cash  require- 
ments, securing  and  selecting  of  bids,  the 
cost-plus  contract,  financing  through  bank 
loans  and  mortgages,  maintenance. 

The  Economic  Status  of  Women. 

Get  Rich  Quick  Schemes. 

Principles  of  Investment:  The  bank  ac- 
count, a  home,  government  bonds  and  other 
bonds  representing  underlying  mortgages, 
preferred  stock,  and  finally,  common  stock. 
The  different  grades  of  investment  are  ex- 
plained by  a  comparison  with  the  first  and 


second  mortgage  on  a  house,  the  equity  be- 
ing likened  to  common  stock. 

Starting  in  Business:  An  outline  of  re- 
quirements in  terms  of  ability,  an  invention 
or  business  idea,  and  the  necessary  capital. 

Financing  a  Business:  How  an  incor- 
porated business  is  financed  through  the 
issuing  of  preferred  and  common  stock. 

The  Story  of  a  Great  Inventor  and  a  Poor 
Business  Man. 

A  Financial  Statement:  Explaining  the 
items  under  assets  and  liabilities  with  ref- 
erence to  the  significance  of  reserve  and 
surplus  accounts. 

The  Family  Council  and  the  Factory 
Council:  A  statement  of  early  labor  condi- 
tions leading  up  to  the  development  of  the 
factory  council. 

The  Economic  Aspects  of  the  Factory 
Council:  Showing  its  organization  as  an 
integral  part  of  the  industrial  scheme. 

The  Workings  of  the  Factory  Council. 

The  Economics  of  Safety. 

The  Buyer's  Market. 

The  Seller's  Market. 

Factors  in  Production. 

Machinery  versus  Hard  W^ork:  The  de- 
velopment of  machinery  in  relation  to  pro- 
duction, consumption,  and  employment. 

The  Stock  Exchange:  As  a  center  for 
facilitating  the  expression  of  the  economic 
tendencies  of  the  country. 

The  Meaning  of  Credit. 

In  presenting  this  material  there  was 
an  almost  complete  absence  of  surrepti- 
tiousness  or  paternalism.  In  fact,  the 
entire  program  was  taken  up  before- 
hand with  the  elected  representatives 
of  the  employees  and  was  carried  out 
only  after  their  approval  had  been 
given.  The  establishment  of  this  gen- 
uine man  to  man  contact  was  an  im- 
portant step  in  placing  the  course  upon 
a  truly  educational,  rather  than  prop- 
aganda basis. 

In  conclusion,  we  are  once  more  con- 
fronted by  the  question  as  to  how  far  a 
particular  industry  should  go  in  the 
process  of  educating  its  employees. 
In  general,  we  may  here  apply  the 
principle  which  has  already  been  de- 
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duced  namely,  that  an  industry  should 
hold  itself  directly  responsible  only  for 
those  educational  activities  which  con- 
tribute to  its  own  peculiar  needs.  In- 
dustries as  a  whole  believe  with  justice 
that  the  good-will  of  all  labor  towards 
the  present  system  is  a  condition  of 
their  good-will  toward  a  particular  in- 
dustry. However,  the  attempt  to  ob- 
tain good-will  for  a  particular  industry 
by  attempting  to  cultivate  good-will 
toward  the  system  as  a  whole  is  putting 
the  cart  before  the  horse.  It  is  un- 
sound from  an  educational  point  of 
view  and  it  is  impracticable  from  any 
point  of  view.  The  first  business  of 
any  industry  should  be  to  conduct  its 
aflFairs  in  such  a  way  as  to  actively  merit 
the  good-will  of  its  employees,  and  to 
carry  on  such  educational  activities  as 
will  supplement  its  own  sound  indus- 
trial relations  practice.  As  long  as 
industries  are  unable,  individually,  to 
elicit  the  good-will  of  their  employees, 
such  a  wholesale  attempt  as  that  of  the 
employer's  association  described  in  the 
quotation  at  the  beginning  of  this 
chapter  is  practically  wasted;  for  no 
group  of  employers  can,  by  a  system  of 
education  or  propaganda,  develop  a 
blanket  of  good-will  which  will  cover 
them  all.  Each  industry  must  stand 
on  its  own  merits.  Industrial  leaders 
can,  however,  render  an  invaluable 
ser\'ice  by  promoting  the  development 
of  public,  disinterested  educational 
facilities  which  will,  either  in  the  public 
schools  or  the  industries  themselves, 
teach  economics,  civics,  and  those 
other  subjects  which  contribute  to 
the  development  of  good-wiU  to- 
ward the  present  economic  system  as 
a  whole. 

The  attempt  to  restore  or  maintain 
good-will  by  means  of  education  or 
propaganda  directed  at  the  develop- 
ment of  an  understanding  of  our  pres- 
ent economic  system  is  limited  by  cer- 
tain conditions: 


1 .  Actual  conditions  in  industry  must  be 
such  as  to  furnish  a  sure  foundation  for 
good-will  as  regards  particular  individuals. 

2.  Education  or  propaganda  which  goes 
beyond  the  point  warranted  by  the  actual 
conditions  do  more  harm  than  good. 

Education  which  is  the  outgrowth  of 
a  genuine  interchange  of  ideas  between 
the  managers  of  an  industry  and  the 
representatives  of  its  employees  is  far 
more  likely  to  succeed  than  education 
arbitrarily  imposed  from  above.  Ed- 
ucation in  this  field  is  particularly  un- 
satisfactory when  carried  on  by  an  in- 
tervening party  such  as  the  professional 
agencies  already  described. 

Propaganda  is  usually  a  two-edged 
and  dangerous  weapon  as  compared 
with  education,  for  these  reasons: 

1.  It  is  based  primarily  on  personal 
opinion,  whereas  education  is  based  upon 
a  disinterested  statement  of  fact. 

2.  It  is  often  indirect  or  surreptitious. 

3.  It  is  likely  to  be  paternalistic  and 
moralistic. 

4.  It  is  too  often  distinguished  by  its 
florid  panegyrics  of  the  status  quo  and  its 
refusal  to  acknowledge  that  conditions  are 
not  100  per  cent  as  they  should  be. 

5.  It  is  often  negative  in  character  and 
therefore  likely  to  lead  to  results  quite 
opposite  from  those  intended. 

If  employers  feel  the  need  of  con- 
certed action  bearing  upon  the  inculca- 
tion among  the  rank  and  file  of  a  better 
understanding  of  our  present  economic 
system,  their  efforts  would  be  most 
valuable  if  directed  at  the  development 
of  the  necessary  educational  facilities 
in  the  community.  Specifically,  this 
could  be  done  by  supporting  such 
measures  as  universal  requirements  for 
Americanization,  additions  to  the  pub- 
lic school  curricidum,  university  ex- 
tension, increased  night  school  facili- 
ties, and  the  development  of  a  national 
supervision  of  education  through  which 
issues  of  national  importance  could  be 
dealt  with  effectively. 


HAVE  OFFICE  HOURS  BECOME   STANDARDIZED? 


BY  A.  L.  PRICKETT 


THE  present  investigation  was 
prompted  by  requests  from  busi- 
ness concerns  for  information  on  the 
length  of  day  more  generally  required 
of  ofBce  employees.  To  one  concern 
in  particular  the  problem  was  an  im- 
mediate one,  the  conclusion  to  affect 
an  office  force  of  500.  Some  were 
in  favor  of  a  9-hour  day,  others  stood 
for  8  hours,  and  a  third  group  wanted 
7  hours.  If  such  a  thing  as  a  stand- 
ard oflBce  day  was  in  existence,  they 
desired  to  know  about  it.  The  question 
was  a  practical  one,  and  the  informa- 
tion sought  not  unreasonable,  not  im- 
possible of  determination. 

Studies  of  hours,  generally  linked 
with  studies  of  wages,  have  indeed 
been  numerous.  Yet  such  research 
has  been  almost  without  exception 
concerned  with  skilled  and  unskilled 
manual  labor.  As  a  rule  the  office 
force  has  not  become  unionized,  and 
has  perhaps  partly  for  that  reason  es- 
caped attention.  Difficulties  with  the 
office  employees  are  not  comparable 
in  frequency  and  severity  with  labor 
troubles  arising  in  other  departments. 

The  first  problem  was  to  select  a 
suitable  list  of  companies.  Interest 
did  not  lie  in  small  concerns  and  so 
only  the  larger  ones  were  considered. 
The  first  list  included: 

25  insurance  companies 

25  railway  and  steamship  lines 

30  leading  hardware  concerns 

15  mail  order  and  chain  stores 

75  industrials 

20  municipal  public  utilities 

19  department  stores 

•Assistant  Professor  of  Accounting,  Statistics  and 
Balesmanship,  School  of  Commerce  and  Finance,  Indiana 
University,  Bloomington,  Ind. 


25  financial  institutions 

15  newspapers  and  advertising  agencies 

8  hotels 
10  publishers 

18  meat   packers,    fruit    exchanges,    grain 
exchanges,  etc. 

8  educational  institutions 

7  theatrical     and     motion-picture     com- 
panies 
40  miscellaneous 

This  list  was  selected  with  very 
great  care,  all  available  authentic 
sources  being  consulted.  These  firms 
were  recognized  successful  companies 
in  their  respective  fields.  The  number 
was  finally  reduced  to  300.  These,  it 
is  believed,  are  truly  representative  of 
successful  business  enterprise  carried 
on  on  a  large  scale,  the  character  of 
which  makes  necessary  a  good-size 
office  force. 

Co-operation  in  furnishing  the  in- 
formation requested  and  promptness 
in  returning  the  questionnaire  indi- 
cated more  than  passing  interest. 
Several  supplementary  letters  were 
received  which  would  make  an  inter- 
esting chapter  in  themselves.  Their 
personal  character,  however,  prohibits 
further  comment. 

One  hundred  and  thirty-three  re- 
plies were  received.  These  repre- 
sented all  groups  in  satisfactory  pro- 
portion. In  some  cases  data  on  capi- 
talization where  omitted  but  were  filled 
in  by  the  investigators  from  financial 
reports,  Moody's  Manual,  and  similar 
publications.  Five  replies  were  dis- 
carded as  not  usable.  Therefore  128 
constitute  the  basis  for  analysis.  The 
satisfactory  per  cent  is  42^^,  especially 
when  it  is  found  that  most  of  these  re- 
turns  are   from   the   most   prominent 
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companies.  The  capitalization  rep- 
resented by  these  128  companies  is 
over  $2,100,000,000  and  the  profits  are 
very  great.  Some  of  these  concerns 
have  surpluses  many  times  their  capi- 
tal stock. 

The  total  employees  number  (nor- 
mally) 1,225,000  and  the  total  office 
employees,  not  including  officials  of 
the  company,  number  54,500.  In  42 
per  cent  of  the  companies,  the  total 
number  of  employees  was  below  nor- 

Table  1.  Hours  Per  Week  of  Office 
Employees 


Hours  Per 

No.  of  Em- 

No. of  Com- 

Week 

ployees 

panies 

28 

20 

1 

34i 

1575 

1 

36 

3909 

1 

37i 

3800 

1 

38 

1706 

3 

381 

805 

3 

39 

1650 

6 

391 

2180 

3 

40 

130 

2 

40i 

5879 

1 

40i 

230 

1 

41 

780 

4 

4U 

1491 

5 

42 

2295 

12 

m 

100 

1 

43 

515 

1 

43| 

180 

2 

44 

7052 

31 

45 

1825 

8 

45^ 

235 

1 

46 

585 

2 

46^ 

1300 

1 

46J 

150 

1 

471 

800 

3 

48 

11,250 

27 

48| 

90 

1 

49§ 

58 

1 

50 

170 

2 

51 

820 

2 

54,500 

128 

mal.  Of  these  concerns  34%  per  cent 
reduced  the  number  of  office  employees 
at  practically  the  same  ratio  as  the 
reduction  of  other  employees.  Office 
hours  were  not  changed  from  normal 
except  in  9  cases.  Eight  firms  were 
working  from  J^  to  8  hours  less  a  week 
and  one  was  working  6  hours  longer. 

The  distribution  of  office  employees 
according  to  hours  per  week  was  shown 
in  the  preceding  table. 

Variation  is  from  20  employees  at 
28  hours  for  one  concern  to  820  em- 
ployees at  51  hours  for  two  companies. 
Concentration  is  apparent  at  44  hours 
and  at  48  hours,  both  in  number  of 
employees  and  in  number  of  concerns. 
Forty-eight  hours  is  the  mode.  The 
employees  in  this  group  represent  al- 
most 21  per  cent  of  total  office  em- 
ployees. The  following  graph  shows 
the  distribution  of  employees  according 
to  hours. 

Concentrations  are  also  noticeable 
at  36,  40K,  and  at  51  hours.  The 
longer  hours  are  easily  in  favor.  Only 
10  concerns  were  working  overtime  in 
the  office.  It  is  worth  while  noting 
that  the  28-hour  company  worked  12 
hours  overtime  and  stated  40  hours  as 
preferable.  One  42-hour  firm  worked 
10  hours  overtime  and  preferred  a  48- 
hour  week.  A  44-hour  firm  worked  4 
hours  overtime  and  preferred  a  48- 
hour  week.  A  46j;^-hour  firm  worked 
one  hour  overtime  and  favored  473^ 
hours.  Other  overtime  was  slight  and 
insignificant,  such  as  H  of  an  hour. 
Two  companies,  affecting  1100  office 
employees  were  going  to  change  from 
41  to  46  and  from  44  to  47  hours  re- 
spectively. No  other  changes  were 
contemplated.  Besides  these  cases  of 
actual  change,  preferences  were  indi- 
cated. Eight  companies  were  in  favor 
of  slight  reductions  and  twelve  of  slight 
extensions  in  hours.  All  others  be- 
lieved their  present  schedules  best. 

Vacation   days   per   year   exclusive 
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Figure  1.     Chart  Showing  Hours  Per  Week  of  Office  Emplotees 


of  holidays,     Sunday.s,     etc.,     were 

grouped  as  follows: 

96  companies  for  12  daj's     (the  ordinary 

6  "          "     18     "          two  weeks) 

5  "          "     15     " 

B  "          "      6     " 

2  "          "     26     " 


2    companies  for  10  days     (the  ordinary 
11     "  two  weeks) 

24 
14 
13 

9 

8 
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Januarv 
19  2  2 

Twelve  days  is  overwhelmingly 
standard  practice.  The  range  is  from 
6  to  26.  In  some  cases  longer  vaca- 
tions were  granted  after  the  employee 
had  been  with  the  company  several 
years.  Six  firms  did  not  indicate  their 
vacation  period. 

Lost  time  through  absence  from 
work  per  week  per  employee,  other 
than  vacations  and  holidays  (i.e., 
absence  when  the  employee  was  sup- 
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4  to  -  5  hrs.   . 
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2  to  -  3  hrs. 


1  to  -  2  hrs. 


Less  than 
1  hour 


Figure  2.     Ch,\rt  Showing  Hours  Pek 
Employee  and  Peb  Cent  of  Re> 

CORDED    AbSE2*CE    PeR    WeEK 


posed  to  work)  was  as  given  in  Table  2 
(all  companies  had  not  kept  records) : 

Table  2.  Peh  Cent  of  Recorded  Ab- 
sence Per  Week  Per  Employee 


Time  Lost 

Per 

Cent 

Less  than  1  hr. 

24 

From  1  hr.  to,  but  not 

ncl.,  2  hrs. 

50 

"      2   "    ",    "      " 

"    ,  3     " 

11 

"      3    "    ",    "      " 

"    ,4    " 

3 

"      4    "    ",    "      " 

"    ,  5 

6 

"      5    "    " ,    "       " 

"    ,  6    " 

3 

"      6    "    ",    "      " 

"    ,7    " 

0 

((           r*f      (t        t<            tt            ti 
1                         , 

"    ,  8    " 

3 

The  record  of  lost  time  covers  22,202 
office  employees.  Cumulated  lost  time 
per  week  for  each  group  appears  as 
here  given: 

Table  3.  Number  of  Office  Employees 
AND  Lost  Time 


Time  Lost 

Number  of 
Employees 

Total  Hr. 
Lost 

Less  than  1  hr. 

1800 

1190 

1  hr.  to  2  hrs. 

18500 

20000 

2   "    "3     " 

1018 

2273 

3    "     "4     " 

150 

450 

4    "     "5     " 

34 

136 

5    "     "6     " 

600 

3000 

6    "     "7     " 

0 

0 

7    "     "8     " 

100 

750 

The  time  lost  totals  over  1,445,000 
hours  for  the  year  for  the  22,202  office 
employees.  If  one  were  to  consider  a 
working  year  to  be  300  daj's  of  8  hours 
each,  and  if  one  should  further  desire 
to  make  up  this  lost  time,  he  would 
have  to  keep  over  1200  men  busy  for 
a  year  to  do  it. 

Many  concerns  could  profitably 
study  in  some  detail  their  problem  of 
oflBce  employees. 


BASIC  PRINCIPLES  OF  SOUND  EMPLOYMENT 
PRACTICE 

BY  S.  R.  RECTANUS* 


THE  principles  of  sound  employ- 
ment practice  are  so  commonplace 
that  they  are  frequently  overlooked  in 
a  discussion  of  the  subject.  Only  a 
master  of  diction  can  find  new  and 
interesting  ways  of  reciting  age-old 
facts,  so  that  I  am  very  sure  that  my 
remarks  will  seem  hackneyed  and  trite. 
We  have  found  no  easy  or  novel  means 
of  inducing  men  to  work  together 
effectively  nor  have  we  discovered  a 
secret  road  to  happiness  and  fortune. 

I  am  not  prepared  to  give  a  scien- 
tific dissertation  of  the  fundamental 
laws  of  work  relationships,  but  I  can 
tell  some  of  the  experiences  which  we 
have  had,  can  state  some  conclusions 
which  we  have  reached  and  tested. 

After  all,  I  do  not  believe  that  there 
is  any  great  difference  of  opinion  re- 
garding the  principles  involved.  They 
are  the  principles  which  apply  with 
equal  force  to  all  hmnan  relationships. 
It  is  the  application,  the  actual  doing 
which  is  difficult  and  causes  misimder- 
standing. 

It  was  my  privilege  to  hear  an  execu- 
tive say  that  aU  the  rules  he  needed 
for  his  business  were  found  in  a  scrip- 
tural passage  that  reads: 

Thou  shall  love  the  Lord  thy  God — and 
thou  shalt  love  thy  neighbor  as  thyself. 

After  the  meeting  there  was  quite 
a  discussion  of  the  viewpoint.  All 
agreed  that  the  essential  truth  of  the 
adage  was  self-e\'ident.  Some  said  that 
the  statement  was  quite  adequate, 
others  that  it  was  vague,  up  in  the 
air,  not  definite  enough. 

*  Director  of  Employment,  The  American  Rolling 
Mill  Company,  Middletown,  Ohio. 


But  the  outburst  which  brought 
everybody  back  to  earth  with,  a  thud 
came  from  a  very  sincere  young  per- 
son who  declared  in  an  unexpected 
moment  of  frankness: 

I  love  my  neighbors,  as  myself;  I  take  a 
keen  interest  in  their  welfare.  How  happy 
they  could  be  if  they  could  only  repay  my 
love,  by  doing  as  I  tell  them! 

Men  and  women  who  work,  who 
play,  who  live  and  love  and  suffer  to- 
gether want  a  square  deal — a  fair 
shake.  That  is  all.  But  your  square 
deal  is  what  you  consider  fair.  You 
are  satisfied  with  what  you  consider 
just.  The  decision  of  an  expert  does 
not  necessarily  meet  with  your  ap- 
proval. Independent,  freeborn  Ameri- 
cans reserve  the  right  to  make  up  their 
minds  for  themselves.  And  the  em- 
ployment expert  who  imposes  his 
opinion  on  his  clients  is  near  the  end 
of  his  usefulness. 

Modesty,  my  friends,  is  a  rare  virtue 
and  an  humble  spirit  seldom  accom- 
panies authority.  The  employment 
department  as  we  view  it  is  a  purely 
service  department.  At  om*  own  re- 
quest we  have  been  relieved  of  all 
authority,  although  our  responsibility 
may  have  been  increased.  That  may 
be  contrary  to  the  generally  accepted 
opinion,  but  we  do  not  believe  that  any 
service  department  is  entitled  to  en- 
force its  opinions,  any  more  than  it  is 
entitled  to  enforce  co-operation.  If 
your  advice  is  good,  it  will  be  accepted. 
In  other  words,  we  have  simply  safe- 
guarded ourselves  by  making  sure  that 
we  would  be  warned  in  time,  whenever 
we  commenced  to  assume  the  profes- 
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sional  attitude  and  cease  being  prac- 
tical. By  the  very  fact  that  we  are 
speciaHzing  we  are  hable  gradually  to 
believe  that  a  thing  is  true  because  we 
think  it. 

The  employment  of  assistants  is 
certainly  a  function  of  management. 
Most  organizations  are  created  to  do  a 
certain  thing.  In  fact  the  corporation 
laws  of  all  the  states  with  which  I  am 
familiar  require  that  the  purpose  of 
corporations  be  specifically  stated  in 
the  charter.  Successful  organizations 
usually  stick  to  the  main  idea.  They 
set  out  to  do  a  thing  and  they  do  it. 

All  of  the  other  necessary  adjuncts 
to  the  undertaking  must  be  subordin- 
ate to  the  big  idea.  The  manufac- 
turer, the  merchant,  the  banker  can 
hire  men  and  women  successfully,  but 
realizing  that  his  attention  is  liable  to 
become  centered  on  the  commercial  or 
the  mechanical  phases  of  the  busi- 
ness, he  has  chosen  to  add  to  his  super- 
numeraries a  group  of  people  whose 
principal  interest  shall  be  human 
beings.  He  gives  some  small  group 
the  chance  to  read  the  signals  and  an- 
nomice  the  course  and  the  first  thing 
you  know  they  want  to  take  over  the 
wheel. 

The  American  Rolling  Mill  Company 
was  organized  to  provide  a  high-class  per- 
manently profitable  investment  through 
the  manufacture  of  such  special  grades  of 
iron  and  steel  as  would  be  required  in  the 
fabrication  of  high-grade  finished  products. 

To  secure  such  a  result  in  the  largest 
mea-sure,  its  organizers  believed  that  it 
would  be  necessary  to  adopt  and  to  practice 
such  policies  as  would  bring  about  a  condi- 
tion of  mutual  confidence  and  create  a 
spirit  of  sympathy  and  of  real  co-operation 
between  the  members  of  its  working  organi- 
zation, its  customers,  its  stockholders,  and 
the  citizens  of  the  communities  in  which 
its  plants  would  be  located. 

That,  ladies  and  gentlemen,  is  the 
statement  of  our  president,  Mr.  George 


M.  Verity,  who  founded  the  organiza- 
tion 22  years  ago. 

Our  vice-president  who  is  the  gen- 
eral manager,  is  also  the  head  of  our 
personal    service    division.     The    ac- 
ceptance of  the  authority  of  leadership 
carries  with  it  the  responsibility  for 
direction.     Of  course,  management  is 
responsible  for  industry  and  for  every- 
thing that  happens  in  industry  just  as 
the  captain  is  responsible  for  his  ship. 
Our    management    has    acknowledged 
its  responsibility.     Our  general  man- 
ager has  in  his  employ  the  men  whom 
he  wants,   so  has  the  general  super- 
intendent and  the  sales  manager  and 
the    treasurer    and    each    department 
head.     They   are   responsible  for  the 
results.     How  can  they  elicit  co-opera- 
tion from  helpers  whom  they  do  not 
want,  men  who  were  hired  for  them? 
Our    employment    department    can 
relieve  the  department  head  of  a  great 
burden  by  finding  acceptable  men  for 
liim   when    men    are    scarce.     It    can 
help  him  find  out  what  kind  of  men  he 
needs,  how  to  handle  his  men,  how  to 
relieve  incompetents.     It  can  conduct 
preliminary  negotiations,   arrange  for 
interviews,     search     references,     keep 
records  and  assume  much  of  the  bur- 
densome detail.     It  can  even  make  the 
final  arrangements  and  really  hire  the 
man,   subject,   of  course,   to  reversal. 
But   the   employment   department   in 
our  company  cannot  relieve  any  divi- 
sion manager  or  department  superin- 
tendent or  foreman  of  the  responsi- 
bility of  having  the  right  kind  of  men 
in  his  department. 

We  believe  that  the  interests  of  the 
management  and  the  interests  of  the 
men  are  mutual.  In  other  words, 
what  is  best  for  the  man  is  best  for  the 
company,  and  what  is  best  for  the 
company  is  best  for  the  man.  ^\^^en 
there  is  a  job  to  be  filled  we  are  inter- 
ested in  helping  find  the  best  man  for 
it,  but  at  the  same  time  we  are  just  as 
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anxious  to  find  the  best  job  possible 
for  every  man  in  our  employ.  Em- 
ployment as  we  understand  it  means 
work.  As  Bert  Williams  would  say, 
"Somebody  must  work — somebody 
else,  not  me."  We  need  results — work 
without  accomplishment  is  futile. 
Production  per  man  is  to  us  the  im- 
portant consideration.  Now  an  organ- 
ization has  individuality  and  charac- 
teristics which  are  different  from  those 
of  any  man  in  the  group.  The  team 
makes  progress  if  its  members  do, 
collectively  and  individually.  Our  job 
is  to  help  men  be  happy  on  happy  jobs. 
The  team  changes  every  day — each 
member  of  the  team  is  a  httle  different 
every  day.  Some  adjectives  which 
describe  machinery  may  also  describe 
an  organization  but  an  organization  is 
not  like  a  machine.  A  machine  will 
stay  put  but  a  group  of  working  people 
is  alive. 

The  Principles  of  Engineering  are 
not  applicable  to  employment  man- 
agement, since  Engineering  is  "the 
art  and  science  by  which  the  mechani- 
cal properties  of  matter  are  made  use- 
ful to  man  in  structure  and  machine." 
True,  we  can  use  the  Principles  of 
Engineering  in  our  business,  but  we 
are  not  discussing  the  mechanical 
properties  of  matter,  we  are  dealing 
with  the  human  qualities  of  men.  If 
we  remember  that  the  interests  of  the 
men  and  the  company  are  identical  we 
can  always  determine  how  to  act  in 
any  given  circumstance.  Not  by 
compromise,  not  by  backing  and  fill- 
ing, but  by  a  definite  action  which 
satisfies  the  wants  of  the  man  and  the 
wants  of  the  company. 

Recruiting,  placement,  transfer, 
promotion,  separation  in  the  sense 
that  we  use  them  are  in  practice  an 
application  of  that  principle. 

We  do  not  try  to  reduce  our  em- 
ployees to  fixed  known  quantities 
which  can  be  moved  like  chess  men  on 


a  board.  We  would  not  want  to  if  we 
could.  We  give  every  man  a  physical 
examination,  we  find  out  as  much 
about  him  as  we  can.  For  some  kinds 
of  work  mental  tests  are  used,  but  we 
realize  that  you  cannot  measure  the 
spirit  of  a  man  with  any  device  that 
has  yet  been  invented.  Our  respon- 
sible positions  and  better-paid  jobs 
are  filled  by  promotion.  This  means, 
of  course,  that  the  majority  of  men 
whom  we  hire  are  young  and  inex- 
perienced. It  also  means  that  we 
have  time  to  get  acquainted  with  a 
man  before  he  rises  to  a  very  important 
place.  Fortunately  we  have  been 
able  to  bring  in  enough  men  into  re- 
sponsible positions  to  gain  the  advan- 
tage of  fresh  viewpoints  and  to  avoid 
the  results  of  stagnation.  But  as  a 
general  rule  Armco  men  have  a  chance 
to  win  their  spurs  at  home. 

Spirit  is  the  dominating  force  in  the 
human  being,  as  is  demonstrated  by 
the  fact  that  all  the  great  accomplish- 
ments of  the  world  have  been  secured 
under  the  driving  power  of  spiritual 
force.  Fortunately  you  do  not  have 
to  measure  the  spirit  of  a  man  arti- 
ficially. Just  give  it  an  opportunity 
and  it  will  exert  itself.  Do  not  mis- 
understand me.  I  am  not  advocating 
that  we  throw  men  into  the  water  to 
let  them  sink  or  swim.  Of  course  we 
need  training  and  experience — guid- 
ance and  counsel.  But  you  know  that 
without  spirit,  man  is  a  clod.  Every- 
one of  us  has  probably  tried  to  help 
that  most  pitiable  man,  the  one  who 
has  tried  to  succeed  and  feels  himself 
a  failure.  He  is  honest,  diligent, 
obedient,  truthful,  a  very  model  of 
virtue.  He  has  studied  special  courses 
to  fit  himself  for  a  better  job  and  has 
done  everything  required  of  him  cheer- 
fully and  willingly,  worked  overtime 
and  tried  to  please  his  superior.  Now 
there  is  a  better  job  open  which  he 
knows  he  is  entitled  to  by  every  right. 
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and  a  man  younger  in  the  organiza- 
tion is  to  have  it.  Have  you  ever 
been  able  to  help  the  man  who  has  all 
the  requirements  except  one?  That 
necessary  attribute  which  would  put 
him  over  the  top. 

Planning  our  work  as  we  go  and 
following  definite  business  policies 
based  on  soimd  and  tested  principles, 
we  require  our  activities  to  pay.  That 
is  our  test  of  accompUshment.  Is  the 
value  of  the  result  greater  than  the 
cost  of  the  eflFort  required  to  secure  it? 
Now,  I  do  not  mean  that  everj'  single 
thing  we  do  must  pay  in  money  or 
goods  or  satisfaction  but  it  must  pay 
in  the  currency  of  the  activity.  We  do 
not  accuse  KipUng  of  being  materialis- 
tic when  he  says; 

"When  the  Earth's  last  picture  is  painted 

and  the  tubes  are  twisted  and  dried 
When  the  oldest  colors  are  faded,  and  the 

youngest  critic  has  died. 
We  shall  rest,  and,  faith  we  shall  need  it — 

lie  down  for  an  aeon  or  two. 
Till  the  Master  of  all  good  workmen  shall 

put  us  to  work  anew. 

"And  those  that  were  good  shall  be  happy; 

they  shall  sit  in  a  golden  chair; 
They  shall  splash  at  a  ten  league  canvas 

with  brushes  of  comet's  hair; 
They  shall  find  real  saints  to  draw  from — 

Magdalene,  Peter  and  Paul ; 
They  shall  work  for  an  age  at  a  sitting 

and  never  be  tired  at  all ! 

"And  only  the  Master  shall  praise  us,  and 

only  the  Master  shall  blame; 
And  no  one  shall  work  for  money,  and  no 

one  shall  work  for  fame. 
But  each  for  the  joy  of  the  working,  and 

each,  in  his  separate  star. 
Shall  draw  the  Thing  as  he  sees  it  for  the 

God  of  Things  as  They  are!" 

Neither  do  we  think  that  Kipling 
was  urging  us  to  work  for  nothing  or 
to  pay  our  employees  a  low  wage  for 
exceptional  service.  But  we  do  be- 
lieve  that  spirit  and  enthusiasm  are 


necessary  in  an  organization,  just  as 
we  beheve  that  a  young  man  has 
greater  opportunities  now  than  he 
ever  had  before.  Just  as  we  beheve 
that  working  people  are  happier  and 
get  more  out  of  life  now  in  our  large 
organizations  than  ever  before. 

We  hear  all  our  troubles  blamed 
onto  the  fact  that  men  now  work  to- 
gether in  large  groups  where  Master 
and  Man  cannot  know  each  other 
intimatelj'.  In  the  days  of  the  guilds 
the  master  and  the  joumejTnen  and 
the  apprentice  worked  and  lived  to- 
gether. No  wonder  the  apprentices 
frequently  revolted  and  the  journey- 
men were  always  on  the  move.  You 
not  only  had  to  do  the  work  the  way 
the  master  wanted  it  done,  but  you 
also  had  to  eat  the  food  and  wear  the 
clothes  and  sleep  in  the  bed  which  he 
provided.  In  other  words,  your  life, 
was  dominated  for  24  hours  a  day. 

If  the  working  arrangement  which 
resembles  a  small  happy  family  is  the 
wonderful  condition  which  is  claimed 
for  it,  why  are  the  boys  leaving  the 
farm  and  the  girls  refusing  domestic 
service?  On  each  case  you  have  a 
small  group  where  the  employer  and 
the  employee  come  in  close  personal 
relationship  daily  and  know  each  other 
well,  maybe  too  well.  The  farmer  and 
the  housekeeper  have  more  trouble 
getting  and  keeping  help  than  anyone. 

In  a  large  organization  men  work  in 
small  groups  under  a  leader.  If  the 
employers  are  good,  conditions  are 
good.  The  human  relationships — the 
intimate  contact  is  there.  Through 
specialization  and  the  realization  that 
man-power  is  most  important,  condi- 
tions in  our  factories  and  mills  are  by 
and  large  better  than  ever  before  and 
getting  better  all  the  time.  Any  form 
of  oppression  has  in  it  the  seeds  of  its 
own  destruction  and  only  those  who 
adapt  themselves  to  changing  condi- 
tions survive  and  develop. 
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BUSINESS  is  usually  thought  of  as 
an  art.  It  is  closely  related  to 
the  sciences  of  economics,  engineering, 
and  others;  but  in  business  the  per- 
sonal equation  is  so  important,  and  the 
facts  dealt  with  are  so  multitudinous 
and  changing,  that  httle  progress  has 
been  made  toward  formulating  laws. 
Probably  art  will  always  remain  an 
important  element  in  business,  but  it 
is  equally  probable  that  an  increasing 
element  of  science  wiU  be  introduced 
as  a  result  of  the  combined  efforts  of 
the  government,  the  business  statis- 
ticians, and  the  bureaus  of  business 
research  both  inside  and  outside  of 
business  organizations.^ 

Science  has  been  called  "classified 
knowledge."  In  order  to  put  business 
on  a  scientific  basis  we  may  therefore 
say  that  we  require,  first,  more  knowl- 
edge, and,  second,  a  better  classifica- 
tion of  that  knowledge.  From  a 
practical  point  of  view,  the  knowledge 
that  is  required  may  be  put  under  two 
great  heads — the  manufacturing  and 
extractive  process,  and  marketing. 

Under  the  head  of  the  manufactur- 
ing process  much  progress  has  been 
made  by  the  engineering  profession  in 
developing  the  science  of  manufactur- 
ing technique  and  labor  performance. 
There  remains,  however,  much  to  be 
done  in  this  field  and  also  in  the  field 
of  cost.  Even  today  there  are  whole 
industries  in  which  hardly  a  firm 
knows  with  any  degree  of  accuracy 
what  it  costs  to  produce  any  one  of  its 
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products  or  how  much  of  the  total  cost 
is  chargeable  to  any  one  department. 
For  example,  the  ^Titer  recently  found 
that  in  the  milk  distributing  business 
a  large  part  of  the  dealers  have  an 
item  of  shrinkage  and  loss  running 
from  5  per  cent  to  10  per  cent,  which 
they  are  almost  entirely  unable  to 
explain  or  account  for,  as  it  includes 
such  items  as  free  milk  given  to  em- 
ployees, skimmed  milk  dumped,  as 
well  as  various  forms  of  spillage, 
leakage,  and  evaporation.  In  the 
cotton  manufacturing  business  it  is 
doubtful  if  one  company  in  twenty 
can  tell  what  it  costs  to  produce  any 
particular  fabric. 

For  months  men  have  marveled  at 
the  sudden  ups  and  downs  of  the  oil 
stock  known  as  "Mexican  Pete,"  and 
much  money  has  been  won  and  lost 
thereby.  Yet  all  that  is  needed  is  a 
little  knowledge,  namely,  what  are  the 
settled  production  and  the  prospective 
oil  producing  reserves  of  the  company, 
and  the  probable  life  of  wells  in  its 
field.  ^\'ho  knows  these  things? 
Why?  (Ignorance  and  speculative 
manipulation  wink  at  one  another,  at 
the  lack  of  an  answer.) 

Marketing  will  never  be  scientific 
until  we  know  more  about  the  facts  of 
demand  and  supply.  It  is  easily  pos- 
sible to  know  for  each  industry  the  fol- 
lowing factors  affecting  demand:  Pur- 
chasing power  of  consumers,  taste  of 
consumers,  indicated  consumption,  and 
the  facts  as  to  quantity  sold  in  each 
market.  We  could  soon  come  to  know 
how  the  demand  would  act  with  an  in- 
crease in  supply  if  records  were  kept 
systematically  to  .show  the  "elasticity" 
of  demand  and  the  action  of  substi- 
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tutes.  On  the  supply  side,  it  would  be 
eiisily  possible  to  know  for  each  indus- 
try the  production,  the  capacity,  and 
the  stocks.  The  rubber  tire  business 
has  gone  through  a  most  disastrous 
year  on  account  of  overproduction  and 
excessive  stocks,  all  of  which  might 
have  been  avoided  had  there  been 
knowledge  of  those  stocks.  In  some 
industries  these  things  are  fairly  well 
known  and  considerable  progress  has 
been  made  toward  making  it  possible  to 
proceed  on  a  scientific  basis.  A  census 
of  marketing  is  as  much  needed  as  is  the 
census  of  manufactures,  and  the  time 
^\-ill  come  when  we  will  know  the  vol- 
ume of  business  in  each  locality  by  com- 
modities, and  perhaps  separately  for 
the  different  channels  of  distribution. 
This  will  give  the  knowledge  needed 
for  lajang  a  scientific  basis. 

But  even  where  we  find  the  most 
knowledge  already  available  there  is  as 
yet  but  little  attempt  to  classify  that 
knowledge  so  as  to  make  it  truly  scien- 
tific. Not  only  do  we  need  more  knowl- 
edge of  each  business,  but  we  need  to 
classify  that  knowledge  with  intelli- 
gent purpose,  so  that  fundamental 
causes  can  be  discovered.  In  this  way 
there  is  hope  of  eliminating  risk  and 
developing  principles  or  laws  of  busi- 
ness. It  is  all  too  common  in  business 
to  work  by  "rule  of  thumb"  and  each 
business  man  develops  his  own  rule 
based  on  his  own  limited  experience, 
instead  of  proceeding  on  the  basis  of 
principles  that  have  a  general  validity. 

II 

^Tiat  we  need  is  "standards." 
There  is  one  and  only  one  best  way  to 
proceed  under  any  given  set  of  condi- 
tions and  this  best  way  should  be  de- 
veloped and  become  the  standard.  In 
the  field  of  marketing  progress  has  been 
made  toward  developing  the  use  of 
standard  grades  and  standard  contain- 


ers. With  the  adoption  of  the  best 
method  of  grading  wheat  and  cotton 
as  a  standard,  great  economies  have 
been  introduced  and  much  risk  elimi- 
nated. The  same  may  be  said  of 
standard  crates,  boxes,  etc.  Much  the 
same  method  is  required  in  dealing  with 
industrial  "performance"  and  with 
expense.  Industry  greatly  needs  fur- 
ther work  to  determine  a  standard  of 
performance  in  each  function.  Some- 
thing has  been  done  in  this  field  in  the 
case  of  manufacturing  labor,  but  the 
work  is  after  all  only  a  beginning. 
When  the  business  man  can  know  for 
each  job,  both  in  manufacturing  and 
in  marketing,  what  a  good  man  should 
turn  out,  what  should  be  expected  from 
each  machine  and  from  each  square 
foot  of  floor  space,  and  what  pulling 
power  will  be  exercised  by  each  dollar's 
worth  of  advertising,  then  he  will  be  in  a 
position  to  conduct  his  business  on  the 
basis  of  standards,  which  will  insure  the 
largest  returns  for  himself  and  the  best 
performance  in  the  way  of  economy  and 
volume  of  production  from  a  social 
point  of  view. 

The  idea  of  classifying  knowledge 
and  developing  standards  is  applicable 
to  expense.  In  each  industry  there 
should  be  a  standard  expense  per  unit 
of  each  item  of  output.  This  standard 
would  be  relative  to  the  cost  of  raw  ma- 
terials, fuel,  and  labor,  but  it  would  be 
applicable  to  any  given  set  of  operating 
conditions.  There  should  be  a  stand- 
ard in  each  industry  for  expense  by  de- 
partments. These  things  apply  not 
only  to  manufacturers  but  to  mer- 
chants. If  we  had  such  standards  the 
dealers  in  groceries,  hardware,  and 
shoes  would  not  only  know  what  is 
going  on  in  the  respective  departments 
of  their  business,  but  would  be  able  to 
judge  in  a  scientific  way  the  relative 
costs  of  their  salesmen,  warehouses, 
clerks,  and  delivery. 

One  of  the  most  important  fields  for 
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standardization  lies  in  the  jungle  of 
myriad  styles  and  sizes  manufactured 
and  marketed.  The  present  situation 
results  in  wastefully  large  inventories 
of  raw  material  and  finished  goods,  and 
in  slower  turnover.  By  a  scientific 
study  of  markets,  the  number  of  styles 
might  be  cut  in  half  without  any  ma- 
terial loss  of  business.  It  is  said  that 
prior  to  the  war  a  manufacturer  of 
pocket-knives  was  producing  over  6000 
different  styles,  while  now  the  wants  of 
the  consumer  are  being  met  by  129 
patterns!  This  both  reduces  cost  and 
minimizes  risk. 

Still  another  field  of  standardization 
lies  in  trade  terms.  For  example,  the 
New  York  University  Bureau  of  Busi- 
ness Research  is  now  making  a  study 
designed  to  develop  a  standard  use  of 
trade  terms  and  names  in  the  textile 
industry,  in  which  industry  economic 
confusion  exists  with  regard  to  such 
basic  terms  as  satin  and  flannel,  and  in 
the  use  of  trade  names  to  designate 
different  makes  of  silk,  woolen,  and 
linen  fabrics.  In  these  days  of  the 
"one  price  system"  and  "sale  by  de- 
scription" it  is  surely  an  anachronism 
to  find  a  business  in  which  each  pur- 
chaser must  be  able  to  detect  cotton  in 
fabrics  that  are  called  wool  and  silk,  or 
must  be  familiar  with  scores  of  fabrics 
whose  trade  names  would,  without  such 
familiarity,  be  misleading,  and  it  slows 
up  business,  resulting  in  fewer  turn- 
overs. 

Standardization  is  also  required  in 
business  methods,  such  as  trade  dis- 
coimts. 

By  classification  of  business  knowl- 
edge designed  to  increase  foresight, 
risk  may  be  minimized.  Science  is 
the  opposite  of  chance.  The  ignorant 
man  is  always  taking  chances,  and 
much  of  the  extremely  speculative 
character  that  attaches  to  some  busi- 
nesses is  due  to  lack  of  knowledge  of 
conditions  or  to  lack  of  scientific  classi- 


fication of  such  knowledge  as  there  is. 
The  risks  of  business  are  due  partly 
to  the  changes  or  fluctuations  that  are 
inherent  in  the  industrial  world  as  now 
organized,  and  partly  to  ignorance. 
The  changes  which  cause  risk  may  be 
summed  up  as: 

1.  Those  directly  affecting  price. 

2.  Those  affecting  demand. 

3.  Those  affecting  supply. 

Prices  are  subject  to  several  kinds  of 
change.  There  is  a  long  swing  or 
cycle  through  which  the  industrial 
world  passes  and  which  in  different 
degrees  affects  each  industry.  As 
these  changes  take  years  to  complete 
they  can  be  more  clearly  foreseen  than 
others,  and  we  now  have  considerable 
classified  knowledge  on  the  subject. 
Then  there  are  the  seasonal  changes 
which  affect  industries  in  a  very  differ- 
ent way  according  to  the  character  of 
the  market.  In  many  cases  we  now 
have  suflBciently  long  series  of  monthly 
data  to  be  able  to  know  what  the  nor- 
mal seasonal  variation  is,  and  this 
enables  us  to  eliminate  a  part  of  the 
guess-work  and  to  detect  tendencies 
that  are  abnormal.  Finally,  there  are 
the  changes  which  arise  from  the  pe- 
culiar circumstances  which  affect  each 
particular  product,  such  as  obso- 
lescence and  new  inventions,  labor  dis- 
turbances, and  political  action.  If  it 
were  possible  to  foresee  such  changes 
provision  could  be  made  for  them  and 
much  hardship  and  loss  would  be 
prevented. 

As  a  step  to  securing  the  kind  of 
knowledge  required  to  minimize  loss 
from  price  changes  a  classification  of 
our  knowledge  concerning  the  forces  of 
supply  and  demand  is  necessary. 
These  differ  in  each  industry  and  per- 
haps in  each  locality.  The  economist 
has  much  to  contribute  here  in  the  way 
of  showing  tchat  factors  are  involved, 
but  chiefly  we  must  rely  upon  the  stat- 
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istician  and  upon  the  expert  in  business 
research  to  develop  this  almost  virgin 
field. 

Under  the  head  of  demand  it  will  be 
possible  some  day  to  rely  upon  an  ac- 
curate statistical  index  of  the  pur- 
chasing power  of  consumers.  The 
consumer  may  be  the  individual  or  the 
manufacturing  concern.  The  market 
may  be  localized  in  a  single  state  or 
may  be  world-wide.  In  any  case  it  is 
possible  to  ascertain  the  condition  of 
that  market  for  any  product  by  a  study 
of  the  data  bearing  directly  upon  pur- 
chasing power.  Some  day,  too,  data 
will  be  available  that  will  enable  us  to 
know  approximately  what  the  effect  on 
price  will  be  when  larger  or  smaller 
quantities  of  a  commodity  are  put  on 
the  market.  More  complete  data  con- 
cerning the  whole  combined  market  for 
a  product  and  its  substitutes  will  throw 
important  light  on  demand. 

Already  important  progress  has  been 
made  toward  gaining  foresight  and 
eliminating  risk  in  the  way  of  figures 
on  supply.  To  be  complete  such  data 
must  include  an  accurate  knowledge  of 
stocks,  production,  imports,  and  ex- 
ports. It  will  then  be  possible  to  com- 
pute the  indicated  consumption  and  to 
balance  the  figures.  When  such  data 
are  available,  and  in  addition  costs  and 
capacity  are  known  so  that  the  future 
supply  can  be  gauged,  the  risk  of  mis- 
judging supply  wall  be  reduced  to  a 


minimum. 


Ill 


The  foregoing  brief  statement  of 
what  is  required  to  put  business  on  a 
scientific  basis  is  almost  an  exact  indi- 
cation of  the  efforts  that  are  now  being 
put  forth  by  university  bureaus  of  busi- 
ness research.  The  university  bureau 
of  business  research  has  been  called  into 
existence  in  an  attempt  to  discover  the 
laws  of  business,  and  to  that  end  it  is 
busy  accumulating  business  data  and 


classifying  such  data  so  as  to  trace  re- 
lations between  cause  and  effect. 
^Miat  the  university  bureau  of  business 
research  is  doing,  then,  should  be  of 
great  practical  interest  to  the  business 
man. 

The  first  organization  of  this  kind 
was  the  Harvard  Bureau  of  Business 
Research.  That  bureau  has  directed 
its  chief  attention  to  the  accounting 
field  and  has  developed  accounting 
systems  for  both  wholesalers  and  re- 
tailers of  groceries  and  of  shoes,  and 
for  retail  jewelry  stores.  In  the  grocery 
business,  for  example,  the  Harvard 
Bureau  in  1920  received  reports  in 
accord  with  its  standard  accounting 
system  from  322  jobbers,  which  is  ap- 
proximately 8  per  cent  of  the  total  in 
the  country.  One  wholesale  grocer 
has  informed  the  wTiter  that  some  of 
the  jobbers  have  changed  their  systems 
of  accounting  as  to  a  few  of  the  items, 
and  that  a  smaller  number  have  adopted 
the  Harvard  system  entirely.  He 
says  that  the  greatest  value  of  the  work 
is  that  it  affords  a  standard  of  com- 
parison. Certain  departments  that 
are  being  neglected  by  the  wholesaler 
are  indicated  by  their  showing  an  un- 
duly low  percentage  of  expense  in  com- 
parison with  the  standard,  while  other 
departments  are  shown  to  be  not  func- 
tioning properly  by  an  imduly  large 
percentage  of  expense.  A  retail  grocer, 
who  was  losing  money  and  was  not 
able  to  locate  the  loss,  finally  found  it 
in  his  delivery  expense,  which  was  sub- 
stantially out  of  line  with  the  standard 
shown  by  the  Harvard  data. 

The  secretary  of  the  Wholesale  Shoe- 
dealers  Association  states  that  some- 
what less  than  25  per  cent  of  the  trade 
are  using  the  Harvard  accoimting 
schedule.  The  association,  however, 
has  adopted  a  simplified  form  of 
schedule,  and  it  is  stated  that  this  is  in 
use  by  64  per  cent  of  the  jobbers  of  the 
West ;  40  per  cent  of  those  in  New  York, 
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Pennsylvania,  and  Ohio;  and  by  a  very 
few  in  New  England  and  the  South. 
One  shoe  retailer  found  that  the  reason 
for  his  unsatisfactory  financial  results 
was  that  his  expenseior  sales  force  was 
too  high  as  compared  with  the  average 
shown  by  the  Harvard  figures.  Also 
his  average  sales  per  salesman  were  too 
low.  Another  practical  effect  has  ap- 
peared in  the  use  made  of  the  Harvard 
results  by  the  manufacturer  and  at  least 
one  shoe  manufacturer  now  insists  upon 
all  retailers  adopting  the  standard  ac- 
counting system  as  a  condition  prior  to 
granting  them  credit. 

Northwestern  University  also  has  a 
Bureau  of  Business  Research  which 
has  made  comprehensive  surveys  in  the 
book  and  job  printing  and  in  the  retail 
clothing  industries.  Its  survey  for  the 
Retail  Clothiers'  Association  is  a  no- 
table piece  of  work  which  will  have 
great  practical  value  to  merchants  not 
only  in  that  trade  but  also  in  others. 
The  heart  of  this  investigation  lies  in 
the  analysis  of  expense.  It  affords 
valuable  standards  of  comparison 
showing  the  ratio  of  sales  expense, 
general  expense,  and  advertising  ex- 
pense per  $100  of  total  net  sales. 
From  such  a  survey,  under  given  con- 
ditions as  to  location  and  volume  of 
business,  the  merchant  can  judge  what 
various  items  of  expense  should  be.  It 
gives  him  standards. 

This  survey  also  indicates  how  im- 
portant business  laws  may  be  developed. 
For  example,  it  may  now  be  stated  with 
definiteness  that  in  the  retail  clothing 
store  the  average  expenditure  for  rent 
per  $100  of  sales  decreases  as  the  size 
of  the  business  increases,  while  the 
expenditure  for  wages  and  salaries  per 
$100  of  sales  increases  with  the  size  of 
the  business. 

IV 

Perhaps  the  most  important  work 
undertaken  by  the  New  York  Univer- 


sity Bureau  has  been  the  preparation 
of  a  trade  barometer  for  the  wholesale 
grocers  of  New  York  State.  A  mo- 
ment's reflection  shows  that  such  work 
may  be  epoch-making.  Trade  barom- 
eters for  a  nation  we  have  in  plenty, 
though  mostly  they  are  bad  both  in 
principle  and  in  method.  Extensive 
studies  have  been  made  of  the  great 
cycles  of  the  industrial  progress  as  they 
occur  in  the  world's  industry.  But 
these  studies  are  after  all  rather  remote 
from  the  field  occupied  by  the  particu- 
lar manufacturer  or  dealer  in  a  particu- 
lar section  of  the  country.  The  various 
industries  do  not  all  "deflate"  at  the 
same  time,  as,  for  example,  the  tele- 
phone business  did  not  find  it  necessary 
to  deflate  at  all,  while  the  petroleum  in- 
dustry was  the  last  to  be  affected  by 
the  industrial  depression  of  1920-21. 
Also  the  different  sections  of  the  coun- 
try are  unequally  effected,  and  the 
Pacific  Coast  has  been  enjoying  relative 
prosperity  while  the  Middle  West  has 
been  prostrated.  Thus  it  is  high  time 
that  business  research  should  bring 
statistical  knowledge  and  economic 
analysis  to  bear  upon  the  problems 
of  a  definite  trade  and  geographical 
location. 

A  copy  of  the  first  working  model  of 
the  bureau's  trade  barometer  which 
accompanies,  reveals  in  part  the  scope 
of  the  work.  With  this  information 
before  him  the  dealer  can  see  at  a 
glance  the  course  of  the  monthly  sales 
in  his  business  and  he  can  observe  the 
course  of  the  price  of  his  product  and 
the  physical  volume  of  his  business. 
On  the  demand  side  there  is  shown  a 
curve  indicating  the  purchasing  power 
of  the  consumers  in  his  section  of  the 
country,  which  can  readily  be  com- 
pared with  his  price  curve.  Finally, 
the  judgment  of  the  bureau  concerning 
the  condition  of  the  trade  is  shown  by 
the  height  of  the  barometer  bars  that 
appear  at  the  bottom  of  the  diagram. 
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In  forming  its  judgment,  consideration  the  causes  that  aflFect  the  particular 

is  given  not  only  to  the  sales  and  price  trade  and  location, 

data,  but  to  an  index  of  the  physical  It  is  interesting  to  note  that  while 

volume  of  trade  in  the  particular  sec-  grocery  prices  are  changing  and  tend- 

tion.     The  whole  is  based  on  a  study  of  ing  downward,  the  purchasing  power 
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of  consumers  (and  quantity  demanded 
at  lower  prices)  has  so  increased  that 
the  physical  turnover  is  growing  and 
average  daily  sales  showed  a  satisfactory 
volume  in  September  and  October. 

Each  industry  has  its  own  peculiari- 
ties which  must  be  carefully  studied  to 
get  the  basis  for  forecasts  that  wiU  be 
acciu-ate  for  it.  "New  building"  may 
have  little  significance  for  the  oil  in- 
dustry, and  crop  conditions  may  not 
concern  copper  producers.  To  make  a 
fundamental  forecast  for  the  copper 
industry  would  be  much  simpler  than 
for  the  petroleum  industry,  because  the 
latter  depends  upon  the  sale  of  a  group 
of  joint  products,  partly  to  industries 
and  partly  to  consumers,  and  on  the 
supply  side  it  is  more  imcertain  as  to 
cost  and  output.  The  way  to  proceed 
is  to  find  out  where  the  demand  lies  and 
get  the  data  that  indicate  its  trend,  to 
get  the  supply  data,  including  cost,  and 
to  ascertain  turnover  or  physical  vol- 
ume upon  the  margin  between  cost  and 
price.  On  the  turnover  depends  the 
profit;  and  it  is  profit  that  interests  the 
business  man. 

Demand  and  supply  determine  price 
under  competition,  and  it  is  only  by 
forecasting  these  forces  that  prices 
can  be  forecast.  Profit  depends  on 
the  margin  between  cost  and  price, 
consequently  when  price  has  been  fore- 
cast, the  chief  variable  items  of  cost 
must  be  forecast  if  the  future  earnings 
are  to  be  predicted.  On  the  basis  of 
these  factors  index  numbers  could  be 
computed  that  woidd  accurately  show 
the  trend  of  the  business  and  forecast 
the  immediate  future.  Such  an  indi- 
cator and  forecast  would  be  accurate 
because  based  on  causal  conditions. 
Bank  clearings  and  stock  quotations 
have  their  meaning,  but  not  a  very 
precise  or  definite  one. 

The  possibility  of  developing  such 
analysis  is  without  limit,  and  in  the 
writer's  judgment  holds  out  the  great- 


est hope  that  business  may  become  less 
of  an  art  and  more  of  a  science. 

The  work  of  the  Harvard  committee 
on  economic  research  affords  a  further 
illustration  of  scientific  attempt  to  in- 
crease business  foresight  by  minimizing 
risks  due  to  uncertainty.  The  service 
of  the  Harvard  bureau  is  subscribed 
for  by  hundreds  of  business  men  and 
the  writer  is  advised  that  the  percent- 
age of  renewal  of  subscriptions  averages 
over  60  per  cent,  which  is  an  excellent 
demonstration  of  the  value  of  the  work 
in  view  of  the  present  hard  times. 

It  should  be  remembered  that  none 
of  the  work  referred  to  is  done  in  a  com- 
mercial spirit.  University  bureaus  are 
unbiased  and  seek  the  whole  truth  and 
nothing  but  the  truth.  The  idea 
actuating  both  the  New  York  Univer- 
sity and  Harvard  bureaus  in  putting 
out  their  statistical  analyses  of  trade, 
has  been  that  of  proceeding  cautiously 
and  letting  the  work  grow  slowly  upon 
its  merits.  Personally,  the  writer  be- 
heves  that  it  is  doubtful  if  mathemati- 
cal formulae  can  be  relied  upon  to  make 
predictions  in  a  field  such  as  business, 
where  conditions  are  ever  changing. 
It  also  seems  that  there  is  danger  of 
overlooking  the  necessity  of  making 
special  studies  covering  particular 
trades.  Nevertheless,  the  value  of  the 
Harvard  committee's  work  is  obvious. 
But  it  should  be  equally  obvious  that 
work  in  the  more  general  field  should  be 
supplemented  by  such  studies  as  are 
represented  by  the  New  York  Univer- 
sity bureau's  specialized  barometer. 

Business  may  stiU  be  an  art  but  it  will 
be  a  higher  sort  of  art  than  now  obtains, 
in  that  it  will  be  exercised  with  greater 
knowledge  of  industrial  conditions  and 
foresight  into  the  industrial  future. 
The  old  masters  did  admirable  work 
with  inferior  knowledge  of  materials, 
but  who  can  tell  what  they  might  have 
done  had  they  possessed  the  aids  which 
science  has  given  to  their  successors? 
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PART  II— METHOD   OF   PREPARING   THE   MAXIAL 


THE  first  questions  that  logically 
will  be  asked  by  anyone  who  has 
become  sufficiently  interested  in  a 
manual  of  procedure  to  consider  seri- 
ously its  adoption,  are:  "How  long 
will  it  take  to  prepare  it?"  "^^'hat 
■nnll  it  cost?"  and  "How  much  effort 
will  be  required  to  keep  it  up  after  it  is 
once  started?"  These  questions  are 
all  very  pertinent  and  the  questioner 
should  be  perfectly  assured,  before  he 
goes  ahead  with  the  work  of  prepara- 
tion, that  the  manual  will  pay  its  o^\ai 
way.  Indeed,  executives  frequently 
testify  that  "to  us  the  manual  is 
indispensable." 

It  should  be  recognized  at  the  outset 
that  the  preparation  of  a  manual  for  a 
department  of  any  size  is  no  small 
task,  and  that  the  success  of  the  under- 
taking depends  upon  careful  planning 
and  execution.  It  should  be  further 
understood  that  unless  a  manual  is 
kept  up  to  date  it  becomes  useless,  and 
the  work  of  preparation  should  not  be 
started  until  this  fact  is  recognized. 

After  having  decided  to  prepare  a 
manual  the  next  step  is  to  secure 
co-operation.  Employees  who  have 
never  worked  under  a  manual  may 
think,  when  they  first  hear  of  it,  that 
they  will  not  like  it.  Furthermore,  the 
fear  of  being  deprived  of  his  "stock  in 
trade,"  often  holds  a  subdepartment 
head  from  wholehearted  acceptance  of 
the  manual  idea.  Such  an  employee 
feels  that  through  the  reduction  of  rou- 
tines and  decisionstowriting.his  impor- 
tance as  the  reservoir  of  information  on 

•  Assistant  Director  of  the  Bureau  of  Commercial 
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points  of  practice  will  be  nil.  Unless 
lie  is  broad-minded,  such  a  prospect 
contains  an  element  of  fear,  and  this 
fear  is  reflected  in  opposition.  But 
the  reluctance  of  emploj^ees  to  work 
under  a  manual  and  the  opposition  of 
subdepartment  heads  can  be  overcome; 
in  fact,  if  the  manual  idea  is  presented 
properly,  there  will  not  be  any  opposi- 
tion. To  this  end,  a  carefully  planned 
program  of  education  should  be  carried 
out. 

The  first  step  in  such  a  program  is 
to  call  a  meeting  of  department  and 
subdepartment  heads  interested.  At 
this  meeting,  the  purposes,  uses,  and 
contents  of  a  manual  should  be  pre- 
sented in  an  interesting  and  instructive 
way.  Questions  and  a  full  discussion 
should  be  invited  and  a  serious  effort 
made  to  convince  everyone  of  the 
practicability  and  utility  of  the  manual. 
It  will  be  necessary  to  prepare  every- 
one to  meet  fearlessly  the  potential 
objections: 

1.  Tliat  the  manual  is  red  tape. 

2.  That  manuals  will  tend  to  stifle 
initiative  and  to  restrict  progress. 

3.  That  by  making  operations  a  matter 
of  rule,  the  exercise  of  independent  judg- 
ment will  he  eliminated. 

4.  That  the  plan  is  impractical;  that  it 
will  become  inoperative;  that  the  regula- 
tions will  not  be  referred  to;  that  they  will 
not  be  observed;  and  that  they  will  not  be 
kept  up  to  date. 

Taking  up  these  objections  in  order, 
they  may  be  answered  as  follows: 

1.  The  careful,  intensive  study  in- 
volved in  becoming  familiar  with  an 
organization  or  its  procedures,  or  the 
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duties  of  an  individual  position,  in- 
variably results  in  some  immediate 
improvement.  Experience  justifies  the 
assertion  that  the  act  of  "putting  it  in 
writing  "  results  in  simplification,  rather 
than  elaboration.  Furthermore,  prac- 
tically every  department  attempts  to 
meet  the  need  of  a  standard  set  of 
instructions,  through  the  writing  of  a 
special  letter,  a  circular,  or  a  bulletin 
of  instructions,  to  cover  each  case  as  it 
comes  up.  These  bulletins  eventually 
become  contradictory  and  partially 
obsolete.  A  set  of  standard  regulations 
properly  kept  up  to  date  should  not  be 
characterized  as  red  tape  more  than 
such  an  accumulation  of  instructions, 
intended  to  cover  the  same  ground. 

2.  In  answer  to  the  second  objection, 
that  initiative  will  be  stifled,  it  may  be 
pointed  out  that  employees  in  any 
progressive  organization  are  urged  to 
make  suggestions  for  the  improvement 
of  organization  or  methods.  In  a  com- 
pany which  has  adopted  the  manual 
idea,  the  very  definiteness  with  which 
the  functions,  duties,  and  routines  are 
set  forth,  stimulates  a  desire  on  the 
part  of  the  employees  to  bring  about 
further  improvements,  and  leads  to 
the  making  of  recommendations  for 
betterments  in  a  definite  and  concrete 
form.  The  requirement  that  division 
and  department  heads  give  considera- 
tion to,  and  make  either  an  affirmative 
or  negative  decision  on,  the  recom- 
mendations submitted,  still  further 
stimulates  the  making  of  suggestions 
for  betterments. 

3.  To  prove  that  the  exercise  of  in- 
dependent judgment  will  not  be  elimi- 
nated it  need  only  be  stated  that  it  is 
manifestly  impossible  to  WTite  regu- 
lations covering  every  conceivable 
activity  or  condition  that  may  arise. 
Routines  should  cover  all  the  standard 
operations,  and  those  subsidiary  opera- 
tions which  must  necessarily  be  handled 
according   to    rule.      Subject    matter 


properly  constituting  the  field  for 
the  exercise  of  independent  judgment 
should  not  be  included. 

4.  The  arguments  that  the  plan  is 
impractical,  that  it  will  become  in- 
operative, that  the  regulations  will  not 
be  referred  to,  that  they  will  not  be 
kept  up  to  date,  and  that  they  will  not 
be  observed,  may  be  urged  against  any 
rule  that  the  company  might  adopt. 
The  success  of  the  plan  is  entirelj'^  a 
matter  of  administration  and  super- 
vision. If  it  is  the  express  desire  of  the 
management  that  the  regulations  be 
referred  to  and  observed  and  that  they 
be  kept  up  to  date,  this  desire  will  be 
carried  out. 

II 

Some  companies  insist  not  only  that 
their  employees  be  familiar  with  the 
contents  of  the  manual,  but  they  make 
a  knowledge  of  the  regulations  con- 
tained therein,  an  important  factor  in 
promotion. 

If  the  department  heads  and  sub- 
heads who  attend  this  preliminary 
meeting  go  back  to  their  departments 
enthusiastic  over  the  manual  idea,  or  at 
least  with  an  open  mind  and  willing  to 
be  shown,  the  success  of  the  under- 
taking is  fairly  well  assured.  Later, 
when  the  time  is  opportune  to  begin 
the  manual  work,  intradepartmental 
meetings  should  be  held  at  which  the 
manual  idea  and  the  program  to  be 
carried  out  are  explained  to  super- 
visors and  employees,  as  co-operation 
on  their  part  is  also  important. 

Careful  planning  and  execution  are 
second  in  importance  only  to  co- 
operation as  means  for  insuring  the 
success  of  the  manual.  It  is  essential 
that  a  regular,  carefully  planned 
procedure  be  adopted  covering  the 
preparation,  approval,  issuing,  and 
maintenance  of  the  manual.  The  fol- 
lownng  are  outstanding  features  of 
such  a  program. 
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No  attempt  should  be  made  to 
prepare  or  put  a  manual  into  effect  all 
at  once.  Section  after  section — the 
most  important  first — should  be  pre- 
pared and  issued,  and  the  manual  thus 
built  up  gradually,  without  too  great  a 
burden  on  anyone.  Furthermore,  the 
work  of  preparation  should  not  be 
carried  on  in  too  many  departments 
simultaneously. 

There  are  two  well-defined  methods 
of  organizing  to  carry  on  a  manual 
installation.  The  first  is  to  form  a 
directing  unit  within  the  company 
organization.  The  second  is  to  call  in 
outside  counsel  to  prepare  the  pro- 
gram and  to  provide  the  technique. 
Other  plans  are  variations  of  these. 

If  the  first  plan  be  followed,  someone 
within  the  organization  should  be 
found,  if  possible,  who  knows  some- 
thing about  manuals  and  their  prepa- 
ration. He  might  act  alone  or  be 
chairman  of  a  directing  committee. 
His  title  should  be  that  of  "Manual 
Director,"  or  "Manual  Supervisor." 

If  the  second  plan  be  followed, 
namely,  that  of  employing  outside 
counsel,  the  firm  decided  upon  should 
assign  one  of  its  staff  members  to  give 
coimsel  and  render  assistance  as  neces- 
sary. A  company  man  should  then 
be  chosen  to  co-operate  with  him  and 
to  co-ordinate  the  work  within  the 
company. 

One  of  the  first  things  to  be  consid- 
ered is  the  selection  of  the  departments 
in  which  the  work  is  to  be  initiated. 
Other  things  being  equal,  those  de- 
partments should  be  chosen  in  which 
it  is  believed  the  co-operation  at  the 
start  will  be  greatest.  The  program 
should  be  decided  upon  and  discussed 
in  detail  at  departmental  meetings 
and  an  understanding  reached  by  all 
as  to  just  what  is  expected. 

It  is  desirable,  not  only  for  the 
purpose  of  keeping  the  cost  at  a  min- 
imum, but  also  because  of  the  benefits 


to  be  derived,  for  each  department  to 
undertake  the  preparation  of  its  own 
manual,  subject  only  to  the  general 
program  and  to  advice  and  criticism 
from  the  manual  directing  unit.  It 
was  pointed  out  in  the  first  article  on 
manuals,  that  one  of  the  by-products 
of  the  manual  work  was  the  self- 
improvement  to  be  secured  through 
its  preparation.  The  development  of 
thinking  and  writing  ability  by  the 
department's  own  employees  engaged 
in  the  work  of  preparation  is  one  of  the 
ways  in  which  this  improvement  is 
manifested. 

Ill 

The  functions  of  a  department  are 
its  official  duties;  in  the  public  service, 
functions  as  prescribed  by  law;  in 
private  service,  functions  as  assigned 
by  the  management.  Thus,  the  form 
of  organization  of  a  department  and 
the  duties  of  the  individual  positions 
are,  or  should  be,  designed  specifically 
to  best  carry  out  the  functions.  There- 
fore, it  is  necessary  to  have  a  clear 
understanding  of  the  functions  of  a 
department  in  order  to  gain  a  proper 
concept  of  the  form  of  organization, 
and  in  order  to  understand  clearly  the 
duties  assigned  to  the  respective  classes 
of  positions.  For  this  reason,  the  head 
of  the  department  or  his  assistant 
should  prepare  a  statement  of  the 
functions  of  the  department.  This 
should  be  supplemented  by  a  statement 
of  functions  of  the  major  divisions  or 
branches.  These  statements  of  func- 
tions probably  will  be  found  to  be 
inaccurate  and  incomplete,  but  their 
early  preparation  facilitates  the  other 
operations.  Any  shortcomings  or  in- 
accuracies can  be  corrected  later. 

The  next  step  in  the  detailed  work  is 
taking  the  census  of  the  duties  and 
responsibilities  of  the  employees.  "Du- 
ties questionnaires,"  on  which  each 
employee  should  be  required  to  tell 
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what  he  does  and  what  employees 
he  supervises,  should  be  distributed. 
These  sheets  may  be  mimeographed  or 
printed,  depending  upon  the  number 
required.  Before  the  duties  ques- 
tionnaires are  filled  out,  instructions 
should  be  given,  either  orally  in  group 
meetings,  or  by  means  of  written 
directions.  The  prime  purpose  of 
collecting  the  information  through  the 
questionnaire  is  to  facilitate  the  prepa- 
ration statements  of  duties  as  part  of 
the  chapter  on  Organization,  Func- 
tions, and  Duties.  A  hardly  less 
important  purpose  is  to  secure  in- 
formation from  which  the  organization 
of  the  department  may  be  learned,  and 
the  organization  chart  prepared.  A 
third  use  is  to  furnish  information  for 
the  preparation  of  routines,  either 
directly,  or  to  serve  as  a  basis  for 
checking  the  routines,  after  they  have 
been  prepared  from  a  first-hand  study 
of  the  operations.  It  is  obvious  that 
the  statement  of  their  duties  by  in- 
dividual employees  furnishes  a  cross 
section  of  all  of  the  routines  of  the 
department . 

IV 

Accuracy  of  information  and  the 
cost  of  securing  it  are  important  con- 
siderations, but  a  third  element  not  to 
be  lost  sight  of,  is  the  attitude  of 
employees.  As  before  stated,  the  co- 
operation of  employees  is  important. 

Through  the  use  of  the  duties 
questionnaire,  the  employee  makes 
his  statement  first-hand,  and  such 
statement  is  likely  to  be  more  accurate 
than  one  prepared  by  a  supervisor. 
Furthermore,  this  method  gives  the 
employee  an  opportunity  to  express 
himself.  The  quality  of  the  informa- 
tion secured  from  the  duties  sheets 
depends  first,  upon  the  thoroughness 
of  the  instruction,  and  second,  upon 
the  intelligence  of  the  employees  to 
whom  the  sheets  are  distributed.    This 


last  point  implies,  of  course,  that  dis- 
cretion must  be  used  in  making  the 
distribution. 

An  objection  that  may  be  raised  to 
the  use  of  the  duties  questionnaire  is 
that  an  employee  in  preparing  his 
answers  will  invariably  seize  the  op- 
portunity to  magnify  the  importance 
of  his  job.  This  sometimes  occurs,  but 
it  is  just  as  common  to  find  the  op- 
posite fault,  namely,  that  of  mini- 
mizing the  work.  A  study  of  thousands 
of  duties  questionnaires  has  brought  the 
conviction  that  employees  are  more 
prone  to  say  too  little  on  a  question- 
naire than  too  much.  Certain  auto- 
matic checks  can  be  provided  for  in 
the  arrangement  of  questions  on  the 
form,  of  which  the  employee  Icnows 
nothing,  so  that  if  he  exaggerates  he 
unconsciou.sly  falls  into  a  trap  and  the 
error  is  easily  detected. 

From  the  duties  questionnaires,  a 
rough  chart  showing  the  organization 
of  the  department  should  be  dra'^\Ti,  as 
it  will  facilitate  the  study  of  the  duties 
to  be  imdertaken  as  the  next  operation. 

The  statements  of  duties  on  the 
questionnaires  should  be  studied  with 
great  care  in  order  to  gain,  first,  a 
general  idea  of  the  work  of  the  depart- 
ment, and  second,  a  detailed  knowledge 
of  the  work  of  each  individual  position. 
This  study  should  be  supplemented  by 
a  personal  investigation  of  the  activities 
of  the  department,  and  of  the  duties  of 
individual  employees.  Before  making 
this  investigation,  copies  of  all  of  the 
forms  used  in  the  department  should 
be  collected,  and  the  investigator 
should  have  before  him  not  only  the 
forms,  but  the  duties  questionnaires, 
and  as  he  talks  with  the  various  in- 
dividuals he  should  make  the  necessary 
pencil  notations,  directly  on  both 
forms  and  questionnaires. 

After  a  careful  study  of  the  duties 
questionnaires,  followed  by  a  personal 
investigation  of  the  duties  of  the  in- 
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dividual  positions,  the  investigator  is 
in  a  position  to  trace  down  each  step 
in  the  various  routines.  He  will  make 
a  record  of  these  steps,  being  careful 
not  to  omit  any  essential  points,  and 
being  sure  that  he  has  collected  ac- 
curate information.  In  tracing  downi 
routines,  it  is  sometimes  desirable  to 
supplement  one's  notes  with  a  chart  of 
procedure. 

Ordinarily  a  department  will  prepare 
routines  to  cover  procedures  only  as 
they  affect  that  department.  On  the 
other  hand,  there  are  certain  standard 
routines  which  affect  all  the  depart- 
ments and  these  will  be  prepared 
independently.  Such  routines  may 
cover  timekeeping  procedure,  pay-roll 
procedure,  methods  of  preparing  vouch- 
ers, issuing  and  handling  transfer 
reports,  etc. 

Following  the  study  of  procedures, 
an  outline  of  all  routines  should  be 
dra-^Ti  up.  Next,  drafts  of  the  sections 
on  organization,  duties,  and  routines 
should  be  prepared.  The  directing 
unit  should  supply  instructions  setting 
forth  the  accepted  methods  of  going 
about  this  task.  Such  instructions  are 
needed  in  order  to  secure  the  best 
results  in  clearness,  definiteness,  com- 
prehensiveness, and  accuracy. 


Chapter  1,  "Purpose  and  Use  of  the 
Manual,"  is  general  in  nature,  and  it 
may  be  wTitten  in  standard  form  and 
used  with  a  minimum  of  change  for  any 
department.  It  should  state  the  gen- 
eral purpose  of  the  manual,  its  contents, 
and  the  uses  to  which  the  manual  is  to 
be  put,  and  it  should  give  instructions 
as  to  the  initiation  of  changes,  the 
approval  and  making  of  amendments, 
and  the  method  of  the  administration 
of  the  manual  as  a  whole. 

The  purpose  of  Chapter  2,  "Func- 
tions, Organization,  and  Duties,"  is  to 


describe  first,  functions,  and  second, 
the  physical  structure  and  the  assign- 
ment of  duties  provided  to  carry  out 
these  functions.  By  structure  is  meant 
the  various  divisions,  sections,  and 
individual  classes  of  positions,  which 
go  to  make  up  the  department. 

The  organization  as  described  should 
agree  in  detail  with,  the  organization 
chart,  i.e.,  lines  of  authority,  names  of 
divisions  and  sections,  and  titles  of 
positions,  should  correspond  abso- 
lutely. 

Functions,  organization,  and  duties 
should  first  be  given  for  the  depart- 
ment as  a  whole,  and  thereafter  in  the 
same  order  for  each  of  the  major 
branches  or  divisions. 

The  statement  of  duties  should  not 
be  prepared  for  individual  positions, 
but  for  a  group  of  positions  whose 
duties  and  responsibilities  are  suffi- 
ciently similar  to  be  designated  by  the 
same  title  and  compensated  by  the 
same  range  of  salary.  Such  a  group  of 
positions  is  called  a  "class." 

Chapter  3,  "F.,outines,"  without 
doubt,  forms  the  most  important 
section  of  the  manual.  A  manual 
made  up  of  routines  only,  without  any 
reference  to  functions,  organization, 
duties,  forms,  or  standards,  would  be 
a  compilation  very  much  worth  while. 
Indeed,  some  companies  go  so  far  as 
to  consider  as  frills  everything  but  the 
routines. 

Being  so  important,  the  routines 
should  be  wTitten  with  great  care  and 
in  such  a  way  that  they  will  be  of 
most  use  to  the  management  and  to 
the  employees.  There  are  so  many 
different  kinds  of  routines  and  they  are 
used  for  so  many  different  purposes, 
that  it  would  be  folly  to  lay  down  a 
definite  rule  for  their  preparation.  The 
routine  of  orders  in  a  soap  factory,  for 
instance,  should  be  \\Titten  in  quite  a 
different  style  from  that  adopted  for 
the  operating  rules  of  a  railroad.    Some 
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routines  are  of  such  a  nature  that  they 
can  best  be  portrayed  through  the  use 
of  charts;  other  routines  will  require 
the  use  of  complete  sentences.  The 
cardinal  points  to  be  striven  for  are 
clearness,  definiteness,  comprehensive- 
ness, and  accuracy.  The  methods  of 
securing  these  qualities  will  be  treated 
further  on  in  this  article. 

Chapter  4  is  on  "Forms,  Records, 
Reports  and  Files,"  which  are  con- 
sidered of  sufficient  importance  to 
warrant  the  inclusion  in  the  manual  of 
a  separate  chapter  for  their  descrip- 
tion. During  the  period  of  investiga- 
tion, two  sets  of  all  forms,  records, 
and  reports  in  use  should  be  collected. 
The  first  should  be  arranged  in  alpha- 
betical or  numerical  order,  and  the 
second  in  routine  order.  In  writing 
the  routine,  forms,  records,  and  re- 
ports involved  should  be  mentioned 
by  name  and  number,  and  the  prepa- 
ration or  use  of  the  form,  record,  or 
report  by  employees  should  be  de- 
scribed. Such  detail,  however,  as  the 
description  of  a  form,  the  method  of 
filing  it,  how  long  it  should  be  kept, 
and  the  method  of  its  disposition,  are 
not  matters  to  be  put  in  the  routine — 
they  should  be  reserved  for  this 
chapter.  The  same  may  be  said  of 
records  and  reports.  This  section  of 
the  manual  should  be  prepared  sub- 
sequent to  the  WTiting  of  the  routines. 

A  complete  form  file  should  be 
maintained.  At  least  one  complete 
set  of  forms,  records,  and  reports  in  use 
should  be  arranged  in  alphabetical, 
numerical,  or  other  order,  and  filed 
permanently.  Some  organizations 
maintain  two  sets  of  files,  the  second 
arranged  in  routine  order.  It  is 
essential  that  the  form  file  be  kept  up 
to  date  and  to  this  end  superseded 
forms  should  be  taken  out  and  new 
ones  filed  in  their  places. 

Chapter  5,  "Standards."  To  some 
employee  should  be  assigned  the  task 


of  rounding  up  all  the  standards  in  use 
by  the  department,  which  by  nature 
are  different  from  the  standards  estab- 
lished in  the  manual.  These  standards 
will  include  form  letters  and  para- 
graphs, classifications  of  accounts, 
classifications  of  materials,  filing  classi- 
fications, etc.  It  is  desirable  that  all 
of  these  standards  be  listed,  as  this 
action  will  have  the  effect  of  crystal- 
lizing in  the  minds  of  employees  and  of 
the  management  the  fact  that  all  the 
standards  established,  whether  from 
sources  within  or  without  the  depart- 
ment, are  to  be  regarded  as  part  of  the 
complete  equipment  for  instruction, 
issued  and  adopted  for  the  guidance  of 
the  department  in  its  work. 

VI 

The  one  requirement  as  to  style  is 
that  the  manual  be  as  well  wTitten  as 
possible.  It  is  not  expected  to  be  an 
example  of  literary  style,  but  it  should 
be  clear,  comprehensive,  definite,  and 
accurate.  These  various  qualities  ap- 
ply to  any  of  the  several  chapters 
included.  The  requirements  regarding 
these  various  qualities  are  dealt  with 
below. 

Descriptions  of  whatever  nature 
should  be  as  clear  as  possible.  Care 
should  be  taken  in  the  use  of  language 
so  that  there  will  be  no  question  as  to 
the  meaning  intended. 

No  necessary  statement  should  be 
omitted  from  a  section  of  the  manual. 
In  the  case  of  a  routine,  care  should  be 
exercised  not  to  omit  any  essential 
steps  or  any  necessary  information  as 
to  forms  or  records  that  will  add  to 
the  usefulness  of  the  description.  It 
cannot  be  expected  that  anyone  will 
read  between  the  lines  and  discover 
some  essential  element  of  the  routine. 
It  is  better  to  give  too  much  informa- 
tion than  not  enough. 

Definiteness  is  essential.    Organiza- 
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tion  relationships  must  be  laid  down 
definitely.  In  describing  a  routine, 
the  elements  of  responsibility,  time, 
identification  of  forms  and  other  papers, 
must  be  taken  account  of. 

Whenever  possible  the  time  when 
the  various  operations  making  up  the 
routine  are  to  be  done  should  be 
specified,  whether  monthly,  weekly,  or 
daily,  and  when  daily,  the  particular 
hour  or  part  of  the  day. 

Employees  should  always  be  referred 
to  by  title,  not  by  name.  Often,  to 
furnish  an  immediate  means  of  identi- 
fication, it  is  well  to  specify  the 
division  or  section  in  which  the  em- 
ploj'ee  is  working,  or  even  the  location. 

Forms,  when  first  mentioned  in  a 
routine,  should  be  designated  by  both 
name  and  number,  for  example :  "  Col- 
lection Sheets"  (Form  6001).  There- 
after, in  referring  to  a  form,  the  name 
is  sujfficient  and  it  need  not  be  capital- 
ized. 

Accuracy  is  a  prime  essential  in 
I  manual  \\Titing.  Great  care  must  be 
taken  to  make  sure  that  the  statements 
are  based  on  facts.  It  is  well  to  recog- 
nize this  requirement  at  the  outset  and 
never  to  take  anyone's  word  for  any- 
thing. A  first-hand  investigation  is 
necessary  to  secure  accuracy,  and  the 
investigation  should  be  continued  until 
the  actual  fact  is  established. 

The  set-up  used  in  a  manual  is 
important,  as  it  affects  legibility,  ease 
of  reference,  and  ease  of  revision. 

Ease  of  reference  is  promoted  by  the 
judicial  use  of  headings  and  the  method 
of  classifying  the  material.  A  too 
liberal  use  of  headings  should  be 
avoided,  also  underscoring  of  words  in 
the  text  and  in  the  headings.  The 
method  followed  in  classifying  material 
is  important,  but  no  general  rule  can  be 
given.  \Mi ether  the  method  be  numer- 
ical, alphabetical,  mnemonic,  decimal, 
or  a  combination  of  these  systems, 
depends     upon    the    section    of    the 


manual  under  consideration,  the  use 
to  which  the  section  is  to  be  put, 
or  the  individual  taste  of  the  com- 
piler. The  principal  fault  to  be 
avoided  is  a  too  fine  classification, 
inasmuch  as  it  causes  a  multiplicity  of 
headings  and  subheadings  and  breaks 
up  the  material  to  such  an  extent  that 
it  is  hard  to  read. 

Ease  of  revision  in  the  manual  and 
also  its  usefulness  for  instruction 
purposes  are  facilitated  by  limiting, 
so  far  as  practicable,  the  number  of 
topics  treated  per  page. 

Legibility  is  promoted  by  adapting 
the  width  of  the  type-page  to  the  size 
of  the  type  used,  by  the  use  of  box 
headings,  and  by  the  absence  of  under- 
scoring and  of  a  too  fine  classification. 

VII 

When  the  sections  of  the  manual  are 
completed  by  those  delegated  to  do 
the  work,  they  should  be  handed  to  the 
person  in  charge  of  the  compilation. 
He  should  read  them  carefully,  do  the 
necessary  editing,  and  then  submit 
them  to  the  head  of  the  division  or 
department.  The  number  of  the 
revisions  that  will  be  required  before 
the  approval  of  the  department  head 
as  to  accuracy,  and  of  the  company 
directing  unit  as  to  style  and  set-up, 
has  been  secured,  depends  upon  the 
care  with  which  the  work  up  to  this 
point  has  been  done.  When  the 
approval  of  all  concerned  has  finally 
been  secured,  the  various  sections  are 
ready  to  be  duplicated  in  the  standard 
form  and  issued. 

Manuals  are  typewTitten,  hecto- 
graphed,  mimeographed,  multigraphed, 
or  printed,  the  process  depending 
largely  upon  the  number  of  copies  re- 
quired. Any  number  of  different  forms 
of  binding  are  used,  the  choice  depend- 
ing largely  upon  taste.  A  satisfactory 
covering   for   an   office    manual    is    a 
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double  fiber  cover,  with  hinged  binding 
edge.  This  cover  permits  binding  in 
such  a  way  that  the  covers  can  be 
turned  back  over  the  brass  fasteners, 
Chicago  screws,  or  other  method  of 
fastening  in  such  a  way  that  the  lat- 
ter will  be  out  of  sight.  This  feature 
also  has  the  advantage  of  preventing 
the  fasteners  from  scratching  the  desks. 

Each  employee  should  be  encouraged 
to  bring  to  the  attention  of  the  man- 
agement any  desirable  changes  in 
organization,  procedure,  or  forms.  He 
should  identify  the  section  or  sub- 
section which  he  proposes  to  modify, 
and  submit  a  written  suggestion, 
setting  forth  the  specific  wording  of  the 
proposed  change,  giving  a  statement  of 
the  weaknesses  he  sees  in  the  existing 
instructions  and  the  advantages  he 
claims  for  the  proposed  amendment. 
Such  suggestions  should  be  passed  to 
the  head  of  the  division,  whose  duty  it 
should  be  to  add  his  comments  and  to 
pass  both  the  suggestion  and  the 
comments  to  the  head  of  the  depart- 
ment. The  head  of  the  department 
should  be  required  in  each  case  to  give 
careful  consideration  to  the  proposed 
amendment  and  definitely  either  to 
approve  or  disapprove,  and  if  the 
latter,  to  give  the  reasons  for  his  dis- 
approval. If  the  suggestion  involves 
a  change  of  policy  or  the  expenditure 
of  a  considerable  sum  of  money,  the 
head  of  the  department  should  refer 
it  to  his  superior  for  approval  or  dis- 
approval. 

It  should  be  provided  that  instruc- 
tions remain  in  force  and  effect  until 
amended.  Approved  regulations  or 
amendments  should  be  dated  with  the 
date  of  approval  to  indicate  their 
authenticity.  Routines  covering  pro- 
cedures which  are  on  trial  only, 
should  be  marked  "trial  routines." 
At  the  time  amended  instructions  are 
given  out,  the  superseded  copies  should 


be  taken  up  and  destroyed.  In  case  a 
manual  is  printed,  it  may  be  found 
desirable  to  issue  amendments  in 
mimeographed  or  hectographed  form, 
and  to  provide  for  periodical  reprinting 
of  pages  affected  by  the  changes. 

The  task  of  maintaining  the  manual 
should  be  placed  in  the  hands  of  one  of 
the  supervisory  officials  of  the  depart- 
ment. This  employee  should  keep  a 
correct  copy  of  the  manual,  as  well  as 
a  complete  file  of  all  superseded 
sections.  The  file  of  active  and  super- 
seded forms  should  also  be  under  his 
supervision.  He  should  make  a  peri- 
odic check  to  ascertain  if  the  manual  is 
properly  used  by  each  employee.  He 
should  also  make  it  his  duty  to  attend 
to  the  duplicating  of  new  or  amended 
instructions. 

The  supervisor  of  each  division 
should  be  responsible  for  the  observ- 
ance of  rules  or  instructions  concerning 
his  unit,  by  the  employees  under  his 
supervision. 

In  spite  of  the  exercise  of  the  greatest 
care,  employees  may  depart  from  the 
routine  as  laid  down  in  the  manual  and 
follow,  usually  in  some  minor  particular, 
a  procedure  of  their  ov,n:i  designing. 
Thus,  it  is  highly  desirable  not  only 
from  the  point  of  view  of  keeping  the 
routines  up  to  date,  but  also  for  its 
moral  effect  upon  the  employees,  to 
have  a  semiannual  check-up  of  the 
work  of  the  department.  Such  a 
check-up  is  called  a  "system  audit" 
or  an  "audit  of  detail."  It  may  be 
carried  out  either  by  a  retained  or 
resident  industrial  engineer.  If  prop- 
erly conducted  it  will  reveal  not  only 
those  points  of  departure  from  the 
standard  instructions,  but  it  may  and 
probably  will  indicate  additional  ways 
in  which  the  procedure  can  be  ap- 
proved. Fiu-thcrmore,  it  will  throw  a 
light  on  the  efficiency  or  inefficiency  of 
employees,  individually,  or  in  groups. 


FIXED  PROPERTY  ACCOUNTING 


BY  ANTHONY  B.  MANNING* 


PART  II- 


-ANALYSIS  OF  FIXED  PROPERTY  VALUES  AND  THE 
DISTRIBUTION  OF  DEPRECIATION 


WE  will  assume  that  the  general 
ledger  contains  a  Plant  and 
jNIachinery  account  as  a  controlling 
account  and  that  the  subordinate 
ledger  accounts  are  not  only  in  agree- 
ment with  the  controlling  account  but 
separate  the  expenditures  contained  in 
the  general  ledger  account  into  some 
general  classification  such  as  Land, 
Buildings,  Building  Equipment,  etc., 
but  goes  no  further  in  supporting  the 
expenditures  as  to  physical  existence 
and  unit  cost.  In  assuming  this  we 
will  be  able  to  take  up  each  element  of 
Fixed  Property  separately,  obtain  the 
classification  symbol  for  each  unit,  and 
establish  the  basic  data  for  the  installa- 
tion of  a  system  in  an  asset  recording 
department. 

Before  attempting  to  analyze  the 
expenditures  against  each  element  the 
first  step  necessary  is  to  obtain  from 
the  engineering  department  a  blue- 
print of  the  plant  showing  the  tracts  of 
land  and  the  buildings  in  each  tract. 
If  the  plant  is  a  large  one  each  tract 
should  be  separately  lettered  and  the 
buildings  in  each  tract  numbered  in 
consecutive  order  starting  with  1,  so 
that  in  Tract  A,  for  instance,  there 
would  be  buildings  Al,  A2,  A3,  etc., 
and  in  Tract  B  there  would  be  build- 
ings Bl,  B2,  B3,  etc.;  when  the  build- 
ings are  so  marked  on  the  blue- 
print the  next  thing  is  to  obtain  the 
following  data  which  will  be  abso- 
lutely necessary  throughout  the  entire 
work : 

*  Member  of  the  American  Institute  of  Accountants 
and  of  the  National  Association  of  Cost  Accountants. 


1.  Type  of  structure  of  each  building. 

2.  Number  of  floors  in  each  building. 

3.  The  floor  area  of  each  location. 

4.  The  name,  shop  symbol,  or  number  of 
the  job  or  jobs,  shop  or  shops  in  each  loca- 
tion. 

5.  Wlien  two  or  more  jobs,  shops,  or  de- 
partments occupy  a  portion  of  the  same 
location,  the  floor  area  occupied  by  each  is 
required. 

\Mien  this  is  done  schedules  are  to 
be  prepared  similar  to  the  illustration 
shown  in  Figures  1  to  19  inclusive,  so 
that  if  any  expenditures  are  recorded 
on  the  subordinate  ledger  in  the  wrong 
account  we  can  immediately  enter  our 
analysis  on  the  proper  schedules  at 
once.  After  the  schedules  are  so  pre- 
pared a  trial  balance  should  be  taken 
from  the  subordinate  ledger  and 
checked  against  the  controlling  account 
in  the  general  ledger;  then  the  analysis 
can  be  started.  We  will  now  take  up 
the  elements  in  the  order  of  the  classi- 
fication assuming  that  the  Real  Estate 
account  is  not  connected  with  the  plant 
activities,  and  consequently  the  depre- 
ciation on  the  dwellings  is  not  charge- 
able to  the  product,  so  that  the  first 
account  for  our  attention  would  be 
Plant  Land. 

We  will  then  go  to  the  Plant  Land 
account  in  the  subordinate  ledger  and 
analyze  every  item  entered  therein. 
The  account  will  show  the  date  of  each 
entry,  the  reference  folio  of  the  book  of 
original  entry,  and  the  amount  of  each 
transaction  or  accumulated  transac- 
tions in  the  case  where  postings  are 
made  once  a  month  from  a  book  of 
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original  entn\  We  will  take  each 
entrj'  separately,  trace  it  back  to  the 
book  of  original  entry  as  shown  by  the 
reference  in  the  subordinate  ledger  and 
from  the  references  in  this  book  of 
original  entrj^  the  supporting  papers 
will  be  obtained  which  will  enable  us  to 
first  satisfy  ourselves  that  the  deeds  are 
recorded  in  the  name  of  the  company, 
secondly  it  will  give  the  location  of 
each  parcel  of  land  purchased  and  the 
purchase  price  together  with  incidental 
expenses  in  connection  with  the  same. 


With  these  data  available  we  will  make 
up  a  separate  schedule  for  each  tract. 
Figure  2. 

We  will  then  mark  up  a  separate  blue- 
print accordingly  showing  each  plot  and 
labeling  each  with  volume  and  page 
number  as  sho^ii  by  the  city  records. 

Wlien  all  the  plots  or  parcels  in  Tract 
A  are  so  scheduled  a  total  value  for 
the  tract  is  then  found  and  as  there  is 
generally  a  portion  of  a  tract  unoccu- 
pied by  any  building  the  total  value  of 
each  tract  is  prorated  over  the  occu- 
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pied  ground  area.  It  will  be  noted 
that  the  occupied  ground  area  is  gen- 
erally the  same  as  the  area  of  the  first 
floor  of  a  building  or  structure.  Do 
not  confuse  the  occupied  ground  area 
with  the  total  floor  area  of  a  building  or 
structure  and  never  prorate  the  value  of 
a  tract  of  land  on  the  basis  of  the  total 
floor  area  in  that  tract  as  this  would 
not  be  equitable  to  some  departments. 
To  iUustrate  this  point  let  us  refer 
to  Figure  3,  Distribution  of  Land 
Values:   Building  Al   occupies   40,000 


sq.  ft.  of  floor  space  and  10,000  sq.  ft. 
of  ground  area  while  building  A4  has  a 
total  floor  area  of  20,000  sq.  ft.  but  also 
has  10,000  sq.  ft.  of  ground  area;  now  if 
the  land  value  of  Tract  A  was  prorated 
on  the  basis  of  the  total  floor  area  in 
the  tract  it  can  be  readily  seen  that 
building  Al  would  be  charged  with 
twice  as  much  as  building  A-1  and  the 
proportion  applicable  to  shop  22  in 
building  Al-B,  which  is  one-quarter  of 
the  proportion  applicable  to  building 
Al,  would  be  the  same  as  the  propor- 


DISTRIBUTION  OF   LAND  VALUES                            1 
TRACT  A                                                J 
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tion  applied  to  shop  33  in  building  A4- 
1,  whereas  when  the  proration  is  based 
on  the  occupied  ground  area  of  the 
buildings  the  ratio  is  1:2  in  these  two 
shops.  As  this  illustration  shows,  the 
land  value  should  be  prorated  on  the 
basis  of  the  occupied  ground  area, 
which  is  the  procedure  followed  on  the 
bottom  of  the  Analysis  of  Land,  Fig- 
ure 2. 

The  result  of  this  operation  is  then 
posted  to  the  "Total"  column  opposite 
each  building  on  the  Distribution  of 


Land,  Figure  3,  and  the  tract  value 
posted  to  the  Summary  of  Land 
Analysis,  Figure  4. 

When  the  amount  applicable  to  each 
building  is  so  posted  we  can  then  use 
the  floor  area  of  each  building  as  a 
basis  for  computing  the  proportion  of 
the  investment  applicable  to  the  jobs, 
shops,  or  departments  located  therein 
and  the  result  is  carried  to  the  recapitu- 
lation of  fixed  assets.  Figure  1. 

In  a  similar  manner  the  Land  Im- 
provement schedules  are  built  up,  the 
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expenditures  for  which  will  be  found 
in  the  Land  account,  and  when  analyz- 
ing for  plant  land  any  expenditures  of 
this  nature  shoidd  be  entered  on  a 
separate  analysis  schedule  for  land 
improvements.  Figure  5,  distributed 
first  to  the  buildings  and  then  to  shops, 
jobs,  or  departments,  Figure  6,  the 
total  for  the  tract  posted  to  the  sum- 
mary. Figure  7,  and  the  distribution 
shoA\'n  on  Figiu-e  6,  posted  to  the  reca- 
pitulation of  fixed  assets.  Figure  1. 
^Vhen  all  of  the  tracts  are  so  posted  to 


the  recapitulation  of  fixed  assets  the 
total  of  the  "Land"  and  "Land  Im- 
provement" columns  together  should 
equal  the  balance  of  the  Land  account 
in  the  subordinate  ledger  less  any 
charges  that  have  been  found  that 
should  not  have  been  capitalized  and 
which  will  show  on  the  analysis  similar 
to  the  voucher  of  March  31,  1909,  for 
$25,  on  Figure  5. 

The  depreciation  as  showni  on  the 
distribution  of  land  improvements  and 
subsequently  posted  to  the  recapitula- 


DISTRIBUTION  OF  LAND  IMPROVEMENTS  -  TRACT  A 
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SUMMARY  OF  LAND  IMPROVEMENTS 

Tract 

Cost 

Depreciation 
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tion  of  fixed  assets  is  arbitrarily  com- 
puted here  for  the  purpose  of  showing 
how  the  depreciation  is  to  be  accumu- 
lated by  shops,  jobs,  or  departments  at 
the  time  the  expenditures  or  costs  are 
being  accumulated.  The  subject  of 
depreciation  will  be  taken  up  in  a 
subsequent  article. 

Having  completed  the  analysis  of  the 
Land  account  in  the  subordinate  ledger 
the  next  element  on  the  classification 
to  be  analyzed,  scheduled,  distributed, 
and  summarized  is  "Buildings." 

The  Building  account  includes  many 
elements  of  expenditures  that  should 
not  have  been  capitalized,  sometimes 
intentionally  and  in  other  instances 
through  lack  of  knowledge  of  the  prin- 
ciples of  accounting.  There  are  times 
when  profits  for  the  period  are  such 
that  a  poor  showing  would  be  produc- 
tive of  many  things  for  the  manager  or 
directors  and  by  capitalizing  expendi- 
tures which  should  be  charged  against 
the  profits  or  earnings  of  the  business, 
the  assets  are  inflated,  the  expenses  or 
cost  of  doing  business  decreased,  the 
profits  for  the  period  increased  and  the 
percentage  of  earnings,  per  dollar  of 
invested  capital,  increased.  When  it  is 
considered  that  one  of  the  main  pur- 


poses of  a  set  of  books  is  to  have  at  all 
times  a  complete  record  of  all  transac- 
tions and  to  show  the  actual  condition 
of  a  business  at  stated  intervals,  the 
question  often  comes  to  mind — What 
is  the  use  of  keeping  books  if  the  pur- 
pose is  to  have  them  show  at  the  end  of 
a  period  results  as  we  want  them  in- 
stead of  the  real  facts?  Wouldn't  it  be 
better  to  save  this  bookkeeping  expense 
and  waste  of  energy  by  discontinuing 
the  bookkeeping  records  and  at  the 
end  of  a  period  "reach  up  in  the  air" 
and  bring  down  a  balance  sheet  and  a 
profit  and  loss  statement  exhibiting 
facts  as  we  would  like  to  see  them? 

All  expenditures  on  account  of  fixed 
property  come  under  the  heading  of 
one  of  the  following  five  classifications, 
namely,  additions,  betterments,  renew- 
als, replacements  or  repairs,  and  a  clear 
distinction  as  to  where  the  line  can  be 
drawn  will  be  helpful  and  profitable 
in  the  course  of  an  accounting  period. 

Additions  include  additional  struc- 
tures, facilities,  or  equipment  not  tak- 
ing the  place  of  anything  previously 
existing. 

Betterments  include  the  enlarge- 
ment or  improvement  of  existing  struc- 
tures, facihties,  or  equipment. 
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Renewals  include  all  extensions  of 
terms  of  years  in  land  and  tangible 
fixed  capital,  and  all  extensions  of  the 
life  period  of  franchises  and  other 
intangible  fixed  capital. 

Replacements  include  substitutions 
for  capital  exhausted  or  that  has  be- 
come inadequate  in  service,  the  substi- 
tutes having  substantially  no  greater 
capacity  than  the  things  for  which  they 
were  substituted.  \Yhen  a  substitute 
has  a  substantially  greater  capacity 
than  that  for  which  it  is  substituted, 
the  cost  of  substitution  of  one  of  the 
same  capacity  as  the  thing  replaced 
should  be  charged  as  a  replacement, 
and  the  remaining  portion  of  the  cost  of 
the  actual  substitute  should  be  charged 
as  a  betterment. 

Repairs.  ^Mien  through  wear  and 
tear  or  through  casualty  it  becomes 
necessary  to  replace  some  parts  of  any 
structure,  facility,  or  unit  of  equip- 
ment, and  the  extent  of  such  replace- 
ment does  not  amount  to  a  substantial 
change  of  identity  in  such  structure, 
facility,  or  unit  of  equipment,  the  re- 
placement of  such  part  is  to  be  con- 
sidered a  repair,  and  the  cost  of  such 
repair  is  to  be  treated  as  an  operating 
expense  and  must  not  be  charged  as  a 
replacement  in  any  capital  account, 
unless  such  repair  prolongs  the  remain- 
ing estimated  life.  In  addition  to  the 
above  expenditures  there  are  items  in 
connection  with  new  construction 
which  are  many  times  included  in  with 
the  cost  of  construction  and  capitalized 
with  the  cost  of  the  asset.  When  a 
company  constructs  its  own  buildings  a 
portion  of  the  shop  overhead  is  often 
capitalized  as  part  of  the  cost  of  con- 
struction, whereas  the  shop  overhead 
has  no  connection  with  the  project  at 
all,  being  wholly  connected  with  the 
manufactured  product,  but  due  to 
faulty  prorating  on  the  part  of  some- 
one in  the  cost  department,  a  portion  of 
such  product  burden  finds  its  way  into 
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the  capital  assets.  The  construction 
overhead  and  the  shop  overhead  should 
never  be  grouped  together  but  should 
have  separate  charge  .symbols  so  that 
they  can  be  accumulated  separately. 

Referring  to  "Applied  Theory  of 
Accounts,"  page  223,  the  following  has 
a  bearing  on  the  subject  of  buildings: 

The  account  offers  the  opportunity  of 
capitalizing  expenditures  in  order  that  the 
profits  of  the  period  may  be  inflated,  or  of 
reducing  the  income  by  charging  to  revenue 
the  cost  of  adding  to,  or  enlarging  the  struc- 
ture, as  well  as  the  cost  of  extending  their 
useful  life,  which  should  have  been  capital- 
ized. .  .  .  The  original  cost  of  the  build- 
ings is  seldom  a  question  at  issue  so  far  as 
the  accountant  is  concerned.  If  the  build- 
ings have  been  acquired  from  another 
concern,  he  is  not  competent  to  pass  judg- 
ment upon  the  price  paid  for  them ;  nor  is  he 
asked  to  do  so.  All  he  has  to  do  is  to  re- 
cord the  transaction.  If  the  buildings  have 
been  erected  under  a  contract,  the  situation 
is  precisely  the  same;  if  they  have  been 
constructed  by  a  concern  itself  under  a 
special  contract  calling  for  a  payment  to 
the  builder  of  a  certain  percentage  of  the 
cost,  the  true  cost  of  the  building  will,  of 
course,  be  whatever  has  been  expended 
under  the  direction  of  the  builder,  plus  the 
fees  paid  to  him  as  per  contract.  In  this 
latter  case  the  interest  on  the  money  which 
a  concern  may  have  had  to  borrow  pending 
construction,  in  order  to  meet  the  bills  of 
the  builder,  will  also  be  considered  as  a. 
proper  cost  of  the  structures.  Lastly,  if 
the  construction  is  attended  to  by  the  con- 
cern itself,  upon  plans  submitted  by  an 
architect,  the  cost  of  the  building  will  in- 
clude the  fees,  the  expenses  incurred  in  con- 
nection with  the  permits,  licenses,  etc.,  the 
cost  of  insurance  protection,  the  cost  of  all 
material  used,  the  cost  of  laVjor  expended  on 
the  foundation  as  well  as  the  structure,  the 
cost  of  any  outside  labor  which  may  have 
been  required,  the  proportion  of  the  over- 
head expenses  wliich  apply  to  the  construc- 
tion, the  interest  on  any  moneys  which 
liave  been  borrowed  for  construction  pur- 
poses and  used  therefore,  up  to  the  time 
when  the  new  buildings  were  opened  for 
operation. 
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Writing  on  the  subject  of  "The 
Accounting  of  Industrial  Enterprises," 
in  The  Journal  of  Accountancy,  Decem- 
ber 1908,  William  M.  Lybrand,  C.  P.  A., 

says: 

With  respect  to  items  which  may  prop- 
erly be  considered  as  capital  expenditures, 
it  has  been  suggested  as  a  working  basis 
that  no  addition  should  be  made  to  the 
Property  account  unless  it  can  be  clearly 
shown  that  they  have  increased  the  earn- 
ing capacity  of  the  plant.  A  simple,  posi- 
tive rule  such  as  this  might  be  all  that  is 
required,  if  the  changes  in  the  plant  and  the 
resulting  increase  in  the  earning  capacity 
were  occasioned  only  by  actual  extension 
or  addition  of  property  which  have  never 
before  existed,  but  such  is  not  the  case.  In 
every  progressive  manufacturing  concern, 
alterations  and  additions  to  the  plant  are 
constantly  being  made  for  the  purpose  of 
simplifying  the  manufacturing  processes 
and  thereby  increasing  the  output  with  the 
same  expenditure  for  labor,  and  materials, 
or  in  order  to  decrease  those  operating 
charges  which  are  in  the  nature  of  overhead 
expenses  required  to  be  taken  up  in  the  cost 
of  the  product,  .  .  .  and  it  will  be  neces- 
sary to  consider  the  nature  of  the  various 
alterations,  improvements,  and  additions 
before  an  intelligent  decision  can  be  made 
as  to  their  disposition. 

It  can  be  easily  seen  that  care  and 
judgment  must  be  exercised  when 
determining  what  expenditures  should 
or  should  not  be  capitalized. 

^Mien  a  structure  is  under  construc- 
tion by  a  contractor  on  a  cost  plus  a 
profit,  a  complete  analysis  of  the  cost  of 
the  structure  must  be  requested  by  the 
company  for  which  the  contractor  is 
working  so  that  the  correct  capital 
accounts  will  be  affected.  Generally 
the  contractor  will  include  in  the  cost 
of  a  building  such  elements  as  plumb- 
ing, heating,  ventilating,  lighting,  pip- 
ing, wiring,  etc.,  and  as  the  deprecia- 
tion rate  on  these  items  is  always  verj' 
much  higher  than  the  building  they 
should  be  separated  from  the  cost  of 


the  structiu-e  and  set  up  in  a  separate 
class  by  themselves  (see  "Building 
Equipment" — Ed).  The  contractor's 
cost  accounts  are  so  symbolized  that  it 
is  generally  possible  to  obtain  the  mate- 
rial and  labor  cost  of  the  excavation, 
foundation,  and  superstructure  as  well 
as  the  material  and  labor  cost  on  the 
equipment  elements.  In  addition  to 
these  direct  charges  to  construction 
there  are  also  indirect  charges  for  super- 
vision, clerical  and  engineering  work 
which  will  have  to  be  applied  as  an 
overhead  charge  generally  on  the  basis 
of  construction  labor.  To  the  total  of 
the  material,  labor,  and  overhead  must 
be  added  the  fee  percentage  for  each 
element  of  construction  separately 
(see  Figures  8  and  9) : 

Job  Ma  5bo       Operation  E        Card  No.  1 


Job  No  5oo       Operation  D  Card  No.  I 


Job  No  5oo      Operation  C        Card  No.  I 
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If  the  company  constructs  its  own 
building  a  set  of  cost  accounts  should 
be  created  so  that  the  prime  cost  (mate- 
rial and  labor)  of  every  element  can  be 
obtained  as  well  as  the  overhead. 

With  these  remarks  in  mind  we  will 
analyze  the  expenditm-es  on  account  of 
buildings,  casting  out  temporarily  or 
posting  to  the  proper  schedule  any 
expenditures  which  should  be  classified 
under  another  heading  or  should  be 
charged  to  some  expense  account. 

To  simplify  our  illustration  we  will 
assume  that  the  construction  has  been 
done  by  an  outside  contractor  on  a  cost 
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COST     SUMMARY 
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plus  a  profit  basis  for  the  five  buildings 
in  Tract  A  and  the  contractor  has  ren- 
dered an  analysis  of  construction  to 
support  his  vouchers  so  that  the  prime 
cost  of  the  excavation,  foundation,  and 
superstructure  can  be  scheduled,  the 
overhead  and  the  profit  applied  result- 
ing in  the  cost  of  the  building. 

In  our  analysis  of  the  Building  ac- 
count, Figure  10,  we  have  separated 
the  superstructure  cost  from  the  exca- 
vation and  foundation  cost  because 
where  the  expenditure  is  applicable  to 
more  than  one  building  a  different 
basis  of  apportionment  is  required;  the 
excavation  and  foundation  are  pro- 
rated on  the  basis  of  ground  area  occu- 
pied by  the  building  while  the  super- 
structure is  apportioned  on  the  basis  of 
the  total  floor  area  of  the  building. 
From  the  distribution  of  the  cost  of  the 
building.  Figure  11,  the  area  of  each 
floor  and  the  occupied  ground  area 
can  be  obtained  for  prorating  purposes 
referred  to  above. 

To  illustrate  this  method,  voucher 
40108  for  $6000  is  applied  to  building 
Al,  but  the  voucher  40109,  for  excava- 
tion, applies  to  buildings  A2,  A3,  and 
A4  and  consequently  is  prorated  on  the 


basis  of  the  occupied  ground  area  of 
these  buildings,  namely  10,000,  15,000, 
and  10,000  square  feet  respectively. 
In  the  same  manner  voucher  51114  for 
the  balance  of  the  excavation  in  the 
whole  tract  or  buildings  Al,  A2,  A3,  A4, 
and  A5,  is  prorated  on  the  basis  of  60,- 
000  square  feet  of  ground  space  or  in  a 
proportion  of  2,  1,  3,  2,  and  3.  On  this 
latter  basis  vouchers  63119  and  72908 
for  the  foundation  work  are  also  pro- 
rated. The  vouchers  for  the  super- 
structure, 83408,  92410,  104750,  114795 
are  all  accumulated,  being  the  same 
type  of  structure,  and  prorated  on  the 
basis  of  the  total  floor  area  in  the  tract 
or  175,000  square  feet,  (Figure  11) 
made  up  of  40,000,  20,000,  30,000, 
20,000,  and  65,000  respectively  for  the 
five  buildings  giving  the  results  as 
shown  on  the  analysis  (Figure  10)  for 
these  four  vouchers  for  the  cost  of  the 
superstructure.  If  the  basis  of  appor- 
tionment was  disregarded  and  the  total 
cost  of  all  five  buildings  was  prorated 
on  the  basis  of  the  total  floor  area  in  the 
tract  or  175,000  square  feet,  we  would 
find  that  the  cost  applied  against  A4 
would  be  one-half  as  much  as  would  be 
applied  against  Al,  whereas  from  the 
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DISTRIBUTION  OF  BUILDING  COSTS  BY  SHOPS -TRACT  A 

Building 

Type 

Shop 

Floor 
Area 

Cost 

DCPReCIATION 

Rate 

Normal 
Depreciation 

A\ 

P 

22 

10  000 

5*A. 

#   23.3O0 

oo 

2-^0 

A    ULI, 

00 

1 

23 

lo.ooo 

33.  3oo 

oo 

'^U 

00 

z 

JL 

10.  ooo 

„ 

23.  3oo 

oo 

dkl. 

00 

3 

2-7 

S.ooo 

•• 

//,  tSb 

oo 

■1 

333 

00 

3U 

sooo 

ll.hSb 

oo 

333 

00 

tto,  ooo 

»   Cj&.iioo 

oo 

a   1,1  Li) 

00 

Az 

R 

•6^ncTX-& 

2i 

S,ooo 

" 

a  13.025 

oo 

2% 

»    aU> 

So 

1 

31 

q^ooo 

•■ 

J3.  03S 

oo 

2to 

So 

a 

30 

3. ooo 

13.  035 

oo 

1, 

260 

So 

^> 

31 

5.000 

» 

13,  o:iS 

oo 

2feo 

So 

0.0. ooo 

• 

9  5a.ioo 

oo 

*  1,  0>l-f 

00 

A3 

1 

^^^^LT'Lf-G- 

33 

15,000 

*   3^,l5o 

oo 

2  Jo 

S     7«3 

00 

2 

3>^ 

lo,  ooo 

- 

24,(00 

oo 

J?32 

00 

35 

5.000 

" 

/3,05o 

oo 

31,, 

00 

}0,  DOC 

*   7?.3oo 

oo 

» 

$  l.s'U 

00 

, 

A4- 

1 

'^TfTtC'l*^ 

33 

lO.OOO 

• 

i    21,  JOG 

00 

2% 

*      ^32 

00 

2 

3ii 

lO.  OOO 

at.ioo 

00 

333 

00 

0.0.  ooo 

" 

»     55.200 

oo 

" 

i    \,0'i4 

09 

A6 

B 

-tf:)(f7i.c/U^ 

22 

i5.  ooo 

» 

*    34.5i>-^ 

23 

2% 

*      t?/ 

^^ 

( 

23 

15,  ooo 

" 

34.51,1 

S3 

6<?/ 

3! 

? 

2i 

IS,  ooo 

.• 

34.5i,<^ 

33 

6<?' 

^ 

.3 

27 

l5,  ooo 

- 

34,-e-i<f 

33 

H 

fc<7/ 

^1 

4 

;!i 

.9.  ooo 

- 

.     11.533 

og 

23o 

'^ 

lo3,  ooo 

> 

^  alioo 

oo 

" 

«  s.fft. 

00 

^^ 

J<.^ 

-    ^'UM^f/l 

n-^.ooo 

- 

f  42S.i,oo 

oo 

*  S.5I3 

ao 

-^ ^ 

rr~ 

^ -^ — 

tr^^^HZZHI^ 

^_ 

'--"^ 

— 

,          — r— — -, 



1 

Figure  1 1 


analysis  (Figure  10)  A4  costs  $52,200, 
and  Al  costs  $93,200.  The  prorating 
area  for  the  excavation  and  foundation 
for  these  two  buildings  is  the  same, 
while  the  prorating  area  for  the  super- 
structure is  in  a  proportion  of  1  :  2. 
Both  buildings  occupy  10,000  square 
feet  of  land  or  ground  area  and,  every- 
thing else  being  equal,  the  excavation 
and  foundation  would  be  the  same,  but 
due  to  the  fact,  we  will  suppose,  that 
blasting  was  necessary  in  the  excava- 
tion of  building  Al  but  was  not  neces- 


sary in  the  excavation  of  A4,  more  labor 
would  be  necessary,  dynamite  would 
be  required,  and  liability  insurance 
would  cover  a  bigger  risk  and  conse- 
quently at  a  higher  rate;  but  where  con- 
ditions are  similar  and  the  types  of 
construction  are  the  same,  excavation 
and  foundation  work  can  be  prorated 
on  the  basis  of  the  ground  area,  and  the 
superstructure  on  the  basis  of  the  total 
floor  area,  to  arrive  at  the  separate  cost 
of  each  building  where  the  accounts  are 
so  mixed  up  that  the  actual  individual 
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cost  of  each  building  has  been  lost. 

If  a  set  of  symbols  are  established  for 
each  kind  of  work,  as  mentioned  above, 
they  can  be  prefixed  by  a  letter  desig- 
nating a  particular  structure;  501 A 
would  be  excavation  work  on  one  build- 
ing, 502A  would  be  excavation  work  on 
another  building,  so  that  when  all  the 
charge  symbols  with  the  same  prefixed 
job  number  are  accumulated  the  total 
will  be  the  cost  of  a  particular  building, 
and  the  separate  material  and  labor 
charges  against  each  operation  symbol 
will  give  the  prime  cost  of  that  particu- 
lar kind  of  work. 

Wlien  the  cost  of  each  building  is 
ascertained  our  next  step  is  to  compute 
the  portion  of  the  cost  of  each  building 
applicable  to  the  shops,  jobs,  or  depart- 
ments in  that  particular  building.  The 
value  of  building  Al  as  sho'5\Ti  on  Fig- 
ure 10,  amounting  to  $93,200,  is  brought 
over  to  the  distribution  schedule 
(Figure  11)  and  is  prorated  over  the 
40,000  square  feet  of  floor  space  in  that 
building  so  that  shops  22,  23,  and  26 
each  occupying  10,000  square  feet  will 
be  charged  with  $23,300  respectively, 
and  departments  27  and  36,  which 
divide  the  third  floor  equally  or  5,000 
square  feet  each,  will  be  charged  ■nnth 
$11,650  each. 

In  a  similar  manner  the  cost  of  A2, 
A3,  A4,  and  A5  is  distributed  to  the 
different  departments  or  shops  in  each 
building.  It  will  be  noted  that  if  the 
cost  of  the  buildings  was  not  prorated 
in  this  manner  each  shop  of  equal  floor 
space  in  a  tract  would  bear  the  same 
proportion,  whereas  departments  27  in 
Al,  28  in  A2,  and  21  in  A5  each  occupy- 
ing 5,000  square  feet  of  floor  space  share 
differently  in  the  total  value  of  the 
tract. 

Normal  depreciation  has  been  com- 
puted to  make  the  schedules  complete, 
and  the  rates  of  2  per  cent,  3  per  cent, 
and  5  per  cent  for  concrete,  brick,  and 
wooden  buildings  which  were  used  will 


be  discussed  more  fully  in  a  subsequent 
article. 

WTien  the  distribution  schedule  (Fig- 
ure 11)  is  completed  and  the  building 
totals  posted  to  the  summary  (Figure 
12)  the  details  should  then  be  carried 
to  the  recapitulation  of  fixed  assets 
(Figure  1.) 

The  values  in  these  illustrations  have 
no  relation  to  the  actual  market  value 
and  are  only  used  to  illu.strate  the 
method  of  accumulating  and  apportion- 
ing the  expenditures  to  shops,  jobs,  or 
departments. 

With  the  Building  account  properly 
analyzed,  distributed,  and  summarized 
and  the  results  posted  to  the  recapitula- 
tion, the  next  element  on  the  classifi- 
cation to  be  similarly  treated  is 
"Building  Equipment." 

Much  of  what  has  been  said  under 
buildings  applies  to  all  elements  of 
fixed  property  especially  in  connection 
with  repairs,  renewals,  etc.,  but  in  addi- 
tion to  these  remarks  it  is  well  to  call 
to  mind  that  "Building  Equipment" 
should  only  be  considered  as  a  group 
heading  and  should  always  be  sub- 
divided into  its  components.  Many 
times  where  a  mortgage  exists,  con- 
flicting legal  rulings  have  been  rendered 
as  to  what  should  be  classified  as  build- 
ings, building  equipment,  machinery, 
etc.,  but  if  all  the  elements  of  fixed 
property  are  shown  separately  as  com- 
ponents of  different  groups,  any  group- 
ing desired  can  be  made  up  on  a  short 
notice. 

Insurance  companies  very  often 
make  an  appraisal  for  insurance  pur- 
poses and  very  possibly  their  grouping 
will  be  somewhat  different  from  the  one 
used  by  the  company,  but  with  the 
companies'  values  made  up  by  com- 
ponents, a  grouping  can  be  made  to 
check  the  insurance  appraisal  and  in 
this  way  many  errors  are  caught  at  the 
right  time  for  correction. 

Apart  from  these  reasons  for  sepa- 
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rating  building  equipment  into  its  com- 
ponents it  is  also  necessary  to  do  so  for 
the  purpose  of  computing  depreciation 
as  each  kind  of  equipment  w\\\  carry  its 
own  rate  of  depreciation.  With  a 
proper  system  of  recording  assets  the 
subdivisions  of  building  equipment 
vnW  not  only  be  available  but  the 
expenditures  making  up  the  total  of 
each  subdivision  will  also  be  a  matter 
of  record  for  each  shop,  department,  or 
job.  Unlike  land  and  building,  build- 
ing equipment  is  made  up  of  a  number 


of  small  as  well  as  a  number  of  large 
items  during  a  given  period;  and  keep- 
ing in  mind  that  it  will  be  necessary  to 
record  the  detail  data  in  connection 
with  each  capital  expenditure,  an 
exhaustive  analysis  w\\l  be  required 
(Figure  12)  showing  the  date  of  the 
expenditure,  the  voucher  number, 
name  of  vendor,  description  of  the 
expenditure,  the  classification  symbol, 
the  location  or  locations  affected,  and 
the  amount,  so  that  when  the  installa- 
tion of  an  asset  recording  system  is 


SUMMARY  OF  BUILDING  ANALYSIS 

Tract 

Floor 
Area 

Cost 

Type  of  Structure 

Normal 
Depreciation 

Concrete 

Brick 

Wood 

A 

IIS.OOO 

Hh 

^  i^SS.Loo 

oo 

i  i/3£;(,oo 

oo 

_ 

_ 

*    g.Sii 

00 

B 

l3o,ooo 

3i1.3oo 

oo 

a^i.  too 

oo 

f      fcj.^oo 

oo 

>    asoc 

oo 

7,ioi 

00 

C 

Soo.ooo 

Si  p.  Sis 

OO 

3oo,-JSo 

oo 

i7-s:f3s 

oo 

ati-.Qoo 

oo 

13,  007 

■js 

D 

]  00.000 

poo.ooo 

oo 

— 

I^S,7So 

oo 

U,2Sa 

oo 

i,.ogS 

00 

E 

ISO.ODO 

3as.  ooo 

oo 

lOI. 7So 

oo 

3'3.(.%5 

oo 

lO.  13-^ 

OO 

!^.<i4o 

00 

F 

go. 000 

lUg,  loo 

oo 

loo 

OO 

iHl.iSo 

oo 

3,iSo 

OO 

^it^iS 

00 

C3 

4°  ooo 

li^.^iS 

w 

— 

icy^.zffo 

oo 

S,^7S 

oo 

3.S7>^ 

sS 

H 

105,000 

noq.ooo 

oo 

— 

2  0C,  7<?o 

oo 

&:iio 

oo 

L'^34 

20 

UcJL 

1,000,000 

- 

h.iSc.ooo 

oo 

^1,  D7f,  5bo 

oo 

*i,io2,  r^o 

oo 

*    i,i^3io 

oo 

*  5i,o-ji 

20 

' 

NORMA 

- 

COST 

RATE 

DEPRECIAt 

ION 

'^ffTLOl*^ 

»;.07*5bo 

oo 

2% 

,*    ii.Slo 

oo 

Sa^cX^ 

'./Oir'?" 

oo 

3f. 

33.0(.S 

70 

COovt^. 

kt.hio 

oo 

^f. 

3,UI.S\ 

So 

■J»hdU 

tJ.aSb.ooo 

oo 

»     St. Oil 

20 

-^          "^ 

J rr:: 

1 

^ 

T --^ 

' — 1 

j;:;^^;^!— — 1 

z;:r 

' — 

Figure  12 
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completed  and  the  records  are  written 
up  all  the  data  can  be  obtained  from 
the  analysis  schedules  (Figure  12). 

The  general  scheme  of  analyzing  the 
expenditures  to  ascertain  the  classifi- 
cation and  the  location  is  similar  to  the 
previous  element,  namely,  "  Buildings." 
On  Figure  13  the  analysis  for  Tract  A  is 
shown  and  it  will  be  noted  that  some 
of  the  expenditures  are  applicable  to 
more  than  one  location  or  to  more  than 
one  building,  but  generally  they  are 
prorated  on  the  basis  of  the  floor  area 
of  the  locations  affected. 

Referring  to  the  analysis  (Figure  13) 
vouchers  120410  and  10410  amounting 
to  $7500  for  the  "Heating  System" 
(EDD)  in  Tract  A  are  applicable  to 
all  buildings  in  this  tract  and  in  view  of 
the  fact  that  the  more  space  to  be 
heated  the  more  radiation  is  required, 
the  $7500  is  prorated  on  the  basis  of  the 
floor  area  in  the  tract,  or  175,000  square 
feet,  and  the  result  of  the  prorate  posted 
to  column  EDD  of  the  distribution 
(Figure  14).  In  a  similar  manner 
voucher  120590  for  "Lighting  Fix- 
tures" (EDC)  in  Al  and  A2  amount- 
ing to  $840  is  applied  to  these  two 
buildings  and  to  the  jobs,  shops,  or 
departments  therein  on  the  basis  of  the 
floor  area  or  60,000  square  feet,  on  the 
theory  that  the  number  of  lights  re- 
quired is  dependent  on  the  floor  area. 
The  result  of  the  prorate  is  posted  to 
column  EDC  of  the  distribution  (Form 
14) .  Voucher  10471  for  $700  is  appHed 
to  A3  and  A4  in  a  similar  manner  for 
"Lighting  Fixtures,"  on  the  basis  of 
50,000  square  feet  and  voucher  21003 
for  $910  is  chargeable  to  building  A5 
direct  so  that  the  total  of  the  "  Lighting 
Fixtures"  (EDC)  shown  in  the  distri- 
bution (Figure  14)  is  not  prorated  on 
the  basis  of  the  total  floor  area  in  the 
tract  but  each  voucher  applied  to  the 
locations  affected.  If  the  number  of 
fixtures  in  each  location  were  obtained 
the  distribution  could  be  on  the  unit 


fixtm-e  basis  instead  of  the  floor  area. 
This  procedure  is  followed  with  every 
item  of  expenditure  shown  on  the  analy- 
sis and  the  distribution  (Figure  14)  of 
values  completed  by  jobs,  shops,  or 
departments. 

With  the  values  for  each  class  of 
property  segregated  by  jobs,  shops,  or 
departments,  a  separate  schedule  is 
then  made  up  for  the  distribution  of 
depreciation;  each  class  of  property 
computed  at  the  rate  of  depreciation  as 
applied  to  that  particular  class  and 
applied  to  the  jobs,  shops,  or  depart- 
ments (Figure  15).  Take  column 
EDA,  Figure  14,  amounting  to  $900, 
distributed  to  the  different  shop  loca- 
tions, and  compute  5  per  cent  for  nor- 
mal depreciation  on  each  shop  location 
value  and  the  result  of  the  annual 
normal  depreciation  by  shop  locations 
posted  to  the  distribution  of  deprecia- 
tion (Figure  15)  which  will  total  $45 
per  annum  for  Tract  A  or  5  per  cent  of 
$900.  In  a  similar  manner  columns 
EDB  at  10  per  cent,  EDC  at  10  per 
cent,  EDD  at  5  per  cent,  EDE  at  5 
per  cent,  EDF  at  5  per  cent,  EDG  at 
5  per  cent,  EDH  at  714,  per  cent,  EDJ 
at  10  per  cent,  EDK  at  10  per  cent, 
and  EDL  at  10  per  cent  are  computed 
and  the  distribution  of  depreciation 
completed  for  Tract  A. 

The  total  depreciation  as  sho^Ti  on 
the  distribution  of  depreciation  (Figure 
15)  for  Tract  A,  is  then  posted  to  the 
summary  (Figure  16)  opposite  Tract  A. 
The  details  by  shop  locations  are  posted 
to  the  recapitulation  of  fixed  assets 
(Figure  1)  where  the  total  values  and 
depreciation  are  being  accimiulated  by 
jobs,  shops,  or  departments. 

After  building  equipment  has  been 
analyzed,  distributed,  simiraarized,  and 
posted  to  the  recapitulation  of  fixed 
assets  the  next  element  in  order  to  be 
taken  up  is  Machinery. 

Much  has  been  said  about  what 
should  be  included  under  this  heading 
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in  Part  1,'  and  may  be  reviewed  with 
benefit  before  attempting  to  analyze 
the  expenditure  for  machinery. 

Very  seldom  will  two  classifications 
agree  on  what  should  be  included  under 
a  given  heading,  in  fact  we  may  go  so 
far  as  to  state  that  if  every  unit  of  a 
like  nature  is  kept  separate  from  units 
of  unlike  nature  and  properly  identi- 
fied by  a  symbol  there  would  be  no  need 
of  any  classification,  but  when  a  classi- 
fication is  so  arranged  that  the  symbols 
can  be  memorized  by  groups,  the  sub- 
ordinate ledger  accounts  can  control 
the  fixed  assets  by  groups  and  instead 
of  showing  the  general  ledger  balance 
at  the  end  of  an  accounting  period  as 
the  value  of  the  fixed  property  in  the 
balance  sheet  the  subordinate  ledger 
balances  can  be  shown,  which  makes  a 
more  intelligent  looking  statement. 
So  that  under  a  proper  recording  sys- 
tem, particularly  in  the  case  of  machin- 
ery, the  value  as  shown  in  the  balance 
sheet  would  be  supported  by  records 
showing  the  individual  units  and  the 
physical  location  so  that  a  test  can  be 
made  of  the  values  so  represented. 

On  the  other  hand,  in  connection 
with  machinery,  a  classification  is  very 

^  See  Administration  for  December,  page  759. 


useful  in  that  units  of  a  similar  nature 
are  grouped  under  a  definite  heading, 
for  instance,  the  different  types  and 
kinds  of  milling  machines  under  the 
symbol  EE8C  and  the  different  kinds 
of  lathes  under  EE7C  are  all  under 
the  heading  of  "Cutting  Machinery" 
(EEC)  which  in  turn  is  the  third  divi- 
sion of  the  "Machinery  Classification" 
EE.  It  can  readily  be  seen  from  this 
system  of  segregating  the  machinery 
by  types  in  each  location  that  it  is 
unnecessary  to  have  in  any  classifica- 
tion such  headings  as  "Foundry  Ma- 
chinery," "Foundry  Equipment,"  etc., 
but  if  the  values  of  any  particular  kind 
of  property  were  required  in  any  shop 
all  that  is  necessary  would  be  to  know 
the  location  of  the  shop,  job,  or  depart- 
ment and  the  values  of  the  assets  in 
that  particular  place  would  be  on  rec- 
ord, all  properly  groujied  and  sub- 
grouped.  If  it  is  necessary  to  know  the 
value  of  machinery  by  kinds  or  types 
rather  than  by  locations,  this  informa- 
tion can  be  obtained  from  the  cross 
index  file  showing  the  value  of  each 
symbol  regardless  of  lociition  so  that  a 
statement  can  be  made  from  the  cross 
index  file  similar  to  that  given  in  the 
following : 
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1^25  Filing  Madiines 
;515  Grinding  Machines 
I'^'i  Polishing  Machines 
4'2'-2  Milling  Machines 


$0,000,000,000 
0,000,000,000 
0,000,000,000 
0,000,000,000 


$0,000,000,000 


In  fact  a  supporting  schedule  can  be 
prepared  to  meet  any  demand. 

The  method  of  analyzhig  the  expend- 
itures (Figure  17)  is  practically  the 
same  as  the  previous  elements  but  for 
the  distribution.  A  separate  schedule 
(Figure  18)  had  better  be  made  for  each 
shop,  job,  or  department  showing  each 
individual  unit,  with  a  summary  at  the 
bottom  of  each  schedule  for  computing 
depreciation. 

The  values  and  depreciation  are  then 
transferred  to  the  recapitulation  of 
fixed  assets  (Figure  1)  and  the  total  for 
the  tract  posted  to  the  summary  of 
machinery  (Figure  19). 

On  the  machinery  analysis  Figure  17, 
it  was  thought  advisable  to  show  the 
full  details  only  on  a  few  of  the  items, 
as  an  illustration,  so  that  a  tract  total 
could  be  shown  as  well  and  at  the  same 
time  having  the  values  of  all  the  loca- 
tions and  shops  that  were  used  on  the 
distribution. 

The  full  details  are  shown  for  all  shops 
in  building  Al,  Figure  18,  as  well  as  the 
analysis  for  the  same  building,  Figure 
17,  while  in  the  other  buildings  of 
Tract  A  the  analyses  and  distribution 
are  only  shown  in  the  total  cost  of  each 
unit  and  the  machine  number. 

When  two  different  shops  are  on  the 
same  floor  of  a  building,  as  shops  27 
and  36  in  building  Al-'J,  a  separate 
schedule  of  machinery  should  be  made 
for  each  shop  instead  of  prorating  the 
value  of  machinery  in  the  location,  as 
the  prorating  method  for  machinery  is 
not  only  incorrect  but  the  depreciation 
chargeable  again.st  the  product  of  these 
shops  would  also  be  wrong.  Shop  27 
has  $25,465  of  machinery  while  shop 
36  has  only  $3130  and  the  depreciation 
chargeable  is  $1020  and  $156.50  respec- 


tively, whereas  if  the  total  value  of  the 
machinery  in  this  location  was  prorated 
the  result  would  be: 


Shop 

Value 

Depreciation 

27 

$14,297.50 

$588.25 

36 

14,297.50 

588.25 

resulting  in  an  overcharge  to  depart- 
ment 36  and  an  undercharge  to 
department  27. 

Prorating  is  approved  on  such  ele- 
ments as  land,  buildings,  etc.,  but 
where  individual  units  are  involved, 
especially  process  units,  they  should  be 
charged  direct  to  the  shop,  job,  or 
department  where  they  are  used. 

We  have  taken  up  the  different 
methods  of  applying  values  and  it  will 
be  seen,  by  way  of  review,  that  the 
land  and  land  improvements  were  first 
accumulated  by  tract,  prorated  to  the 
buildings  in  each  tract  on  the  basis  of 
the  occupied  ground  area,  and  then 
each  building  proportion  of  the  tract 
prorated  to  the  shops  on  the  basis  of 
the  floor  area  in  each  building  sepa- 
rately. Buildings  were  accumulated, 
keeping  the  value  of  each  building 
separate,  prorated  to  shops,  jobs,  or 
departments  on  the  basis  of  the  floor 
area  in  each  building,  but  distributing 
the  value  of  each  building  separately. 

Building  equipment  was  accumulated 
and  in  some  cases  applied  directly  to  a 
location  and  in  other  cases  to  the  build- 
ing and  sub.sequently  prorated  to  the 
shops,  jobs,  or  dep.artments  in  that 
building  on  the  basis  of  the  floor  area 
and  suggested  on  the  unit  basis  in  the 
case  of  lighting  where  the  data  were 
available.  Machinery  values  were 
analyzed  so  that  the  individual  units 
were  properly  identified  by  machine 
numbers  and  applied  directly  to  each 
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MACHINERY 

SHOP  22                                                                                                                   Al-B          1 

Date 

Voucher 
No. 

Kind 

Machine 
No. 

Class 
Symbol 

Amount 
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shop,  job,  or  department  where  they 
were  located. 

Each  element  of  expenditure  was 
analyzed,  di.stributed,  and  .summarized 
and  the  latter  recapitulated,  from 
which  it  can  be  seen  that  the  ultimate 
end  depends  on  the  method  of  distribu- 
tion used  which  is  based  on  the  nature 
of  the  element  to  be  analyzed  and  dis- 
tributed. 

The  remaining  elements  to  be  ana- 
lyzed, namely.  Fixed  Equipment, 
Power  Plant  Equipment,  Office  Equip- 
ment, Transportation  Equipment,  and 
Miscellaneous  Equipment  can  be  prop- 
erly identified  by  individual  units  and 


the  method  used  for  machinery  can  be 
used. 

Underground  piping  and  tunnels  in 
some  cases  can  be  accumulated  by 
tracts  but  invariably  will  have  to  be 
applied  to  the  whole  plant.  If  by 
tracts  then  the  method  u.sed  to  dis- 
tribute the  land  and  land  improve- 
ments can  be  used,  but  if  the  total 
value  of  all  the  underground  piping 
and  tunnels  is  applied  to  the  whole 
plant  then  it  should  be  applied  to  the 
buildings  on  the  basis  of  the  total  occu- 
pied ground  area  in  all  tracts.  When 
the  value  applicable  to  each  building  is 
ascertained  the  floor  area  in  each  build- 
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ing  is  used  to  distribute  the  building 
proportion  to  shops,  jobs,  or  depart- 
ments. 

When  all  elements  are  so  analyzed, 
distributed,  summarized,  and  recapit- 
ulated, a  cross-footing  of  the  recapitu- 
lation (Figure  1)  will  result  in  the  value 
and  annual  normal  depreciation  of 
"Fixed  Property"  applied  to  each 
shop,  job,  or  department  in  the  plant. 
The  final  footing  of  each  column,  that 
is  for  all  tracts  combined,  will  be  the 
total  value  of  each  division  of  the  assets 
for  balance  sheet  purposes. 

The  vast  amount  of  detail  necessary 
to  obtain  these  satisfactory  results  is 
only  resorted  to  when  the  accounting 


system  of  a  plant  does  not  provide  for 
an  Asset  Recording  Division  controlled 
by  the  subordinate  ledger  accounts  in 
the  accounting  department,  the  latter 
in  turn  controlled  by  the  general  ledger. 
If  such  a  department  were  in  operation 
these  results  would  be  available  and 
up  to  the  minute  at  any  time  showing 
the  original  value,  annual  depreciation, 
accrued  depreciation,  and  the  depre- 
ciated value  of  each  unit  separately, 
and  the  aggregate  in  agreement  with 
the  subcontrols  and  general  controls. 

Our  next  step  then  will  be  to  lay  out 
the  necessary  system  to  operate  an 
Asset  Recording  Division  and  bring  in 
the  analysis. 


THE  NEW  INCOME  TAX  LAW— SOME  TIMELY 
CAUTIONS  ABOUT  RETURNS 

BY  ROBERT  H.  MONTGOMERY* 


CONTRARY  to  the  prevailing  be- 
lief Congress  usually  can  be  de- 
pended upon  to  run  true  to  form — bad 
form,  not  good  form.  A  bad  tax  law  un- 
changed but  well  administered  is  better 
than  a  never-ending  succession  of  good 
laws  which  change  rates  and  everything 
else  so  frequently  that  taxpayers  have 
not  the  slightest  idea  what  is  taxable  or 
when.  For  some  years  a  Democratic 
Congress  was  criticized  for  enacting 
tax  laws  so  late  in  the  year  that  taxpay- 
ers did  not  know  nor  could  they  esti- 
mate their  obligations  until  the  transac- 
tions of  the  year  were  nearly  completed. 
Business  was  done  under  great  uncer- 
tainties and  forebodings.  The  1916 
Act  was  passed  September  8;  the  1917 
Act  was  passed  October  3;  the  1918 
(sic)  Act  was  passed  February  24, 1919. 
In  each  case  many  of  the  important 
provisions  were  made  retroactive  to  the 
preceding  January  1,  and  in  the  case  of 
the  1918  Act  the  important  provisions 
were  made  retroactive  to  January  1, 
1918.  The  Republicans  won  a  great 
victory  in  1920.  In  their  platform  and 
public  statements  definite  promises 
were  made  regarding  reforms  in  taxa- 
tion. What  is  the  net  result?  On 
November  23,  1921,  a  tax  bill  was 
passed  in  which  many  features  are 
retroactive  to  January  1,  1921.  The 
exceptions,  such  as  the  repeal  of  the 
excess  profits  tax  and  other  matters, 
which  needed  the  most  attention  are 
dated  forward  and  not  back.  Instead 
of  keeping  promises  regarding  the  re- 
peal of  the  excess  profits  tax  and  the 
high  surtax  rates,  no  changes  therein 

*  Member  of  firm  of  Lybrand,  Ross  Bros.  &  Mont- 
gomery,    Author  "Federal  Income  Tax  Procedure." 
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were  made  for  the  year  1921.  In  other 
words  the  Republican  Congress  ran 
true  to  form  and  merely  did  what 
Democratic  Congresses  have  led  us  to 
expect.  Promises  were  disregarded  and 
violated;  political  considerations  were 
paramount  and  controlling;  facts  were 
flouted  and  fallacies  were  followed.  It 
was  shown  by  uncontradicted  evidence 
that  the  gross  revenues  from  surtax 
rates  in  excess  of  25  per  cent  are  negli- 
gible, and  that  most  of  those  who  pay 
the  high  rates  are  active  business  and 
professional  men  and  not  the  idle  rich. 
In  other  words  the  highest  rates  of  tax 
are  collected  from  earned — not  "lazy" 
— incomes.  Nevertheless  high  surtax 
rates  are  continued  indefinitely  act- 
ing as  a  deterrent  to  investment  in  pro- 
ductive business  and  as  an  incentive  to 
increase  the  already  iniquitous  output 
of  tax-exempt  municipal  bonds.  The 
only  hopeful  sign  is  the  reduction  of 
federal  expenses  which  is  going  on  and 
which  if  continued  may  permit  some 
reductions  in  tax  rates  in  the  years  to 
come. 

There  are  some  good  features  in  the 
1921  Act.  Unfortunately  relief  and 
remedial  sections  sometimes  are  so 
difficult  to  interpret  and  understand 
that  the  average  taxpayer  throws  up 
his  hands  in  despair  and  fails  to  give 
proper  consideration  to  changes  which 
may  be  beneficial  but  which  because  of 
complexities  erroneously  are  assumed 
to  be  detrimental. 

The  experiences  of  other  years  bid 
fair  to  be  repeated  this  year.  The  inex- 
cusable delay  in  passing  the  1921  Act  is 
responsible  for  the  usual  crop  of  half- 
baked,  incomplete  and  false  interpreta- 


114 


ADMINISTRATION 


Vol.  Ill 
No.        1 


tions  of  many  of  its  important  sections. 
Some  taxpayers  do  not  read  the  law, 
even  those  provisions  which  most 
vitally  affect  their  interests.  They  de- 
pend on  the  opinions  and  interpreta- 
tions of  others,  although  in  many  cases 
the  "others"  are  less  competent  to  in- 
terpret the  law  than  the  taxpayers 
themselves.  In  making  this  statement 
I  particularly  have  in  mind  lawyers, 
accountants,  and  business  executives 
who  are  capable  of  interpreting  the  law 
if  they  will  take  the  time  to  read  it. 

II 

No  doubt  there  will  be  many  requests 
for  a  general  extension  of  time  for  the 
filing  of  all  tax  returns,  so  that  reason- 
able time  will  be  allowed  within  which 
to  study  the  law,  take  advantage  of 
those  changes  which  favorably  affect 
taxpayers,  and  render  correct  returns. 
If  the  Commissioner  of  Internal  Rev- 
enue follows  precedent  he  will  announce 
in  all  seriousness  that  new  forms  and 
new  regulations  will  be  issued  by  the 
Bureau  of  Internal  Revenue  in  ample 
time  to  permit  the  filing  of  returns  by 
March  15, 1922.  In  fairness  to  the  com- 
missioners who  during  the  last  few 
years  have  refused  to  grant  general  ex- 
tensions of  time  it  must  be  acknowl- 
edged that  although  a  great  many 
individual  applications  were  made  for 
additional  time,  I  do  not  know  of  a  sin- 
gle case  where  an  extension  was  refused. 
Nevertheless  no  return  should  be  called 
for  under  a  complicated  tax  law  until 
at  least  six  months  after  its  passage. 
The  collection  of  revenue  need  not 
await  the  filing  of  returns.  The  returns 
for  1921  should  not  be  required  before 
June  15, 1922.  On  March  15, 1922,  tax- 
payers should  be  required  to  pay  one- 
fourth  of  the  amount  of  tax  for  1921 
estimated  to  be  due. 

It  is  true  that  most  of  the  work  pre- 
paratory to  the  filling  in  of  tax  returns 


can  be  done  soon  after  books  are  closed. 
Probably  90  per  cent  of  the  work  can 
be  done  during  February  and  March; 
but  the  balance  of  the  work — the  most 
important  in  effect  if  not  in  volume — 
cannot  be  done  intelligently  until  care- 
ful consideration  is  given  to  each  change 
in  the  new  law.  It  is  not  sufficient  that 
the  Bureau  of  Internal  Revenue  should 
issue  new  forms  and  new  regulations  a 
few  weeks  before  March  15,  1922.  The 
representatives  of  the  Bureau  are  not 
infallible.  Many  of  the  radical  changes 
in  the  1921  law  were  made  in  last  min- 
ute conferences  between  representa- 
tives of  the  Senate  and  the  House  of 
Representatives  who  were  influenced 
by  political  motives  and  expediency 
and  by  the  Thanksgiving  adjournment 
(which  made  it  possible  to  collect  mile- 
age). The  preliminary  regulations  of 
the  Bureau  therefore  cannot  be  ex- 
pected to  represent  mature  and  careful 
judgment.  It  is  not  unreasonable  to 
prophesy  that  many  modifications  of 
the  preliminary  regulations  will  be 
made.  In  other  years  some  of  the  most 
important  and  far-reaching  changes 
in  official  regulations  were  made 
many  months  after  the  passage  of  the 
laws. 

Perhaps  it  is  natural  that  the  prelim- 
inary forms  and  regulations  should  be 
most  favorable  to  the  government. 
Perhaps  it  is  inevitable  that  those  who 
receive  the  most  protection  are  those 
who  insist  upon  ample  time  in  which  to 
make  up  correct  accounts  and  who 
fight  for  their  rights.  For  illustration: 
I  have  read  two  sections  of  the  law 
about  a  dozen  times.  It  is  difficult  for 
me  to  believe  that  they  mean  what 
they  say,  but  it  can  hardly  be  claimed 
that  they  are  ambiguous.  They  extend 
an  unnecessary  benefit  to  stockholders 
in  certain  corporations.  I  refrain  from 
commenting  on  these  sections  at  this 
time.  I  await  the  comments  of  others 
and  I  am  particularly  anxious  to  see 
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what  the  Bureau  of  Internal  Revenue 
will  say. 

It  is  not  the  fault  of  taxpayers  that 
the  1921  law  was  passed  in  November 
instead  of  May.  The  derelictions  of  the 
Congress  should  not  be  visited  upon 
innocent  taxpayers.  I  therefore  ven- 
ture the  assertion  that  no  taxpayer 
need  fear  the  imposition  of  penalties  be- 
cause of  the  obvious  difficulty  of  gain- 
ing a  workable  and  trustworthy  knowl- 
edge of  the  new  law  between  now  and 
iNIarch  15,  1922.  The  experiences  of 
past  years  must  not  be  forgotten. 
Those  who  wish  to  render  correct  re- 
turns, who  do  not  want  to  overpay  or 
underpay,  should  not  allow  themselves 
to  be  hurried.  In  the  new  law  the 
provisions  regarding  incorrect  returns 
are  far  more  drastic  than  in  the  old 
laws.  Likewise  some  of  the  inequitable 
provisions  of  the  old  laws  have  been 
remedied.  More  than  ever,  much  more 
than  ever,  no  return  should  be  filed 
until  it  is  known  to  be  correct.  More 
than  ever,  much  more  than  ever,  the 
early  offhand  interpretations  of  the  law 
should  be  disregarded.  In  due  course 
authoritative  interpretations  wiU  ap- 
pear; the  careful  taxpayer  will  do  well 
to  await  their  appearance.  In  the 
meantime  I  make  the  suggestion — ^a 
radical  one  I  admit — that  taxpayers 
read  the  law  itself! 

Those  who  do  read  the  law  will  find 
many  items  of  interest.  It  will  be 
found  that  taxpayers  who  have  hesi- 
tated about  selling  or  exchanging  their 
properties  or  businesses  may  do  so 
freely  because  of  the  reduced  and  rea- 
sonable taxes  which  will  be  imposed. 
There  may  be  some  question  about 
what  constitutes  "capital"  gains  and 
losses  and  "property  of  a  like  kind  or 
use"  but  in  general  all  unreasonable 
restrictions  have  been  removed  from 
future  sales  or  other  disposition  of  in- 
vestment or  capital  assets.  A  low  rate 
of  tax  is  imposed  upon  transactions 


which  are  actually  completed,  no  tax 
at  all  is  imposed  upon  mere  exchanges 
and  reorganizations. 

Incidentally  many  were  disappointed 
that  one  of  the  numerous  sales  tax 
plans  was  not  enacted  into  law.  In 
my  opinion  the  sales  tax  proponents 
will  have  a  chance  during  the  year 
1922  to  watch  their  baby  develop. 
There  is  a  strong  chance  that  it  will 
grow  rapidly.  But  it  will  not  reduce 
income  taxes  any.  It  will  be  used 
for  a  soldiers'  bonus  and  other  little 
things,  such  as  army  and  navy  ex- 
penditures under  reduction-in-arma- 
ment  programs. 

As  to  losses  occurring  in  the  current 
year  Congress  has  incorporated  into 
the  law  a  provision  making  it  possible 
for  taxpayers  to  apply  such  losses 
against  profits  in  future  years.  How- 
ever, the  provision  is  hedged  around 
with  restrictions  and  complications  so 
that  the  amount  of  loss  which  will  be 
used  to  reduce  future  profits  is  not  the 
same  as  that  which  shows  on  the  cur- 
rent year's  tax  return.  Those  who 
render  tax  returns  on  the  basis  of  a 
fiscal  year  ending  in  1922  will  be  well 
advised  to  await  the  latest  authorita- 
tive instructions  on  the  matter  of 
"net  losses"  before  the  returns  are 
filed. 

m 

It  is  a  good  sign  that  the  new  law 
gives  to  the  commissioner  the  power  to 
authorize  the  deferring  of  the  payment 
of  tax  in  cases  where  payment  on  the 
statutory  dates  would  cause  hardship. 
Up  to  now,  the  Commissioner  and  the 
collectors  have  been  in  the  unfortunate 
position  of  having  to  enforce  the  law 
as  it  stood,  even  though  they  knew 
that  bankruptcy  would  follow  as  a  re- 
sult of  their  action.  It  is  unreasonable 
to  think  that  the  new  section  in  ques- 
tion will  be  siifcessfully  invoked  in 
many   instances,    but   in    meritorious 
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cases  taxpayers  should  not  hesitate  to 
claim  their  statutory  rights. 

Space  does  not  permit  me  to  enlarge 
on  many  other  provisions  of  the  new 
law  which  radically  change  the  proce- 
dure under  the  older  laws.  Only  an 
exhaustive  study  of  the  new  law  and 
of  the  Treasury  regulations  which  will 
be  issued  at  some  indefinite  future  date 
can  clear  up  points  which  appear  ob- 
scure on  the  first  perusal.  Those  tax- 
payers who  receive  dividends  from  for- 
eign corporations  will  do  well  to  note 
the  limitation  which  has  been  inserted 
in  the  new  law;  procedure  for  submit- 
ting the  very  necessary  information  as 
to  earnings  of  those  corporations  is 
likely  to  be  withheld  for  some  time  and 
even  when  available,  much  time-con- 
suming correspondence  by  the  taxpayer 
will  be  inevitable.  The  new  amortiza- 
tion provisions  are  by  no  means  clear, 
but  it  is  clear  that  all  taxpayers  whose 
war  facilities  have  depreciated  in  value 
must  submit  their  claims  within  the 
very  near  future.  The  Treasury  has 
never  recognized  personal  service  cor- 
porations as  was  intended  by  Congress ; 
the  new  law  further  complicates  the 
situation.  Income  from  businesses, 
etc.,  in  territorial  possessions  of  the 
United  States  is  another  matter  which 


wiU  require  considerable  research.  On 
a  vital  matter — reserves  for  bad  debts 
—the  Commissioner's  regulations  will 
be  awaited  with  great  interest. 

After  January  1,  1922  the  discrim- 
inations in  favor  of  corporations  and 
against  individuals  in  business  are  so 
radical  that  every  business  not  incor- 
porated should  at  once  consider  the 
advisability  of  incorporating.  The  dis- 
criminations may  not  last  very  long, 
nevertheless  while  they  last  they  are 
severe  in  every  case  of  substantial 
incomes. 

Having  in  mind  the  many  provisions 
of  the  new  law,  which  are  either  doubt- 
ful of  interpretation  in  themselves  or 
which  specifically  are  dependent  on 
the  Commissioner's  discretionary  regu- 
lations, every  taxpayer  will  be  well 
advised  to  adopt  the  following  pro- 
cedure : 

1.  Study  the  new  law  carefully. 

2.  Prepare  all  figures  necessary  for  the 
tax  return  in  a  preliminary  way  as  early  as 
possible  in  1922. 

3.  Apply  for  an  extension  of  time  if  it  is 
not  feasible  to  file  a  correct  return  on  March 
15,  1922. 

In  any  event  wait  for  authoritative 
interpretations  of  the  new  law  before  fil- 
ing the  return  in  its  final  form . 
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War  is  unpopular  despite  man's  addic- 
tion to  it,  and  there  is  a  deep-seated  feeling 
that  industrial  warfare,  like  military  war- 
fare, should  be  eliminated.  The  disil- 
lusioned industrialist,  however,  is  a  bit 
cynical  over  the  possibility  of  finding  a 
satisfactory  disarmament  program  for 
either.  He  may  still  be  after  reading  this 
book,  but  he  would  do  well  to  read  it. 

Wage  disputes  are  the  chief  cause  of 
strikes.  The  recent  report  on  "Waste  in 
Industry,"  by  the  Committee  of  the  Fed- 
erated American  Engineering  Societies, 
shows  that  from  50  per  cent  to  80  per  cent 
of  the  strikes  in  each  year  since  1881  were 
caused  by  controversies  over  wages  and 
hours.  In  the  conflict  of  interests  arbitra- 
tion, voluntary  or  legal,  is  of  course  the 
substitute.  But  if  there  is  to  be  general 
consistency  and  permanence  in  wage  arbi- 
tration, the  Boards  and  Industrial  Courts 
must  have  more  than  a  spirit  of  justice  and 
a  knowledge  of  the  facts  at  issue.  There 
must  be  a  body  of  accepted  principles  upon 
which  to  base  consistent  judgments.  Pro- 
fessor Feis  points  out  that  at  present  there 
are  none;  and  it  is  to  laying  these  down  that 
he  addresses  himself. 

In  1914  he  assisted  Robert  C.  Valentine 
in  an  effort  to  find  a  basis  of  wage  settle- 
ment for  the  Board  of  Protocol  Standards 
in  the  Dress  and  Waist  Industry  in  New 
York  City.  In  this  work  Professor  Feis 
became  convinced  that  there  could  be 
no  permanent  peace  under  the  present 
wage  system  unless  a  clear  body  of  funda- 
mental principles,  applicable  to  all  indus- 
tries, be  accepted  and  enforced. 

The  author  first  outlines  some  pertinent 
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aspects  of  the  present  industrial  situation 
and  the  status  of  the  wage-earning  groups, 
with  the  conclusion  that  collective  bargain- 
ing is  not  only  desirable,  but  necessary. 
With  this  goes  the  corollary  of  the  exist- 
ence and  even  further  extension  of  labor 
unions.  He  then  examines  the  principles 
of  wages  and  the  elements  on  which  they 
may  be  based  and  argues  that  there  should 
be  a  minimum  standard  wage  in  each  indus- 
try for  all  workers  of  average  ability,  based 
primarily  on  the  "cost  of  living;"  this  wage 
not  to  preclude  higher  rates  for  the  more 
skilled  and  efficient,  or  the  possibility  of 
lower  scales  for  the  subnormal  or  super- 
annuated. 

He  then  develops  a  proposed  basis  for 
the  determination  of  this  standard  and  for 
its  regulation.  A  body  of  principles  would 
be  more  accurate  than  the  word  "basis," 
as  Professor  Feis'  recommendations  are 
nowhere  concrete.  He  points  out  that  the 
Scientific  Management  movement  does 
not  offer  a  full  solution  by  setting  up 
measurement  of  output  as  a  gauge  of  the 
wage.  It  assumes  a  prevailing  wage  and 
provides  increased  compensation  for  higher 
efficiency,  but  leaves  untouched  the  funda- 
mental question  of  the  base  wage.  It  is 
this  element  which  he  is  considering. 

He  maintains  that  the  minimum  stand- 
ard for  "each  relatively  separate  group" 
should  in  no  case  be  set  below  a  level  which 
would  enable  a  married  man  with  a  family 
to  live  in  health  and  comfort  and  maintain 
a  respectable  home  life  in  accordance  with 
the  scale  of  wage-earners  in  general,  and  of 
the  middle  classes.  The  standard  might 
further  be  modified  by  the  character  of  the 
work,  as  to  risk,  degree  of  training  re- 
quired, etc.  The  determination  of  the 
cost  of  living  by  "the  constituted  agency" 
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is  to  be  based  on  an  index  number  which 
should  be  so  weighted  as  to  give  a  defined 
importance  (50  per  cent  is  suggested)  to 
the  foodstuffs,  clothing,  etc.,  upon  which 
the  wage-earners  spend  the  bulk  of  their 
income.  He  further  argues  that  this 
standard  scale  be  subject  to  readjustment 
when  the  index  number  has  moved  a  cer- 
tain percentage,  as  for  instance  5  per  cent, 
but  that  the  adjustment  should  not  be 
made  more  frequently  than  twice  a  year. 
In  case  of  rising  prices  an  upward  wage  ad- 
justment should  be  made.  He  gives  vari- 
ous reasons  why  with  falling  prices  the 
adjustment  wage  should  be  more  conserva- 
tive. There  should  be  no  reduction  unless 
conditions  absolutely  require  it,  and  the 
central  authority  should  avail  itself  of  the 
federal  reserve  board  in  determining  that 
necessity.  He  suggests  that  the  percent- 
age of  reduction  might  be  smaller  than  the 
price  decline — 3  per  cent  wage  reduction 
for  every  4  per  cent  price  reduction.  The 
wage  changes  may  be  made  on  a  basis  of 
percentages  corresponding  to  the  price 
changes  or  all  wage  levels  may  be  changed 
by  the  same  amount.  The  author  favors 
a  compromise  between  these  two. 

He  then  takes  up  the  regulation  of  wages 
with  respect  to  the  profits  earned,  and 
points  out  the  difficulty  of  adjusting  wages 
on  this  basis.  AMiile  he  recognizes  very 
high  profits  in  a  particular  industry  as  jus- 


tification for  an  increased  wage,  he  admits 
that  the  difficulties  for  correlating  the  two 
are  very  great.  Increased  wages  in  such 
industries  would  tend  toward  unstable 
employment.  Furthermore,  the  reviewing 
agency  would  have  the  most  complicated 
of  problems  in  determining,  in  the  first 
place,  what  the  profit  was,  and  in  the  second 
place,  what  constitutes  a  just  profit.  It 
would  involve  a  valuation  of  the  industries 
and  standardized  methods  of  accounting. 
The  difficulty  of  determining  "a  fair  profit" 
in  the  single  field  of  raihoading,  is  so  great 
that  the  prospect  of  a  similar  determina- 
tion over  the  whole  field  of  modern  indus- 
try is  staggering  and  he  leaves  this  partic- 
ular phase  of  the  problem  more  or  less  in 
the  air. 

One  complaint  may  be  permitted  in  the 
name  of  the  average  reader,  ^^^ly  cannot 
economists  wTite  books  which  are  read- 
able? No  class  needs  the  sound  principles 
of  economics  more  than  the  active  leaders 
among  both  employers  and  workmen  in 
modern  industry.  How  can  we  expect 
them  to  read  books  which  can  be  followed 
only  with  closest  attention  and  dogged  de- 
termination? This  book  is  no  worse  than 
many  others.  It  has  much  value,  but  has 
the  family  faUing.  Let  us  hope  that  some 
day  some  genius  may  clothe  economics,  not 
necessarily  in  words  of  one  syllable,  but  at 
least  in  language  which  "gets  across." 


THE  GUARANTY  OF  BANK  DEPOSITS 

By  Thomas  Bruce  Robb.    xii,  225  pp.    Houghton,  Mifflin  Company 
Reviewed  by  J.  R.  Burrow,  Jr.* 


This  is  the  most  recent  treatise  on  the 
facts  of  deposit  guaranty  in  Oklahoma, 
Kansas,  Nebraska,  Texas,  and  elsewhere. 
It  is  unfortunate  that  the  interesting  and 
significant  events  of  1921  happened  too 
late  to  be  included  in  this  volume,  espe- 
cially in  the  case  of  Oklahoma.  But  the 
practical  banker  who  is  suffering  from  too 
many  Oklahoma  bank  accounts,  now  that 
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the  stronger  Oklahoma  state  banks  are 
nationalizing  to  escape  the  obligations  of 
the  Bank  Guaranty  Law,  ought  to  read 
the  chapter  on  Oklahoma  and  refresh  his 
memory  of  events  prior  to  1921. 

The  author  begins  his  treatise  with  a  dis- 
cussion of  the  nature  of  bank  credit  and 
government  protection  of  note  issues. 
The  point  is  made  that  since  the  govern- 
ment protects  and  practically  guarantees 
the  note  issues,  it  is  onlv  a  natural  de- 
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velopment  to  extend  tlie  guaranty  to  the 
larger  medium  of  exchange  bank  deposits. 
The  point  is  insufficiently  followed  up,  and 
a  question  is  bound  to  exist  in  the  reader's 
mind  as  to  why  such  an  essential  point  was 
not  given  full  treatment.  Is  the  writer 
making  a  brief  for  bank  guaranty  under 
the  guise  of  a  scientific  and  indifferent 
treatment  of  facts.' 

General  economic  theories  referred  to 
throughout  the  volume  are  traditional  and 
orthodox.  I  am  convinced  that  here,  as 
elsewhere,  there  is  too  much  unrestrained 
reference  to  the  extent  to  which  an  in- 
dividual bank  manufactures  deposits. 
From  the  remarks  of  economists  it  would 
appear  that  the  larger  part  of  bank  de- 
posits are  created  by  loans.  The  fact  is 
that  there  probably  is  not  a  conservative 
bank  in  the  country  whose  deposits  from 
this  source  exceed  at  the  very  outside,  one 
fifth  of  its  total  deposits. 

The  following  paragraph  from  Pro- 
fessor Robb's  first  chapter  illustrates  the 
point: 

The  prospective  borrower  gives  to  the  bank  his 
note,  possibly  secured  by  a  mortgage  on  personal 
property  or  other  collateral,  for  the  loan,  ^"hat 
he  really  does  is  to  sell  this  credit  instrument  to 
the  bank,  and  the  bank,  instead  of  actually  giv- 
ing him  money  to  the  amount  stipulated,  gives 
him  a  book  credit  with  the  right  to  draw  that 
amount.  This,  of  course,  is  a  deposit,  but  in- 
stead of  being  occasioned  by  the  customer  de- 
positing money  with  the  bank,  it  was  in  fact  oc- 
casioned by  a  creation  of  bank  credit  which  the 
customer  accepted  from  the  bank  in  lieu  of  cash 
when  it  purchased  his  note.  The  bank  continues 
this  loaning  process  until  its  deposits  are,  say, 
five  or  sLx  times  its  cash  account.  Thus  an  in- 
significant part  of  the  commercial  deposits  is 
created  by  the  deposit  of  money;  the  great  ma- 
jority of  them  is  created  by  the  granting  of  loans. 
It  is  patent  that  if  the  borrower  demanded  cash 
over  the  counter,  the  bank's  loaning  power  would 
soon  reach  its  limit.  But  in  the  large  majority  of 
cases,  especially  where  large  sums  are  involved,  a 
checking  account  is  much  more  convenient  to  the 
borrower  and  it  is  infinitely  more  profitable  to  the 
bank. 

A  chapter  each  is  devoted  to  Oklahoma, 
Kansas,  Nebraska,  and  Texas.  Then  a 
chapter  on  Guaranty  in  South  Dakota,  in 
Mississippi  (where  bank  examiners  are 
elected  by  popular  vote  —  God  forbid!)  in 


Washington  and  in  North  Dakota.  Then 
a  chapter  on  the  Effects  of  the  Laws  and  a 
Conclusion.  There  are  many  well-told 
stories  of  unusual  bank  failures.  Here  is 
one  of  the  best: 

The  Night  and  Day  Bank  of  Oklahoma  City 
was  the  principal  victim  of  this  Putnam  City 
episode,  .\bner  Davis,  the  owner  of  the  Okla- 
homa City  baseball  franchise  in  the  Texas  league, 
was  the  president  of  this  institution.  But  Davis 
was  not  the  owner  of  the  bank,  for  Davis  had  no 
money  of  his  own.  I.  M.  Putnam  wanted  an  in- 
stitution through  which  to  finance  his  projects, 
and  .\bner  Davis,  as  president  of  this  bank,  was 
only  a  dummy  set  up  by  Putnam.  Davis,  as 
already  stated,  had  no  money  of  his  own,  but  that 
is  not  definitive  proof  that  he  could  not  buy  a 
bank.  As  a  financial  operator  Da%ns  was  a  rare 
genius  and  the  methods  employed  by  him  and 
Putnam  in  purchasing  this  institution  from  its 
former  owners  are  interesting  in  the  extreme. 

The  parties  to  this  deal  were  four  in  number — 
Putnam,  Davis,  the  First  State  Bank  of  Okla- 
homa City,  and  the  Oklahoma  Trust  Company  of 
Muskogee.  Putnam  put  a  batch  of  his  Putnam 
City  paper  into  the  First  State  Bank  of 
Oklahoma  City,  not  receiving  credit,  however, 
imtil  this  bank  had  shifted  the  paper  to  the 
Oklahoma  Trust  Company  of  Muskogee.  Now 
that  the  First  State  Bank  had  its  credit  with  the 
Muskogee  institution,  it  credited  Putnam  wth  a 
deposit  of  about  $50,000,  the  amount  of  the  deal. 
Putnam  at  once  transferred  this  deposit  to  Abner 
Davis's  credit.  Davis  then  checked  against  this 
deposit  to  pay  for  the  stock  of  the  Night  and  Day 
Bank.  Davis  now  owned  a  bank,  and  he  im- 
mediately transferred  (presumably  this  was  a  part 
of  the  agreement)  enough  of  the  funds  of  his  newly 
acquired  bank  to  the  Oklahoma  Trust  Company 
to  protect  them  against  the  Putnam  paper  they 
had  taken  from  the  First  State  Bank  of  Oklahoma 
City.  The  Oklahoma  Trust  Company,  having 
received  its  money,  permitted  the  First  State 
Bank  to  withdraw  its  deposit.  Everybody  now 
had  his  money  and  Davis  had  purcha.sed  a  bank 
with  its  own  deposits.  It  is  of  interest  in  this 
connection  to  call  attention  to  the  fact  that  this 
First  State  Bank  of  Oklahoma  City  later  became 
insolvent  and  cost  the  guaranty  fund  $148,200.96, 
while  the  Oklahoma  Trust  Company  will  be 
recognized  as  the  institution  that  foisted  on  to  the 
Alamo  State  Bank  of  Muskogee  the  worthless  oil 
and  investment  paper  of  W.  L.  Norton  and  his 
coadjutors.  Such  were  the  parties  to  this  dis- 
reputable manipulation. 

Under  the  direction  of  the  new  management  an 
extensive  advertising  campaign  greatly  aug- 
mented the  deposits  of  the  Night  and  Day  Bank. 
What  loanable  deposits  were  left  after  paying  for 
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the  bank  were  used  principally  for  lubricating  the 
deals  of  Putnam  and  his  associates.  The  fact 
that  this  bank  had  deposits  of  $550,000  when  it 
closed,  yet  only  $16,012.67  was  realized  from  the 
assets,  serves  as  an  indication  of  the  magnitude  of 
this  bank  robbery.  Among  the  uncollectible  as- 
sets of  this  bank  there  yet  remain  some  sixty 
notes,  aggregating  over  $1 12,000,  signed  either  by 
Putnam  or  some  of  bis  employees.  Besides  this 
sum  there  is  a  considerable  amount  of  other  paper 
drawn  in  the  name  of  the  before-mentioned  Put- 
nam development  companies.  M.  R.  Garnett,  a 
former  state  bank  examiner  and  deputy  bank 
commissioner  at  the  time  of  the  Davis  trial,  testi- 
fied that  in  1910  the  bank  commissioner  had  or- 
dered the  bank  to  charge  off  a  long  list  of  notes 
which  were  not  regarded  as  satisfactory,  but  a 
large  number  of  them  were  still  in  the  bank  when 
it  was  taken  over  by  the  banking  board.  Okla- 
homa sowed  the  wind  when  Governor  Haskell  re- 
fused to  prosecute  the  officials  of  the  Columbia 
Bank.     Now  she  was  reaping  the  whirlwind. 

The  conclusions  reached  from  the  mass 
of  facts  related  by  graphs  as  well  as  by 
narrative  lead  to  few  positive  conclusions. 
It  seems  certain  from  this  data  that  the 


bank  guaranty  has  made  it  possible  for 
crooks  and  wild-cat  bankers  to  organize 
banks  and  get  larger  deposits  than  without 
the  bank  guaranty.  It  is  clear  that  the 
failure  of  state  banking  departments  to 
prosecute  the  occasional  crooks  who  de- 
liberately plunder  their  banks,  rapidly 
increases  this  sort  of  misfortune. 

The  facts  also  show  that  the  old  bitter- 
ness developed  among  bankers  by  the 
whole  guaranty  question  is  gradually 
being  reduced,  and  that  some  measure  of  a 
guaranty  is  coming  to  be  considered  as  in- 
evitable even  by  those  who  believe  that  it 
is  unfortunate.  It  has  been  true  that  a 
period  of  great  failures  in  a  bank  guaranty 
state  is  followed  by  the  strengthening  of 
the  state  banking  departments.  Although 
this  is  probably  equally  true  of  states  which 
have  no  measure  of  bank  guaranty. 

The  author  is  to  be  congratulated  on  his 
fairness  of  spirit,  although  I  feel  he  is 
biased  in  favor  of  bank  guaranty.  The 
chapters  on  the  four  leading  guaranty  states 
are  well  worth  any  banker's  time. 


PROBLEMS  IN  SALES  MANAGEMENT 

By  Harry  R.  Tosdal,  Ph.D.,  Assistant  Professor  of  Marketing  and 
Director  of  Stiidetit  Research  of  the  Harvard  University  Graduate  School  of 
Business  Administration,  Cambridge,  Mass.    xxi,  637  pp.   A.  W.  Shaw  Company 

Reviewed  by  Ralph  Barstow  * 


This  is  a  presentation,  in  textbook  form, 
following  the  "case  method"  of  legal  in- 
struction, of  practically  every  question 
that  confronts  sales  managers. 

One  is  reminded  of  Mr.  Roget's  justly 
celebrated  Thesaurus  dictionary  of  the 
English  language  as  one  examines  "Prob- 
lems in  Sales  Management." 

You  will  recall  the  wondrous  universal- 
ity suggested  by  Roget;  the  almost  loving 
assembly  of  related  words  into  their  family 
trees,  so  that  the  reader  is  charmed  as  he 
turns  page  after  page  of  fathers,  mothers, 
brothers,  sisters,  and  cousins  up  to  four 
or  five  times  removed  in  his  arrangement 
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of  nouns,  verbs,  adjectives,  and  adverbs. 

I  think  it  was  Mark  Twain  who  objected 
to  the  lack  of  plot  in  the  dictionary;  but 
the  Thesaurus  supplies  even  that  lack. 

As  you  read  "Problems  in  Sales  Manage- 
ment" you  are  similarly  impressed  with 
its  universality.  You  discover  that  Mr. 
Tosdal,  with  the  same  loving  care  and 
genuine  enthusiasm,  has  discovered  practi- 
cally every  problem  that  any  sales  mana- 
ger has  ever  faced;  at  least,  if  that  problem 
is  possible  today,  for  Mr.  Tosdal  has  very 
kindly  eliminated  obsolete  material,  as  he 
very  properly  should  in  a  textbook. 

You  will  be  surprised  and  a  bit  pleased 
to  discover  that  the  troubles  you  thought 
weie  jyours    exclusively   arc    shared    by 
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other  sales  managers;  that  matters  of  re- 
turn of  "overstock;"  "tradeins;"  "psy- 
chological analysis  of  sales  candidates;" 
"sales  engineering;"  "automobiles  for 
salesmen;"  "seasonal  goods;"  "house 
organs;"  "discounts;"  "market  analyses;" 
"the  advertising  department;"  "branch 
offices  and  warehouses;"  "chain  stores;" 
"price  guarantees,"  and  the  like  are  all 
presented  in  the  various  cases. 

Old-time  sales  managers  are  prone  to 
resent  academic  intrusion,  believing  that 
the  professors  are  desk  men. 

Their  resentment  will  be  disarmed  by 
reading  Mr.  Tosdal's  first  part,  which  he 
entitles  "The  Field  of  Sales  Manage- 
ment." This  is  so  fair,  so  far-seeing,  and 
so  able  a  presentation  of  the  today  and  to- 
morrow of  sales  management  that  it  should 
be  re-printed  (it  is  short)  in  pamphlet 
form,  or  in  the  columns  of  some  magazine. 

The  Sales  Management  Division  of  the 
Society  of  Industrial  Engineers,  of  the 
Taylor  Society,  will  hail  this  as  a  most 
excellent  presentation  of  present  practice. 

The  timeliness  of  Part  I  is  evidenced  by 
the  way  the  author  handles  such  matters 
as  the  place  of  the  sales  manager  in  the 
organization;  his  relation  to  the  advertis- 
ing department;  the  merchandise  division; 
his  understanding  of  the  variations  of  sales 
promotion  work  that  now  exists;  his  under- 
standing of  sales  engineering  and  sales 
planning. 

This  first  part  comprising  19  pages  is  the 
introduction  to  the  problems  themselves, 
and  represents  the  only  time  when  the 
author  appears  in  person  as  a  writer. 

The  remainder  of  the  book  is  taken  up 
with  the  presentation  of  problems  drawn 
from  actual  circumstances;  so  actual,  in 
fact,  that  the  writer  of  this  review  had  no 
diflBculty  in  recognizing  the  former  plan  of 
his  own  company,  even  though  it  was 
properly  and  cleverly  disguised. 

These  problems  cover  every  kind  of 
question  that  can  possibly  confront  a  sales 
manager,  and  cover  also  practically  every 
line  of  manufacture  of  importance  in  the 
United  States. 

The  man  who  says  "But  my  business  is 
different"  will  be  put  to  it  to  escape  this 
book,  for  his  differences  are  recognized, 
recorded,  and  set  down. 


The  book  is  especially  designed  as  a 
textbook  for  schools  and  universities  in 
their  departments  of  finance,  business 
administration,  and  the  like. 

When  a  sales  manager  thinks  of  the 
weeks,  months,  and  years  he  has  given  to 
securing  some  of  the  answers  to  some  of  the 
cases  presented,  he  cannot  help  but  smile 
when  he  thinks  of  the  hopeful  student  from 
the  vantage  point  of  his  25  or  less  years, 
tackling  these  problems  in  1  or  even  4 
years.  It  is  a  comic  situation  which  by  no 
means  suggests  that  it  is  a  futile  one;  for  it 
is  a  splendid  idea  to  give  these  aspirants 
for  positions  as  sales  managers  some  no- 
tion of  the  tremendous  complexity  of  busi- 
ness today,  provided  always  that  it  does 
not   discourage  them. 

It  isn't  like  the  old  days  of  Wentworth's 
Arithmetic,  when  you  could  look  in  the 
back  of  your  book  and  see  if  your  answer 
was  correct.  Mr.  Tosdal  gives  no  answers 
to  the  problems  he  presents.  One  could 
almost  go  further  and  say  that  business  it- 
self scarcely  more  than  sketches  the  an- 
swers to  the  problems,  for  they  are  so  dif- 
ferent from — the  purchase  of  a  certain 
number  of  bus.  of  corn  by  Mr.  X  from  Mr. 
Y,  at  31^/7  cents  per  ba.  in  exchange  for  so 
many  gals,  of  molasses  which  Mr.  Y  se- 
cured from  Mr.  Z  at  9^/u  cents  per  gal.  In 
spite  of  the  fractiousness  of  those  frac- 
tions, one  could,  by  dint  of  covering  page 
upon  page  with  figures,  at  last  arrive  at  a 
summation  of  those  transactions  and  dis- 
cover that  Mr.  Y  had  to  draw  $16.54^^/3 
from  his  bank  in  order  to  effect  a  balance. 

In  business,  however,  people's  condi- 
tions of  mind;  salesmen's  sensibilities;  the 
discounts  shyly  offered  by  your  competi- 
tors, and  the  decisions  of  the  Interstate 
Commerce  Commission  simply  refuse  to 
reduce  themselves  to  fractions  of  any  kind, 
and  when  you  try  to  multiply,  subtract, 
and  combine  you  feel  very  much  as  Alice 
felt  when  the  School  of  Fishes  told  her 
that  they  studied  "reeling  and  writhing." 

As  a  text,  "Problems  in  Sales  Manage- 
ment" will  be  extremely  valuable.  As  a 
reference  book  for  students  and  analytical 
sales  managers,  it  has  its  place,  of  less 
value  but  still  a  place.  AMien  Mr.  Tosdal 
secures  the  answers  to  his  problems — oh, 
well,  none  of  us  will  live  that  long. 
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WALL  STREET  ACCOUNTING 

By  Frederick  S.  Todman,  M.  C.  S.,  C.  P.  A. 
352     -pp.       The      Ronald     Press      Company 

Reviewed  by  P.  E.  Godridge  * 


Although  Mr.  Todman,  in  the  preface, 
Hmits  his  modest  wish  to  the  hope  that  his 
book  "may  prove  useful  to  his  brother  ac- 
countants, as  well  as  to  the  brokerage  fra- 
ternity," he  may  rest  assured  that  it  wiU 
also  be  welcome  to  the  banker  and  to  the 
student  of  finance. 

Brokerage  accounting  is  generally  recog- 
nized as  an  important  and  technical  branch 
of  the  subject  of  accounting.  As  the  author 
points  out,  the  volume  of  bond  sales  in  1920 
approximated  $6,800,000,000,  while  the 
number  of  shares  traded  in  during  the  same 
period  amounted  to  224,000,000.  Yet, 
strange  as  it  may  seem,  there  are  com- 
paratively few  books  dealing  exclusively 
with  the  subject.  Consequently,  the  book 
is  all  the  more  desirable,  especially  as  it 
represents  the  efforts  of  one  who  may  be 
termed  an  "insider." 

The  author  has  divided  his  subject  into 
four  parts,  viz.:  Stock  Brokerage;  Cotton 
Brokerage;  Produce  Brokerage;  and  Bro- 
kerage Auditing.  These  parts  are  supple- 
mented by  an  admirable  appendix  and  by 
a  copious  index. 

Because  Stock  Brokerage  is  the  princi- 
pal subject,  the  author  wisely  devotes 
about  one-half  of  his  book  to  the  develop- 
ment of  this  topic.  He  commences  with  a 
brief  history  of  the  brokerage  business,  de- 
scribes the  conduct  of  a  modern  broker's 
office  and  dwells  on  the  relationship  exist- 
ing between  a  broker  and  his  client.  Fol- 
lowing this,  in  logical  order,  he  gives  an 
excellent  exposition  of  the  system  of  ac- 
counting, embracing  in  pleasing  detail  the 
books  of  account,  methods  of  recording 
customers'  orders,  control  over  securities 
purchased  long  and  sold  short  and  control 
over  securities  borrowed  and  loaned.  An 
important  feature  of  this  section  is  the 
elaborate  explanation  of  the  stock  exchange 
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clearing  house  and  description  of  the  meth- 
ods employed  in  making  deliveries  of  securi- 
ties, settlement  of  cash  balances,  and  of  the 
records  used. 

Probably  the  most  important  section  of 
Part  I,  and  at  the  same  time  the  most 
interesting,  are  those  chapters  describing 
the  operating  methods  of  a  modern  bro- 
kerage house.  In  developing  this  subject 
Mr.  Todman  commences  with  the  organi- 
zation of  a  partnership  and  the  execution 
of  various  types  of  customers'  orders — 
such  as  marginal  security  transactions 
relating  to  long  purchases  and  short  sales, 
the  financial  arrangements  made  by  the 
firm  in  connection  therewith,  through  bank 
loans  and  borrowing  and  loaning  of  securi- 
ties; these  transactions  are  followed  by  a  de- 
scription of  the  manner  in  which  the  securities 
are  received  and  delivered  and  how  the  cash 
balances  are  settled,  and  conclude  with  a 
chapter  relating  to  the  closing  of  the  firm's 
books  and  the  preparation  of  the  income 
statement  and  balance  sheets. 

The  last  chapter  in  Part  I  on  "Liquida- 
tion and  Dissolution"  gives  the  legal  as- 
pects of  insolvency,  the  rights  of  cus- 
tomers, release  of  securities  held  by  the 
bankrupt  firm  and  finally  the  disposition 
of  the  broker's  stock  exchange  seat. 

The  second  part  of  the  book  deals  ex- 
clusively with  the  subject  of  Cotton  Bro- 
kerage. Here  the  author  describes  the  sys- 
tem of  dealing  in  cotton  "futures,"  whereby 
the  disposition  of  the  annual  cotton  crop  of 
approximately  15,000,000  bales  of  a  money 
value  of  approximately  $1,050,000,000  is 
facilitated. 

Cotton  Brokerage  is  developed  in  much 
the  same  manner  as  Stock  Brokerage  is  in 
Part  I,  and  includes  an  elaborate  descrip- 
tion of  accounting  records,  method  of  set- 
tling contract  difl"erences,  the  theory  of  the 
point  balance,  delivery  of  cotton,  and  clos- 
ing the  broker's  books. 
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The  author  in  Part  III  describes  the  New 
York  commodity  exchanges  and  the  Chi- 
cago Board  of  Trade.  As  the  majority  of 
all  trades  on  the  New  York  Produce  Ex- 
change and  the  New  York  Coffee  and 
Sugar  Exchange  are  entered  into  for  future 
account  he  confines  his  work  largely  to  the 
accounting  of  future  contracts  between 
members.  In  the  chapter  on  the  Chicago 
Board  of  Trade  the  various  markets  for 
grains  and  provisions  are  described  and 
particular  emphasis  laid  on  the  settlement 
of  future  contracts. 

The  purpose  of  the  fourth  part  of  the 
book  dealing  with  the  Brokerage  Auditing 
can  best  be  illustrated  in  the  words  of  the 
author : 

The  auditing  of  stockbrokers'  books  is  a  new 
departure  for  the  accountant.  Because  of  the 
technical  brokerage  knowledge  required,  an 
auditor  can  accomplish  very  little  without  a 
thorough  knowledge  of  Wall  Street  technique. 
Nevertheless,  it  should  be  recognized  that  there 
is  as  much  need  for  an  audit  of  the  Street's  rec- 
ords as  there  is  for  the  examination  of  records  in 
any  line  of  commercial  endeavor.     .     .     .     Be- 


fore proceeding  further  the  point  should  he  em- 
phasized that  an  audit,  whether  made  at  tlie 
instance  of  an  Excliange,  a  partner,  or  a 
customer,  should  not  be  superficial;  it  should  he 
intensely  scrutinizing.  More  than  once  have 
accounts  been  passed  over  whose  very  construc- 
tion should  have  elicited  profound  questioning 
by  the  auditor.  The  accounts  spread  upon  the 
broker's  books  are  too  crowded  with  values  to 
allow  of  a  perfunctory  handling. 

This  section  will  be  of  vital  interest  to 
accountants  and  serve  as  a  good  manual 
of  instructions  in  the  hands  of  a  junior 
accountant. 

The  appendix  is  intended  as  a  reference, 
and  gives  among  other  items,  general  in- 
structions for  Stock  Tax  Return,  Internal 
Revenue  Form  747,  rules  and  regulations 
of  the  Stock  Clearing  Corporation  and  of 
the  Cotton  Exchange  Clearing  Association. 

Although  "Wall  Street  Accounting" 
treats  with  technical  subjects  it  is,  never- 
theless, written  in  a  very  entertaining  man- 
ner and  deserves  a  conspicuous  place  in 
every  accounting  and  financial  library 


WOMEN  PROFESSIONAL  WORICERS 

By   Elizabeth  Kemper  Adams, 
xiv,  467.    Macmillan  Comfany 

RE\^EWED  BY  Frances  Lester  Warner* 


The  glorj'  of  a  reference  work  is  the  index 
that  adorns  it.  The  sensible  index  of  Miss 
Adams's  "Women  Professional  Workers" 
is  as  carefully  organized  as  an  office  filing 
system.  You  can  put  your  hand  instantly 
on  the  information  needed,  whether  you 
wish  to  look  up  average  salary  schedules, 
or  the  "labor  turnover"  in  professions,  or 
the  Scott  Rating  Scale.  The  information, 
when  found,  is  concise,  to  the  point,  and  up 
to  date.  The  statements  are  supported  by 
definite  detail  about  definite  positions,  ex- 
plained and  amplified  by  quoted  comments 
from  employers,  employed,  and  specialists 
in  each  field. 

The  book   is  not  merelj'   a  handbook, 

*  Member  of  the  Editorial  Staff  of  The  Allanlic 
Monthly,  Boaton,  Mass. 


nor  merely  a  reference  book,  but  it  is  a 
book  of  handy  reference.  The  informa- 
tion that  it  contains  will  be  of  use  to  all 
executives  who  care  to  know  how  firms 
other  than  their  own  are  organizing  the 
work  of  women  on  their  staffs.  It  will  be 
helpful  to  employers  who  are  developing 
wage-scales  and  standards  of  service.  It 
is  of  definite  interest  to  women  at  the  heads 
of  departments,  to  "personnel  workers," 
to  all  who  are  interested  in  training  appren- 
tices in  every  line  of  business. 

The  book  is  not  simply  a  catalogue  of 
jobs.  With  all  its  array  of  facts,  it  is 
immensely  good  reading.  One  lays  it 
dowTi  with  a  sense  of  the  wide  variety  of 
work  now  in  the  hands  of  expert  women. 

Miss  Adams  collates  and  presents  the 
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opinions  of  specialists  on  such  questions 
as  "What  is  a  Professional  Secretary?" 
"What  are  the  specifications,  average 
compensations,  and  principal  lines  of 
promotion  in  government,  industrial,  med- 
ical, commercial  positions?"  "Under  what 
conditions  are  women  at  present  serving 
in  executive  positions,  in  health  super- 
vision, as  forewomen,  research  experts, 
editors  of  magazines  or  house-organs, 
statisticians,  advertising  managers,  floor 
managers,  sales  managers,  heads  of  filing 
departments,  journalists,  publicity  man- 
agers, technical  field-workers,  vocational 
experts,  librarians,  and  employment  man- 
agers?" The  list  of  vocations  could  be 
prolonged  to  cover  a  page  of  Administration . 

There  is  no  attempt  to  fossilize  the  facts 
once  for  all.  All  statements  are  carefully 
modified,  since  the  subject-matter  is  too 
fluctuating  to  be  put  into  any  final  form. 
But  it  is  possible  to  get  an  idea  from  the 
book  of  the  stages  of  development  in 
given  lines  of  work,  the  ups  and  downs  of 
employment,  the  emergencies  to  be  ex- 
pected, the  training  desirable,  the  demands 
to  be  prepared  for,  and  the  progress  that 
lies  ahead. 

No  working  woman  can  read  it  without 
a  revived  ambition  to  excel  in  her  field. 
No  manager  can  read  it  without  a  fresh 
interest  in  the  staflF  that  he  controls. 
No  chief  executive  can  read  it  without 
enjoying  the  broad  view  of  expert  effort  in 
a  changing  world. 

The  author  must  have  displayed  not 
only  enormous  industry  but  also  real  tact 
in  going  about  her  task,  for  she  has  rein- 
forced her  points  with  actual  interviews 
with  hundreds  of  employers,  who  have 
given  her  definite  facts  about  the  training 
they  demand,  the  qualities  they  look  for, 
and  the  standards  they  set  in  those  posi- 
tions that  they  have  opened  to  women. 
These  statements  come  from  every  variety 
of  human  acti\nty,  from  watch-factories, 
rubber  companies,  newspaper  offices,  col- 
leges, paper-mills,  department  stores,  so- 
cial settlements,  hospitals,  legal  firms, 
art  museums,  lunchrooms,  and  dairy 
farms.  The  "Railroad  Agricultural  De- 
velopment Station,"  for  instance,  reports 
17  sorts  of  separate  positions  held  at 
present  by  women,  from  the  business  of 


vineyard  supervision,  to  the  process  of 
advising  and  directing  new  settlers. 

Another  valuable  part  of  the  book  is 
found  in  the  statements  of  women  who  are 
holding  typical  positions  in  the  various 
professions.  These  women  describe  their 
work  and  give  advice  as  to  the  training 
and  qualities  necessary  for  success.  The 
explanations  are  concise  but  illuminating. 
They  will  prove  valuable  to  young  women 
who  are  planning  to  fit  themselves  to 
enter  employment.  Not  everyone  knows 
the  "content"  of  certain  new  jobs  in 
business  organizations.  AMiat  are  the 
duties,  for  instance,  of  an  "assistant 
manager  in  a  hospital  sales  department  of  a 
firm  manufacturing  surgical  dressings?" 
One  learns  exactly  what  this  official  does 
for  a  li\-ing  if  one  turns  to  her  own  ex- 
planation of  her  working  day,  on  page 
245  of  this  useful  book.  One  finds  out 
similarly  the  meaning  of  such  positions  as 
that  of  "occupational  therapist,"  "per- 
sonnel manager,"  and  "production  super- 
visor," to  name  only  a  few. 

Every  emplojTnent  officer  will  find  this 
book  helpful.  Every  professional  woman 
will  like  to  glance  through  it.  Vocational 
experts  will  find  it  more  than  suggestive. 
Organizers  of  large  businesses  will  find  it 
interesting  for  purposes  of  comparison 
and  for  its  revelation  of  the  immense  scale 
of  positions  now  open  to  trained  workers. 
For  instance,  women  trained  in  arts  and 
crafts  have  recently  found  a  new  field  of 
ser\nce  as  professional  decorators  in  great 
paint  factories — not  necessarily  to  dec- 
orate the  paint  factories,  but  to  give 
advice  about  household  decoration. 
Dietitians  in  lunchrooms,  compilers  of 
trade-catalogues,  actuaries,  insurance 
agents,  expert  accountants — there  is  no 
proper  ending  for  a  catalogue  of  the  lines 
of  work  covered  in  the  chapters. 

Any  business  man  who  is  in  the  habit 
of  being  "interviewed"  will  at  once  be 
sceptical  about  the  value  of  statements 
made  by  busy  people  for  publication. 
Of  course,  the  statements  quoted  are 
rather  non-committal.  But  in  nearly 
every  case  tliere  is  a  bit  of  real  informa- 
tion and  common  sense  somewhere  in  the 
statement  that  makes  it  valuable.  Women 
lawyers,    for    example,     suggest    that    a 
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young  woman  about  to  study  law  should 
have  some  business  experience  first,  and 
that  she  should  "get  all  Portia  notions 
out  of  her  head."  INIiss  Adams  herself, 
of  course,  has  her  own  ideas  of  the  problems 
of  professional  women,  but  the  book  is 
astonishingly  free  from  fads  and  propa- 
ganda. 

The  volume  is  467  pages  in  length,  long 


enough  to  be  something  of  a  dose  if  one 
reads  it  all  through  page  by  page.  But  itd 
length  is  not  gained  by  padding;  it  is 
attained  by  its  immense  body  of  facts. 
One  goes  to  it  mainly  for  definite  informa- 
tion in  particular  fields.  And  whoever 
goes  to  it  for  that,  will  certainly  find,  rap- 
idly and  easily,  after  a  glance  at  the  noble 
index,  exactly  what  he  wants  to  know. 


FINDING  YOUR  JOB 

By  Norman  G.  Shidle.    xii.  183  pp.     The  Ronald  Press  Company 
Reviewed  bt  Solon  R.  Barber,  B.S.  * 


The  editor  asked  me  to  review  this 
book  from  the  viewpoint  of  the  young 
man    just    out    of    college — which  I   am. 

I  am  sure  that  ^Ir.  Shidle  strikes  the 
point  when  he  declares,  in  the  preface  to 
his  "Finding  Your  Job,"  that:  "there  is  a 
right  job  for  every  ambitious  and  energetic 
young  man  in  this  country,  but  that  job  is 
not  always  easy  to  find."  But  tliere  are 
many  young  men  in  this  country,  seeming- 
ly "ambitious  and  energetic,"  who  are 
merely  marking  time  in  jobs  tliat  are  noth- 
ing more  than  makeshifts  and  pick-ups. 

If,  then,  really  good  business  positions 
are  open  to  all  who  are  suited  for  them,  and, 
at  the  same  time,  many  men  who  should  be 
filling  really  responsible  and  important 
positions  are  holding  little  jobs,  how 
many  big  positions  are  left  unfilled.' 
Employment  managers  and  business  execu- 
tives are  interested  in  the  answer  to  this 
question  for  the  employer  is  usually 
vitally  interested  in  prospective  employees. 

Although  "Finding  Your  Job"  is  de- 
signed for  the  ambitious  job  seeker,  it 
contains  much  of  interest  for  the  execu- 
tive. Show  me  an  employer  who  is  not 
interested  in  finding  the  very  best  em- 
ployees and  I'll  show  you  a  man  who  is  not 
making  the  most  of  his  business.  Nat- 
urally there  are  some  executives  who  take 
practically  the  first  men  who  apply  to  them 
for  jobs,  but  in  these  times  of  efficiency 
and    modem    methods,    that    number    is 

•  Special  Reviewer  for  Administration. 


happily  few.  The  employer  is  just  as 
anxious  to  find  a  good  man  to  fill  a  va- 
cancy as  the  good  man  is  keen  to  find  a 
vacancy  to  fill.  The  two  should  come 
together. 

Frankly,  IVIr.  Shidle's  book  is  chock 
full  of  good  advice  to  the  young  man — or 
the  older  one — looking  for  a  job.  The 
author  does  not  have  to  say  that  he  "has 
been  through  the  mill";  the  reader 
judges  that  from  the  practicality  of  the 
suggestions.  The  book  really  does  present 
"sound  and  practical  business  methods" 
to  the  man  hunting  a  job,  and  it  also  encour- 
ages the  job-hunter  by  saying  that  get- 
ting a  job  is  a  "business  operation  in 
itself."  Mr.  Shidle  attacks  his  problem 
with  the  same  thoroughness  and  scien- 
tific attitude  that  the  scientist  uses  in 
his  work.  And  why  should  not  getting  a 
job  be  a  technical  operation  demanding 
technical  knowledge.'  Wliy  should  it 
not  be  planned  and  thought  out  and 
carried  to  a  finish?  Too  often,  however, 
the  young  man  walks  into  the  first  place 
he  finds  with  no  thought  to  the  future  or 
to  his  own  fitness  for  the  position. 

The  titles  to  the  chapters  are  informing 
and  they  sum  up  briefly  the  material  in 
the  book.  "The  Business  of  Getting 
a  Job,"  "Taking  Aim,"  "Making  the 
Search  Definite,"  "Where  to  Look  First," 
"Help  Wanted  Advertisements,"  "News- 
papers, Technical  Journals,  and  Business 
Papers,"    "Situation    Wanted    Advertise- 
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ments,"  "Commercial  Employment  Agen- 
cies," "Employment  Agencies  Other  Than 
Commercial,"  "The  Office  Employment 
Department,"  "Training  Schools,"  "The 
'Shoe-Leather'  Method,"  "The  Chance 
Letter" — all  comprise  a  valuable  set  of 
hints  to  the  job-hunter.  These  chapters 
make  up  Parts  1  and  2.  Part  3  is  de- 
voted to  securing  the  position  after  it  is 
found.  Again,  the  chapter  titles:  "The 
Mechanics  of  the  Letter  of  Application," 
"Facts  Necessary  in  the  Letter  of  Appli- 
cation," "Expressing  Thoughts  in  Writ- 
ing," "The  Personal  Literview,"  "The 
Psychology  of  an  Employment  Inter- 
view," "Salary,"  and  "Judging  the  Com- 
pany— the  End  of  the  Beginning" — aU 
suggest  valuable  things  to  look  for. 

Just  one  quotation  from  Chapter  X\TI, 
"The  Personal  Interview."  Ms.  Shidle 
quotes  from  a  "weU-known  banking 
executive  who  interviewed  a  young  man 
who  applied  for  a  position  in  his  bank." 
The  example  is  suggestive  of  the  de- 
tail and  the  completeness  of  the  entire 
book: 

"When  this  young  fellow  was  shown  into  my 
office,  he  stated  that  he  would  like  to  get  a  posi- 
tion as  a  teller  with  our  organization.  He  had 
had  considerable  e.vperience  in  a  small  bank  with 
which  we  were  familiar,  and  I  was  rather  favor- 
ably impressed  with  his  qualifications  in  general. 


"It  happens,  however,  that  we  are  extremely 
particular  in  our  bank  about  cleanliness  and 
neatness  in  both  work  and  personal  appearance. 
This  chap  had  his  shoes  shined,  his  clothes 
pressed  and  his  hair  trimmed.  But  his  collar 
was  smudgy,  and  the  cuffs  of  his  silk  shirt  were 
thoroughly  dirty. 

"A  man  whose  habits  permit  him  to  wear  a 
silk  shirt  in  combination  with  dirty  cuffs  has 
always  seemed  to  me  to  have  something  peculiar 
about  his  mental  attitude  that  is  indefinable. 
And  I  don't  like  indefinable  attitudes  handling 
money  in  our  bank." 

Mr.  Shidle's  chapters  on  the  letter  of 
application  are  especially  well  done.  He 
treats  everything,  from  the  form  of  the 
letter,  neatness  in  the  writing,  and  com- 
position to  the  facts  necessary  in  a  good 
letter  of  application.  He  takes  the  at- 
titude of  the  executive  and  tells  what  the 
one  who  receives  the  letter  expects  of  the 
one  who  writes  it.  His  recommendations 
are  explicit  and  timely. 

The  book  also  contains  something  of 
value  to  the  employment  manager  who 
has  jobs  to  give  out. 

Space  forbids  further  citations.  The 
pithy  sentence,  printed  on  the  light  blue 
jacket  of  "Finding  Your  Job"  tells  much 
— "Specific  plans  that  will  bring  results 
for  the  man  who  is  seeking  a  business 
position." 


MATHEMATICS  OF  ACCOUNTING  AND  FINANCE 

By  Seymour  Walton,  C. P. A.,  formerly  Dean  of  the  Walton  School  of 
Commerce  and  H.  A.  Finney,  C.P.A.,  Professor  of  Accou/iting, 
Northwestern  University,     ix,  285  pp.     The  Ronald  Press  Company 

IlEvaEWED  By  G.  W.  Greenwood* 


To  one  with  a  mathematical  turn  of 
mind,  whether  he  be  an  accountant  or  not, 
this  is  quite  an  entertaining  book.  The 
examples  are  interesting  and  practical. 
Many  contain  legal  points  which  will  be 
new  to  the  general  run  of  accountants. 
Some  are  capable  of  different  interpreta- 
tions, in  which  case  two  or  more  solutions 

•Treasurer  of  the  United  Refractories  Company, 
Dunbar,  Pa. 


are  given  and   the  differences  explained. 

On  account  of  the  large  field  covered,  the 
treatment  of  each  topic  is  necessarily  brief, 
so  that  one  comes  to  the  close  of  each 
chapter  with  a  desire  to  continue  the  subject 
in  some  more  extensive  work,  which  is  to 
the  credit  of  the  book  under  review. 

Naturally,  all  the  chapters  will  not  be 
equally  profitable  to  all  readers.  For 
example,    there    are    chapters    on    short 
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methods  in  arithmetical  computations,  but  the  chapter  on  averages  before  they  make 

one  accustomed  to  using  computing  and  free  use  of  them.     For  instance,  consider 

adding  machines  will  not  be  so  greatly  con-  the  following  example: 

cerned  in  checking  his  work  by  casting  out  ^  product  consists  of  materials,  which  in  1917 

the  nme  s,  or  by  the  less  known  method  ^^^^  ^jj^  amount  per  pound  shown  in  column  3 

(but   better   method)    of   casting   out   the  in  the  table  below.     Cokmin  4  shows  the  in- 

eleven's.  crease  in  the  cost  per  pound  in  1918  above  the 

We  believe,  however,  that  in  contracted  cost  in  1917.    What  was  tlie  increase  in  the  cost 

multiplication  or   division,  results   should  of  the  finished  product.' 

not  be  expressed  beyond  the  point  where  ^j^^  required  result  is  20  per  cent.     Bv 

they  cease  to  be  accurate.     For  instance,  gg^^j^g  -^  ^^,^  ^^^  ^^^^^1^^  j^^  ^^^^  g^j  -^  ^^ 

if  we  divide  8/2,9/6,604  by  683,947  we  j^  ^^j^g  ^^^^^.^g^^  correctly  in  such  cases. 

obtam  12/6.382.  .  .  .     But  in  using  this  ^^^  ^^^^^  j^  ^j^  j^  '^^j.^  ^^^  ^^^^^  ^j 

example  for  illustration   the  author  in  one  ^,^^  g  ^^^^  -^  ^^^^^^^  4  ^^^  ^-^-^^  ^     5^ 

place  gets  as  a  result,  1276.37947.     And  by  1  •  1           ij     •                               ■                 e 

^      ,             111                      1    ■             1  which  would  give  an  erroneous  increase  01 

another  method  the  same  result  is  stated  to  „„.,j.i„  en  ^or  cent 

be  1276.3791658134.     The  first  five  figures  ^here  are  also  illustrations  of  moving, 

are  correct,  but  the  last  ten   ngures   are  •             1        ■  j- 

5uat     a  progressive,  and  periodic  averages. 

.  ',         11,         ■  1      •  Good  use  of  percentages  is  made  in  the 

A  method  used  by  the  writer  to  obtain  an      i      ji-   „     r         -i  „      «        ui  t 

.•'.  .      handlmg  01  a  wide  range  01  problems,  of 

approximate  quotient  to  the  nearest  second      „  ■  •  1  .i„i>  ii„„-   „„;n  „  „  1   . 

1     ■      11/  •  which  the  following  will  serve  as  an  example : 

decimal    place     (an     approximate    result  rr.i     ^  •         ^    1  ^  •  1 

1111  iiiV,j  J!  -Ihe  Orinoco  Coal  Company  was  mcorporated 

should  always  state  the  degree  01  accuracy  ■     ^     1  t  .  ■      »  ^      r  m-     •        -ii, 

J,  .   "^      ,  ,,  °  *^        under  the  laws  of  the  state  of  lUmois,  with  an 

required)  is  as  follows:  authorized  capital  of  $8000,   divided   into  80 

1  276 .  38  shares  of  the  par  value  of  $100  each,  which  were 

6  83  947)  8  729  767  subscribed  for  as  follows : 

6  839  47  Samuel  Black 60  shares 

William  Green 10      " 

1  890  297  John  White 10      " 

gj^jjjygl  Black  was  elected  president :  George 
Brown,  vice-president  and  manager,  and  Charles 
j»i  t\jo  Pinck,  secretary  and  treasurer.     Neither  Brown 

nor  Pinck  held  any  stock,  but  were  to  receive  in 
addition  to  their  salaries  a  percentage  of  the 
profits  after  charging  off  all  losses  from  whatever 

*  '  source — Brown   15  per  cent  and  Pinck  10  per 

cent.  These  shares  in  the  profits  were  not  to  be 
considered  an  expense  deductible  to  obtain  the 

*  ^^  basis  of  the  bonuses. 

At  the  end  of  the  year  a  meeting  of    the 

stockholders  was  held  and  the   balance   sheet 

__  „  ,        presented.     (See  next  page.) 

Here  no  unnecessary  ngures  are  used, 

and  by  the  so-called  Italian  method  of  long  Treasurer  Pinck  having  disappeared  and 

division  it  may  be  further  simplified.     But  the  account  against  him  being  uncollectible. 

doubtless  all  of  us  will  abdicate  in  favor  of  the  question  is,  what  dividend  can  be  dis- 

a  computing  machine  when  one  is  available.  tributed  among  the  stockholders,  and  what 

It  would  be  well  for  many  writers  to  read  bonus  is  due  to  Brown.' 

No.  OF  Pounds  Cost  per  Pound  Per  Cent  Increase 

Material  Required  in  1917  m  1918 

A  2  $4  200                      - 

B  8                                     5  10 

C  4                                     8  6>^ 

D  4  16  10 

£  8  18  20 
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AtseU 

Cash $8,031 .  12 

Accounts  Receivable 817.32 

Coal 6,6«.15 

Charles  Pinck 2,264. 14 


$17,756.73 


Since  Brown's  bonus  depends  upon  the 
net  earnings,  and  the  net  earnings  are  the 
undivided  profits  less  the  amount  of  Pinck's 
defalcation,  and  the  defalcation  depends 
upon  the  bonus  due  to  Pinck,  which  in 
turn  depends  upon  the  net  earnings,  there 
is  established  a  neat  little  set  of  equations 
from  which  the  net  earnings  are  found  to  be 
$7084.80 

There  is  a  chapter  on  logarithms  similar 
to  those  in  textbooks  on  algebra  or  trig- 
onometry, but  briefer,  and  including 
some  problems  for  solution,  without 
answers.  We  feel  that  answers  should  be 
provided,  so  that  the  reader  depending 
solely  upon  this  book  for  his  knowledge 
of  the  subject  can  know  if  he  has  solved 
them  correctly.  The  appendix  contains, 
among  other  useful  tables,  one  of  logarithms, 
to  five  decimal  places,  of  numbers  up  to 
10,000.     This  table  is  used  in  the  solution 


Liabilities 

Accounts  Payable $  740 .22 

Reserve  for  Bad  debts 376. 05 

Capital  Stock 8,000.00 

Undivided  Profits 8,640.46 


$17,756.73 


of  problems  in  compound  interest  and 
aimuities. 

Bond  premium  and  discount  are  dis- 
cussed, showing  how  to  obtain  the  purchase 
price  when  the  nominal  and  the  effective 
rate  are  given,  a  subject  now  of  general 
interest  on  account  of  the  sale  of  Liberty 
bonds  of  various  issues.  Many  illustrative 
problems  are  given,  showing  how  to  deal 
with  the  interest  received,  and  how  to  dis- 
pose of  the  premium  paid  or  discount 
secured.  But  the  more  difficult  problem 
of  finding  the  effective  rate  when  the 
nominal  rate  and  the  purchase  price  are 
given  is  not  taken  up  (see  Administration 
for  November,  pages  685-686). 

There  are  several  other  chapters  dealing 
with  Building  and  Loan  Associations, 
Good-Will,  Foreign  Exchange,  etc.  All 
will  repay  the  time  spent  in  a  careful  read- 
ing of  them. 


CURRENCY  INFLATION  AND   PUBLIC  DEBTS 

By  Edwin  R.  A.  Seligman,  Ph.  D.,  L.L.D.,  Professor  of  Political  Economy, 
Columbia  University.  With  Preface  by  Alvin  W.  Krech,  President  of  the  Equit- 
able Trust  Company  of  New  York,  86  pp.     The  Equitable  Trust  Company 

Reviewed  bt  Robert  L.  S>nTLET* 


Just  at  the  time  when  Henry  Ford  and 
Thomas  Edison  try  to  stir  up  public  senti- 
ment toward  the  elimination  of  gold  as  a 
basis  for  our  monetary  standard;  just  at  the 
moment  when  they  are  advocating  the 
issuance  of  fiat  money  and  the  purchase  by 
the  United  States  Government  of  that 
district  which  could  be  developed  commer- 
cially by  tliem;  and  just  when  the  printing 
presses  of  many  European  countries  are 
groaning  under  the  burden  of  work  to  turn 
out  paper  money  in  huge  quantities;  there 
appears  this  most  scholarly  and  clarified 
treati.se  by  Dr.  Seligman. 

♦  Special  reviewer  for  Administration. 


The  one  regret  is  that  every  thinking 
person  cannot  have  a  copy  of  this  publica- 
tion. 

A\Tiatever  palliative  may  be  suggested 
for  the  rehabilitation  of  the  world ;  whatever 
panacea  may  be  proposed  to  solve  economic 
problems;  or  whatever  wild  or  visionary 
plan  may  be  suggested  to  save  civilization, 
it  must  be  evolutionary  in  character  rather 
than  revolutionary.  Of  course  either  way 
out  will  likely  bring  a  solution,  but  the 
revolutionary  method  means  suffering, 
chaos,  and  a  blight  on  human  beings 
which  lasts  sometimes  for  years. 

To    be    evolutionarv    necessitates    the 
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building  on  to  what  is  in  existence  and  a 
gradual  change  from  what  may  be  considered 
basic  principles.  Therefore  when  it  is  stated 
that  the  change  must  be  evolutionary,  it  is 
meant  that  it  is  by  far  the  reasonable  plan. 

To  evolute  necessitates  a  thorough 
knowledge  of  what  i§  and  what  was.  One 
cannot  improve  unless  he  is  acquainted 
with  what  exists.  Therefore,  the  treatise 
of  Dr.  Seligmau  is  of  the  greatest  value  in 
showing  the  reader  that  in  every  instance 
where  a  country  attempted  to  de-value  its 
monetary  standard,  there  resulted  economic 
downfalls.  The  economic  downfall  in  turn 
brought  about  a  toll  of  human  suffering 
which  is  almost  indescribable. 

The  points  are  well  brought  out  in  this 
treatise  by  a  careful  study  —  accompanied 
by  authoritative  tables — of  the  American 
Colonies  and  France  in  the  eighteenth 
century.  Great  Britain,  France,  the  United 
States,  Italy,  Russia,  Austria,  Spain,  the 
South  American  countries,  Japan,  and  the 
Great  War  in  the  recent  century.  Such 
illustrations  as  our  Civil  War  financing, 
Napoleonic  War  financing  in  England  and 
South  American  inconvertible  money  issues 
are  suflBcient  to  convince  any  reasoning 
individual  that  nothing  can  be  accomplished 
in  a  commercial  age  which  tends  toward  the 
impractical  and  uneconomic.  The  applica- 
tion of  the  false  principles  of  the  past  to 
present-day  conditions  is  so  clear  that  the 
book  should  be  considered  a  fundamental 
treatise. 

Possibly  the  best  illustration  of  the 
value  of  these  studies  may  be  determined 
by  the  words  of  the  author: 


The  final  conclusion  from  our  study  is  that 
just  because  of  the  interdependence  of  all  great 
commercial  countries  in  modern  times,  debt  pay- 
ment and  currency  reform  have  become  inter- 
national problems.  It  is  not  by  impoverishing 
Germany,  or  preventing  Poland  from  buying 
raw  materials  at  what  is  to  them  grossly  inflated 
prices  that  any  recovery  is  to  be  expected.  No 
one  can  improve  his  own  condition  by  impov- 
erishing his  customers.  .  .  .  Two  things  only 
will  make  it  possible  for  the  world  to  get  on 
its  feet  again.  One  is  for  each  country,  which 
has  fallen  into  the  quagmire  of  fiat  money  to  set 
its  face  resolutely  against  further  temptations, 
to  reduce  as  far  as  possible  its  military  and  naval 
exi)enditures  and  to  put  its  fiscal  house  in  order 
by  a  prompt  and  \ngorous  application  of  taxation 
with  a  view  of  reestablishing  budgetary  equi- 
librium. .  .  .  But  in  the  second  place,  the 
necessary  budgetary  equilibrium  will  be  made 
possible  only  and  concurrently  wth  a  stabil- 
ization of  the  exchanges.  This  is  also  from 
the  very  nature  of  the  case  an  international 
problem  which  must  be  met  by  international 
methods  that  it  is  not  our  function  here  to 
discuss. 

This  excellent  volume  combined  with 
the  recent  publication,  "America  and  the 
Balance  Sheet  of  Europe,"  by  Moulton 
and  Bass,  afford  to  the  reading  public  of 
this  country  material  on  which  good  con- 
structive thought  and  assistance  may  be 
built. 

No  criticism  can  be  made  on  account  of 
any  academic  method  of  presentation  of 
the  subject.  Every  sentence  and  para- 
graph is  "meat"  and  the  reading  is  almost 
that  of  some  romantic  episode,  especially 
that  part  which  covers  the  historical  data 
of  various  nations. 


THE  ART  APPEAL  IN  DISPLAY  AD^'ERTISING 

By  Frank  Alvah  Parsons,  President  of  the  New  York  Scliool  of 
Fine  and  Applied  Arts  and  Professor  of  Display  Advertising  at 
Sew  York  University,     xxvii,  133  pp.    Harper  and  Brothers 

Reviewed  by  L.  B.  Jones  * 


Even  a  whole  generation  ago  it  was  not 
necessary  to  murder  the  king's  English  in 
order  to  tell  the  public  the  merits  of  one's 

*  Advertising  Manager  of  the  Eaftman  Kodak  Com- 
pany, Rochester,  N.  Y. 
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goods.  There  were  advertisers  even  then 
who  complied  with  most  of  the  laws  of  gram- 
mar and  rhetoric  and  even  with  the  laws  of 
ethics. 

Almost  invariably,  however,  the  adver- 
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tiser  of  the  early  days  broke  every  typo- 
graphic speed  law;  habitually  he  parked  his 
trade-mark  on  the  wrong  side  of  the  page 
and  sounded  his  klaxon  in  the  hospital  zone. 
His  paragraphic  cutout  was  always  open 
and  he  broke  every  canon  of  geometric  good 
taste  with  the  same  impunity  that  he  used 
in  splitting  his  infinitives.  But,  poor  fel- 
low, he  knew  no  better.  Of  type  faces  he 
knew  little  and  of  the  theory  of  forms  and 
balances  he  knew  nothing,  and  so  into  the 
hands  of  the  printer  went  his  copy  and  the 
principal  pride  of  the  printer  in  those  days 
seemed  to  be  to  show  how  many  different 
kinds  of  type  there  were  in  the  office  and  to 
use  up  all  the  plaster  in  the  barrel  in  the 
formation  of  curved  lines. 

The  young  advertising  man  of  today 
works  under  no  such  handicap,  for  if  he  will 
but  read  some  of  the  excellent  works  that 
have  been  published  he  will  fmd  a  kindly 
guiding  hand  to  lead  him  out  of  the  typo- 
graphic wilderness.  Such  a  book  is  Frank 
Alvah  Parsons'  "  The  Art  Appeal  in  Display 
Advertising." 

A  careful  reader  of  this  book  will  find  in 
it  not  merely  instruction  as  to  how  he  should 
proceed  in  order  to  make  a  layout  which 
will  not  jar  people  of  refijied  sensibilities  but 
he  will  also  get  the  feeling  that  by  comply- 
ing with  a  few  very  simple  rides  his  work 
wiU  always  be  in  good  taste. 

The  advertising  writer  or  the  man  who 
looks  after  advertising  layouts  will  have  a 
comparatively  simple  time  if  he  follows  the 
plainly  charted  waters  instead  of  trying  to 
see  how  close  he  can  run  his  little  bark  to 
the  rocks  without  going  on  them. 

I  particularly  liked  what  Mr.  Parsons 
has  to  say  on  this  subject: 

What  constitutes  decoration  is  a  matter  of 
taste,  no  doubt,  but  bad  taste  or  no  taste  at  all 
may  find  expression  in  one's  selection  and  use  of 
decoration  as  easily  as  it  does  in  his  manners. 
And,  further,  it  is  bad  business  to  say  what  isn't 
so,  and  intelligent  public  confidence  in  the  value 
of  one's  merchandise  is  not  strengthened  by  an 
untrue,  even  if  illiterate,  use  of  symbols.  When 
in  doubt,  desist. 

We  have  heard  a  lot  about  how  necessary 
it  is  for  an  advertising  man  to  know  his 
goods.  It  is  necessary,  absolutely  necessary, 
that  he  .should  know  his  goods  but  it  seems 
to   be   equally   important   that   he  should 


know  the  people  to  whom  he  is  trying  to  sell 
his  goods  and  this  point  Mr.  Parsons  has  by 
no  means  overlooked: 

Pope  was  undoubtedly  right  when  he  said: 
"The  proper  study  of  mankind  is  man,"  and 
he  might  have  added,  the  most  important  as 
well,  for  it  matters  little  how  much  one  knows  of 
commodities  if  he  knows  nothing  of  anybody's 
mental  doings  except  his  own  and  those  of  his 
kind. 

His  comment  on  the  use  of  pictures  is 
most  enlightening: 

The  hectic  way  in  which  every  publisher  de- 
mands illustrations  to  all  sorts  of  matter  he  is  to 
bring  out  is  based  on  no  idle  fad  or  fancy.  The 
reason  is  inherent  in  human  minds.  In  the  first 
place,  pictures  are  a  universal  language.  They 
convey  practically  the  same  fundamental  idea  to 
all  who  see  them,  whatever  the  nationality,  creed, 
or  social  state.  .  .  .  The  first  value  of  the  illus- 
tration is  its  power  of  suggestion,  ...  If,  how- 
ever, the  suggestion  is  misjudged  by  the  maker  of 
the  display,  irreparable  wrong  has  been  done. 
For  instance,  the  sex  appeal  seems  to  have  been 
supposed  to  be  so  alluring  and  hypnotic  that  a 
cut  of  a  pretty  woman,  with  certain  suggestive 
emphasis,  would  not  only  interest  everybody, 
but  would  stimulate  to  action,  and  furthermore, 
that  action  would  be  to  buy  forthwith  any  article 
named  in  the  ad,  ranging  in  time  from  the  cradle 
to  the  grave  and  in  substance  from  breakfast  food 
to  pig  iron. 

The  use  of  the  "pretty  girl"  in  advertis- 
ing is,  in  my  opinion,  a  great  mistake  unless 
said  pretty  girl  is  in  some  way  absolutely 
identified  with  the  product.  In  confirma- 
tion of  Mr.  Parsons'  theories  regarding  this 
I  may  say  that  many  times  I  have  heard 
somebody  rave  about  an  advertisement 
containing  such  a  picture,  but  when  tied 
down  as  to  what  the  thing  was  advertising, 
there  was  "nobody  home." 

"Be  certain  that  the  illustration  illus- 
trates," says  Mr.  Parsons,  and  "At  the 
same  time  look  to  it  that  it  doesn't  contain 
something  either  in  fact  or  suggestion  en- 
tirely nullifying  the  main  issue."  That 
idea  which  he  brings  out  so  cleverly  exactly 
covers  a  point  that  we  make  in  Kodak  ad- 
vertising. We  never  use  a  well-known 
actress,  for  instance,  as  a  model  because  we 
want  people  to  think  about  the  Kodak 
rather  than  that  they  have  seen  an  inter- 
esting picture  of  Mary  Pickford  or  Ina 
Claire. 


January 
19  2  2 


REVIEWS  OF  BUSINESS  BOOKS 


131 


Tlie  whole  book  is  sane.  It  is  an  argu- 
ment against  the  blatant  and  the  extreme. 
The  author  warns  against  overspicing,  even 
though  variety  is  the  spice  of  life,  and  by 


many  excellent  illustrations  of  advertise- 
ments that  are  good  and  advertisements 
that  are  bad,  points  out  the  moral  of  his 
tale. 


TRADING  WITH  MEXICO 

By  Wallace  Thompson,  Author  of  "  The  People  of 
Mexico."     xi,  271  pp.     Dodd,  Mead  and  Company 

Reviewed  by  James  F.  Tanner* 


For  the  salvation  of  Mexico  Mr.  Thomp- 
son looks  to  the  business  man,  rather  than 
to  the  politician.  How  completely  the 
solution  of  Mexico's  problems  lays  be- 
yond the  realm  of  mere  political  reform  will 
be  forced  upon  the  minds  of  all  who  read 
this  informative  account  of  one  of  the  most 
astounding  conditions  in  the  business  world 
today.  Instead  of  offering  a  solution,  the 
application  of  political  remedies  to  eco- 
nomic ills  has  been  the  curse  of  Mexico 
through  all  its  revolutionary  history.  This 
is  the  fundamental  idea  of  the  book. 

A  clear  understanding  of  what  lies  before 
the  business  man  can  be  gained  from  the 
study  of  why  political  remedies  and  revolu- 
tion have  failed.  The  chief,  if  not  the  only 
object  of  the  "Constitution  of  1917,"  was 
to  make  difficult  the  operation  of  foreigners 
in  any  line  of  business  in  the  country. 
Under  that  constitution  no  foreigner  may 
own  property  within  60  miles  of  the  border 
or  within  30  miles  of  the  sea;  foreigners 
may  not  control  a  Mexican  corporation 
formed  for  the  purpose  of  holding  such  land 
unless  they  waive  their  citizenship  rights 
with  respect  to  such  companies;  the  pro- 
hibition of  great  estates  makes  true  agri- 
cultural industry  virtually  impossible;  for- 
eign plans  for  irrigation  projects — the  hope 
of  the  Mexican  farmer — are  killed;  most 
serious  of  all,  such  lands  are  to  all  intents 
and  purposes  confiscated  through  national- 
ization projects. 

Business  still  continues  in  Mexico  simply 
because  these  laws  are  not  enforced,  but 
their  effect  is  to  place  all  business  in  the 
status  of  receiving  the  privilege  of  doing 

*  Special  Reviewer  for  Administration. 


business,  in  place  of  the  right  of  doing 
business.  Every  oil  man  must  wheedle 
out  of  a  grasping  government  department 
a  special  permit,  which  amounts  virtually 
to  a  suspension  of  the  law.  Today  no 
business  man  can  defend  his  rights  before 
the  courts  of  Mexico,  for  all  rights,  even 
the  common  rights  of  corporate  business, 
are  in  some  way  or  another  contradictory 
to  the  laws  of  the  land.  Consequently  they 
make  every  foreigner  doing  business  in 
Mexico  a  law-breaker  or  receiver  of  special 
privilege.  Government  in  Mexico  exists 
for  the  exploitation  of  the  strong  and  for 
the  suppression  of  the  weak  if  the  strong 
want  and  can  pay  for  such  suppression. 
And  it  is  in  order  to  get  a  grip  on  the  vast 
sums  of  money  to  be  realized  from  the  sale 
of  such  privileges  that  revolutions  are  fos- 
tered. Corruption  and  the  substitution  of 
privileges  for  rights  are  the  principal  causes 
of  the  failure  of  political  remedies. 

Ignorance  is  another  cause — the  utter 
ignorance  of  the  great  Indian  mass,  and  the 
failure  of  leaders  in  the  control  of  govern- 
ment to  grasp  the  crying  needs  of  the 
country.  Even  the  principles  of  the  radical 
creeds  which  the  leaders  of  revolutions  pro- 
fess to  cherish  are  not  understood.  And  it 
is  to  the  Mexicans'  conceptions  of  their  own 
inferiority,  personal,  commercial,  and  polit- 
ical, that  the  author  attributes  their  jeal- 
ousy of  Americans. 

With  such  an  analysis  before  him,  the 
task  of  the  business  man — both  American 
and  Mexican — is  clear.  Mr.  Thompson 
sums  this  up  as  follows: 

The  plan  which  I  hold  as  the  solution  of  the 
economic  and  political  chaos  of  Mexico  would 
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comprise  a  shifting  of  the  center  of  control  from 
politics  to  economics,  where  the  motive  force,  at 
least,  has  ever  rested.  I  would  no  longer  tolerate 
the  application  of  political  remedies  for  economic 
ills,  but  would  go  so  far  as  to  suggest  an  economic 
remedy  for  both  economic  and  political  afflic- 
tions. 

It  is  to  this  Mexican  business  man,  stiU  a 
stable  factor  in  Mexico,  that  we  must  look  for  the 
change  in  government  attitude  toward  business 
which  is  indispensable  to  the  solution  of  the  so- 
cial, economic,  and  political  chaos  of  Mexico  to- 
day. In  numbers  these  Mexican  business  men 
are  few;  in  grasp  of  world  affairs  they  lag  behind 
men  in  similar  positions  in  this  country.  Never- 
theless, their  interests,  those  of  the  American 
companies  now  operating  in  Mexico  and  those  of 
the  Americans  and  other  foreigners  who  hope  to 
share  in  Mexican  trade,  are  and  wiU  be  one.  It  is 
in  the  way  of  supporting  such  Mexicans  in  their 
efforts  to  influence  the  government  of  their 
own  country  that  I  speak  of  an  economic  remedy 
for  aU  the  afflictions  of  Mexico.  I  would,  if  I 
could,  put  them  in  control,  would  bring  back  to 
their  aid  the  brains  and  the  energy  of  the  exiles 
who  belong,  in  one  way  or  another,  to  their  class 
of  producers. 

It  is  to  such  an  end  that  the  foreign  business 
man  who  hopes,  in  the  immediate  or  in  the  dis- 
tant future,  to  share  in  Mexican  trade  should  turn 
his  hand.  He  should  demand,  in  the  councils  of 
his  government,  in  the  congress  of  the  country, 
in  the  powerful  conventions  of  chambers  of  com- 
merce, that  Washington  insist  definitely  on  a  re- 
turn to  civilized  and  economic  rule  in  Mexico. 

Naturally  the  business  man  will  ask 
whether  the  trade  of  Mexico  is  worth  the 
eflforts  required  for  its  establishment,  and 
it  is  to  the  problem  of  answering  this  impor- 
tant query  that  the  larger  part  of  the  book 
is  devoted.  The  reader  will  find  here  a 
searching,  matter-of-fact  analysis  of  the 
three  fundamentals  of  ail  trade  questions: 
(1)  the  market,  (2)  credit,  and  (3)  the  gov- 
ernment and  laws.  To  some  the  author's 
simple  straightforward  discussion  will  sound 
as  the  death  knell  to  Mexico's  hopes, 
and  will  put  in  jeopardy  the  program  advo- 
cated for  its  salvation.  He  tells  of  a  coun- 
try of  vast  possibilities  for  the  entrepreneur, 
but  of  few  as  yet  for  the  trader,  who  must 
first  develop  his  market.  We  read  of  "a 
country  of  great  mineral  resources,  but  of 
virtually  no  agricultural  wealth,  a  country 
with  almost  no  consuming  population,  a 
country  of  radical  governments,  which  have 
sought  frankly  to  destroy  capital  and  the 


machinery  of  Mexico's  wealth."  The 
problem  is  stated  as  one  not  of  beating  the 
British  or  the  German  to  a  thriving  market, 
but  of  bringing  into  being  the  purchasing 
power  of  a  populous  nation.  "He,"  says 
the  author,  "who  shall  solve  that  problem 
will  win  the  trade  of  Mexico  when  she  has 
trade." 

The  Mexican  market  is  considered  from 
three  aspects,  nature  of  the  people,  in- 
dustries, and  the  need.  The  debilitating 
effect  of  the  climate,  and  the  terrific  handi- 
cap of  a  country  two-thirds  mountainous 
upon  industrial  development  are  the  out- 
standing features  mentioned  in  regard  to 
the  geography  of  Mexico.  These  are  con- 
sidered in  detail  in  Chapter  II.  It  is  with 
the  people  who  buy,  however,  that  the  au- 
thor finds  the  greatest  problem  to  those 
who  would  develop  trade  with  Mexico. 

In  commenting  upon  this  phase  of  the 
market  problem  he  says: 

There  are  15,000,000  people  in  Mexico.  Of 
these,  6,000,000  are  Indians,  and  Indians  that 
are  comparable,  literally,  to  our  own  reservation 
Indians  in  the  United  States,  in  the  things  they 
buy  and  the  things  they  make.  There  are  8,000,- 
000  mixed-bloods,  a  cross  of  Indian  and  Spanish, 
but  of  these  8,000,000  fully  6,000,000  are 
almost  as  Indian  as  their  full-blood  cousins.  In 
other  words,  12,000,000  out  of  15,000,000  take 
and  need  nothing  from  the  outside  world  except- 
ing food,  at  those  times,  like  the  present,  when 
they  do  not  produce  enough  for  their  own  needs. 
More  than  that,  the  money  or  goods  which  would 
pay  for  imported  food  for  the  12,000,000  are 
created  by  the  remaining  3,000,000 — in  other 
words,  the  actual  market  in  Mexico  is  not  15,000,- 
000  people  but  3,000,000. 

The  problem  of  bringing  into  being  the 
purchasing  power  of  a  nation  the  majority 
of  whose  people  have  at  present  no  need  for 
culture,  for  houses,  and  for  travel,  offers 
scarcely  more  difficulties  than  that  of  re- 
habilitating the  credit  of  Mexico  and  of  the 
Mexicans.  The  government  of  today  owes 
nearly  a  billion  dollars — including  unpaid 
interest  on  her  debts  for  1 1  years.  The  sub- 
servience of  economic  progress  to  political 
exigencies  has  caused  commercial  credit  to 
reflect  government  bankruptcy.  Gold  is 
the  common  medium  of  circulation.  The 
use  of  gold  looks  like  prosperity  and  it  does 
insure  a  firm  rate  of  exchange,  but  in  Me- 
xico its  significance  is  the  lack  of  credit. 
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Descent  and  Distribution  of  Decedents' 
Estates.  With  a  Synopsis  of  New  York 
Transfer  Tax  and  Federal  Estate  Tax  Laws  by 
The  Columbia  Trust  Company,  New  York 
City. 

Drawn  up  in  outline  form,  the  descent 
and  distribution  of  decedents'  estates  with- 
in tlie  state  of  New  York  is  presented  in 
such  clear-cut  style  that  not  only  the  busi- 
ness executive  but  even  the  average  lay- 
man can  understand  it.  Included  in  this 
pamplilet,  which  is  the  third  edition,  is  a 
sATiopsis  of  the  New  York  Transfer  Tax 
and  Federal  Estate  Tax  laws.  These  too 
are  presented  in  outline  style. 

The  booklet  is  divided  into  four  divisions : 
the  descent  and  distribution  of  real  and 
personal  property;  the  transfer  taxes  on 
the  property  of  decedents;  the  administra- 
tion of  estates  of  decedents;  and  the  Fed- 
eral Estate  tax. 

Division  one,  dealing  with  the  descent 
and  distribution  of  real  and  personal  prop- 
erty in  tlie  state,  treats  of  the  transfer 
of  property  upon  the  death  of  the  owner 
by  will  or  by  acts  of  the  law.  By  will  ex- 
cept for  certain  statutory  restrictions,  it 
is  explained,  a  person  may  leave  his  prop- 
erty according  to  his  personal  preferences. 
This  statement  is  followed  by  a  list  of  the 
statutory  restrictions  laid  down  in  the  law 
of  the  state. 

Section  two  is  devoted  to  transfer  taxes 
on  decedents'  property.  Under  this 
division  is  discussed,  what  transfers  are 
taxable,  nature  of  tax,  joint  ownership, 
the  tax  as  affected  by  the  residence  of  the 
decedent,  and  as  affected  by  the  bene- 
jSciaries.  The  rate  of  tax,  the  accrual  and 
piiyment  of  tax  discount  and  interest,  are 
also  given  considerable  space  in  discussion. 

A  brief  review  given  of  the  administra- 
tion of  the  estates  of  decedents  is  particu- 
larly clear,  the  outline  being  condensed  and 
to  the  point.  Here  is  canned  information 
ready  for  immediate  consumption.  By 
the  use  of  the  pamphlet  the  busy  executive 
can  in  a  few  moments  find  prepared  and 
ready  for  u.se  condensed  information 
regarding  what  wills  may  be  probated, 
what   persons    are    incompetent  to   serve 


as  executors,  who  may  propound  a  will, 
who  are  entitled  to  letters  of  administra- 
tion, when  a  temporary  administrator 
may  be  appointed,  and  similar  questions 
which  the  average  person  cannot  answer 
without  first  referring  to  legal  authority. 

The  final  thirteen  pages  of  the  booklet 
explain  the  estate  tax  under  the  United 
States  Revenue  Acts  of  1916,  1917,  and 
1918.  In  regard  to  the  nature  of  the  tax 
it  is  pointed  out  that: 

"The  tax  is  not  laid  upon  the  projierty, 
but  upon  its  transfer  from  the  decedent  to 
others.  It  is  imposed  upon  the  entire  net 
estate,  and  not  upon  any  particular  legacy, 
devise,  or  distributive  share.  It  is  not  an 
individual  inheritance  tax,  but  an  estate 
tax,  it  being  the  purpose  and  intent  of  the 
law,  unless  otherwise  directed  by  the  will 
of  the  decedent,  that  the  tax  shall  be  paid 
out  of  the  estate  before  distribution." 

Further  discussion  determining  tax 
liability,  exempt  estates,  duties  of  execu- 
tors and  administrators,  non-resident 
estates,  and  sundry  other  similar  topics  are 
considered.  Two  complete  and  interesting 
tables,  one  on  the  rates  of  tax,  and  the  other 
on  the  computation  of  tax  are  given. 

The  booklet  is  an  excellent  digest  of  the 
laws  governing  the  distribution  and  de- 
scent of  decedents'  estates  within  the  state 
of  New  York.  It  covers  the  subject  com- 
pletely and  concisely.  It  is  a  handbook 
of  valuable  information,  equally  as  read- 
able for  the  college  professor  as  for  the  man 
of  business.  The  facts  stand  out  vividly; 
they  are  not  buried  in  a  maze  of  detail  or 
technical  treatment. 

The  Story  of  Manufactured  Weather.    By 

The  Mechanical  Weather  Man.  Carrier 
Engineering  Corporation,  .'Jrt  Cortland  Street, 
New  York  City. 

Old  Boreas  may  rage  and  roar.  The  wild 
geese  may  play  foUow-niy-lcader  as  they 
honk  their  w-ay  southward,  but  the  readers 
of  this  humorously  technical  and  remark- 
ably illustrated  booklet  may  shrug  their 
shoulders  and  make  merrie  at  the  "cauld, 
cauld  blast."  It  shows  the  way  to  make 
"every  day  a  good  day." 
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The  Mechanical  Weather  Man  explains 
the  process  in  detail;  briefly,  its  function 
is  to  control  the  moisture  content  of  the  air 
and  to  control  the  temperature.  He  there- 
by coins  the  term  "  manufactured  weather. " 
According  to  him,  "Nearly  two  hundred 
distinctly  different  American  industries 
from  chewing-gum  to  aeroplanes  have 
profited  by  that  idea." 

With  the  aid  of  his  illustrations  he  takes 
us  through  aeroplane  factories,  pointing  out 
that  the  proper  assembly  of  parts  which 
depends  upon  uniform  atmospheric  con- 
ditions, is  made  possible  by  "manufactured 
weather. "  Its  use  in  woolen,  silk,  and  cot- 
ton mills  shows  us  why  some  of  our  cloth- 
ing gives  such  good  service.  We  see  it  as 
we  inspect  candy  factories,  where  the  dis- 
play of  delectable  dainties  makes  our 
mouths  water. 

In  a  number  of  hospitals  we  find  "man- 
ufactured weather"  in  the  incubator  wards 
maintaining  the  even  temperature  neces- 
sary to  save  the  tiny  lives.  In  rubber  fac- 
tories, gum  factories,  bakeries,  motion- 
picture  industries,  tobacco  warehouses, 
hotels,  department  stores,  everywhere  that 
science  and  sanitation  go  hand  in  hand,  we 
are  shown  the  arrangement  of  valves  and 
pistons,  with  explanations  so  clear  and  facts 
so  obvious,  we  wonder  that  we  never 
thought  of  it  before. 

It  does  not  surprise  us  to  read  that  in 
whatever  establishments  "manufactured 
weather"  apparatus  has  been  installed,  the 
health  and  output  have  been  increased  100 
per  cent. 

Concerning  the  use  of  "manufactured 
weather"  in  homes.  The  Mechanical 
Weather  Man  says: 

Some  day  we'll  look  back  upon  the  present 
steam-radiators,  hot-water-radiators,  hot-air  fur- 
naces, and  other  "dry"  heatingsystems,  with  the 
same  sort  of  feeling  with  which  we  now  regard 
the  old-fashioned  pot-bellied  stove  of  grand- 
father's day — which  used  to  toast  his  face  while 
the  shivers  chased  each  other  up  and  down  his 
spine.  But  then  grandfather  has  seen  the  coming 
of  the  telephone,  the  aeroplane,  wireless  teleg- 
raphy and  the  electric  light.  You  will  see  the  day 
when  manufactured  weather  is  making  "Every 
Day  a  Good  Day"  all  over  the  land,  in  every 
type  of  building  from  the  modest  bungalow  to 
the  spreading  industrial  plant  enclosing  millions 
of  square  feet  of  space.     Mark  my  words.' 


Open  and  Closed  Shop.     University  of  Texas 
Bulletin,  Austin,  Texas. 

Closed  shop,  one  of  the  most  hotly  debated 
questions  concerned  with  unionism,  is 
treated  in  an  unbiased  maimer,  both  sides  of 
the  question  being  discussed  in  a  bulletin 
issued  from  the  University  of  Texas,  by  the 
University  Scholastic  League. 

The  question.  Resolved  that  the  move- 
ment for  an  open  shop  in  Texas  should 
receive  the  support  of  public  opinion,  is 
treated  in  debate  form,  both  the  negative 
and  affirmative  sides  being  presented.  The 
brief  of  the  debate  is  outlined,  the  discus- 
sions following  in  the  form  of  short  articles 
prepared  by  men  who  are  authorities  on  la- 
bor and  capital  problems. 

Preceding  the  argument  proper  is  a  gen- 
eral discussion  of  the  open  and  closed  shop 
by  F.  W.  Taussig,  author  of  a  text  on  the 
principles  of  economics.  He  points  out 
that  the  closed  shop  is  a  powerful  weapon  in 
the  support  of  the  union  of  the  monopolistic 
type.  For  if  the  members  not  only  re- 
fuse to  admit  newcomers  to  their  ranks,  but 
refuse  to  work  in  a  shop  with  them,  the  diffi- 
culties of  getting  outsiders,  are  great,  even 
though  these  be  tempted  by  exceptionally 
high  wages.  If  the  trade  is  a  skilled  one 
and  training  in  it  is  hard  to  secure,  the  union 
insisting  on  closed  shop  has  the  corporation 
well  in  hand,  for  only  the  most  extravagant 
demands  will  lead  the  employer  to  break 
with  them. 

Open  union  with  closed  shop  will  remove 
one  of  the  evils  ascribable  to  this  system, 
j\Ir.  Taussig  says.  For  if  all  qualified  ap- 
plicants were  admitted  in  good  faith  to  the 
union,  the  primary  effect  of  the  closed  shop 
would  be  simply  to  enforce  collective 
bargaining.  All  bargains  on  wages  and 
conditions  of  labor  would  be  concluded 
through  union  delegates,  but  these  would 
represent  not  any  restricted  knot  of  work- 
men, but  all  who  were  at  work  in  the  trade. 

If  the  shops  were  universally  closed  a 
great  power  would  be  put  in  the  hands  of 
the  workmen,  a  power  not  confined  merely 
to  the  rates  of  wages.  For  the  settlement  of 
wages  includes  many  other  things  such  as 
mode  of  payment,  penalties,  fines,  and  other 
numberless  details  of  administration  and 
discipline.  The  question  of  whether  the 
closed  shop  with  the  open  imion  is  to  the 
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advantage  of  society  depends  on  the  use  the 
workmen  would  make  of  the  power  it  would 
give  them. 

Mr.  Taussig  Ijehcvcs  tluit  in  the  present 
state  of  mind  of  workmen  and  their  leaders, 
there  is  so  much  reason  for  expecting  evil 
from  the  system  that  no  disjjassionatc  ob- 
server, however  strong  his  sympathies  with 
laborers,  can  look  forward  to  the  universal 
closed  shop  without  grave  misgiving. 

The  inevitable  attitude  of  the  hired  work- 
man is  to  favor  arrangements  that  seem  to 
make  work,  and  to  oppose  those  things, 
such  as  labor-saving  devices  that  seem  to 
lessen  work.  The  result  of  such  an  attitude 
is  the  limitation  of  output.  In  most  cases 
this  is  simply  a  mode  of  making  the  job  last 
and  so  is  a  check  on  vigor  and  efficiency. 
The  author  explains  that  it  is  this  attitude 
which  underlies  the  unions'  feeling  in  regard 
to  piecework  and  the  demand  for  a  stand- 
ard rate  wage. 

In  regard  to  piecework  the  unions  oppose 
it  on  the  claim  that  it  leads  to  "driving." 

Mr.  Taussig  says: 

But  after  all,  the  underlying  feeling  is  that 
piecework  increases  efficiency  and  so  seems  to 
lessen  the  amount  of  work  to  be  done.  Some- 
thing of  the  same  sort  appears  in  the  unions' 
demand  for  a  standard  rate  of  wage.  The  policy 
is  to  establish  not  a  standard  but  a  minimum  rate 
but  in  reality  the  minimum  becomes  the  stand- 
ard. This  feeling  is  due  largely  to  the  same 
feeling  that  underlies  limitation  of  output  and  op- 
position to  piece  pay — a  fear  that  the  highly  paid 
man  will  accomplish  much  and  so  will  leave  less 
work  to  do  for  the  rest. 

In  Great  Britain  trade  unions  have 
reached  their  fullest  development,  and  col- 
lective bargaining  is  most  widely  practiced. 
But  this  growth  althougli  in  many  ways 
gratifying,  seems  to  have  been  accomplished 
by  a  check  of  progress,  chiefly  through 
limitation  in  output  and  silent  but  effective 
opposition  to  labor-saving  devices. 

It  is  the  opinion  of  the  author  that  it  is 
undesirable  with  the  present  temper  and  in- 
telligence of  the  workmen  that  they  should 
have  that  degree  of  control  which  the  uni- 
versal closed  shop  would  give. 

In  tlic  first  affirmative  argument  in  favor 
of  the  open  shoj)  William  P.  Pfahler  gives 
the  following  eight  dangers  that  the  demand 
for  the  union  shop  presents  to  the  employer: 


1.  The  surrender  of  the  privilege  of  selecting 
his  employees  to  a  committee  who  recognize  no 
standard  of  efficiency  but  membership  in  the 
union.     "  No  card,  no  work, "  is  the  rule. 

2.  Necessity  of  discharging  old  and  faithful 
employees  who  claim  to  be  free  and  refuse  to  join 
the  union. 

3.  Discharge  of  the  foreman  or  the  superin- 
tendent who  in  his  duties  may  have  offended  the 
walking  delegate  or  shop  committee. 

4.  Limitation  of  apprentices  to  a  ratio  estab- 
lished by  the  union  in  many  cases  50  years  or 
more  ago  and  retained  in  force  regardless  of  any 
change  in  conditions  or  requirements. 

5.  Opposition  to  the  introduction  of  labor- 
saving  machines,  designed  in  most  cases  to  in- 
crease efficiency  and  reduce  energy  as  well  as  to 
increase  production  in  ratio  to  the  wants  of  an  in- 
crea,sed  population. 

6.  Limitation  of  the  earning  capacity  of  the 
industrious  workingman  to  the  standard  of  the 
lazy  and  incompetent. 

7.  Obstruction  to  every  plan  of  premiums  or 
promotion  which  may  encourage  a  workman  to 
increase  his  skill  and  better  his  condition. 

8.  Limitation  of  output  by  every  means  in  the 
power  of  the  union  on  the  principle  that  if  every 
man  do  less  there  will  be  more  for  every  other 
man  to  do. 

Public  opinion  is  now  tending  toward  the 
acceptance  of  a  few  general  principles  as  to 
the  future  conduct  of  manufacturing  indus- 
tries on  which  civilization  has  come  to  de- 
pend. These  principles  are  stated  by 
Charles  W.  Elliot  in  an  article  on  "Why 
the  Public  Has  Lost  Sympathy  with 
Strikers."  Briefly  outlined  the  principles 
are: 

1.  Capital  and  labor  must  co-operate  fairly 
instead  of  distrusting  and  opposing  each  other. 
To  bring  this  about  both  capital  and  labor  must 
come  to  a  new  frame  of  mind. 

2.  Everybody  realizes  the  necessity  of  new 
studies  of  the  principal  industries  by  the  best  ex- 
perts obtainable  out  of  which  may  grow  practical 
measures  of  reform. 

3.  It  is  now  universally  recognized  that  no- 
body, government,  corporation,  or  private  person 
can  afford  to  pay  even  moderate  wages  for  little 
work  or  bad  work.  Whoever  perseveres  in  that 
cour.se  will  .sooner  or  later  become  bankrupt,  the 
private  manager  first  and  then  the  government. 

In  a  discussion  of  later  day  problems  by 
J.  Lawrence  Laughlin  it  is  stated  that  the 
unions  include  only  a  small  fraction  of  the 
total    body    of    laborers.     The    economic 
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means  chosen  by  the  unions  to  gain  higher 
wages  are  practicable  only  for  a  part  of  the 
labor  body,  and  for  them  only  p^o^'ided  all 
other  competitors  can  be  driven  from  the 
field.  The  policy  of  artificial  monopoly  is 
the  common  principle  of  a  great  majority  of 
unions.  The  inevitable  consequences  of 
such  a  policy  are  outlined  as  follows: 

1.  The  immediate  corollary  of  the  union  policy 
is  a  warfare  d  outrance  against  non-union  men. 

2.  Since  the  union  scale  of  an  artificial  mo- 
nopoly is  clearly  not  the  market  rate  of  wages, 
tlie  maintenance  of  the  former  can  be  perpetu- 
ated only  by  limiting  the  supply  to  the  members 
of  the  union.  The  only  means  of  keeping  non- 
union men  from  competition  is  force.  The  in- 
evitable outcome  is  lawlessness  and  an  array  of 
power  against  the  state. 

3.  Labor  leaders  finding  themselves  opposed 
by  strong  force  of  society,  have  at  times  made 
use  of  politics. 

4.  Difficulties  arising  from  an  incorrect  policy 
of  artificial  monopoly  of  the  labor  supply  have 
been  felt  by  the  unions,  but  they  have  not  been 
assigned  to  their  true  cause.  Belie\'ing  in  this 
theory,  even  though  incorrect,  they  have  gone  on 
enforcing  their  demands  by  methods  unrelated 
to  the  real  causes  at  work. 

The  attempt  to  increase  the  income  of 
labor  on  the  unionist  principle  of  a  limita- 
tion of  competitors  has  led  into  an  impasse 
where  further  progress  is  blocked  by  the 
following  e\'ils:  the  wrong  to  non-union 
men;  the  defiance  of  the  established  order 
of  society;  a  futile  resort  to  legislation;  the 
interference  with  the  employer's  manage- 
ment. 

Instead  of  the  principle  of  monopoly  of 
competitors  Mr.  Laughlin  proposes  another 
policy  of  production  or  efficiency,  as  a  basis 
on  which  the  action  of  imions  shoidd  be 
founded.  In  explaining  this  system  he 
says,  "by  productivity  is  meant  the  practi- 
cal ability  to  add  to  the  product  turned  out 
in  any  industry.  The  relative  productivity 
of  labor  operates  on  its  price  just  as  does 
utility  on  the  price  of  any  staple  article — ■ 
improve  the  quality  of  it  and  you  increase 
the  demand  for  it." 

In  the  negative  arguments  the  philosophy 
of  the  closed  shop  is  explained  by  W.  D.  P. 
Bliss,  in  an  article  taken  from  the  New  En- 
cyclopedia of  Social  Reform,  as  being  based 
upon  the  belief  that  the  welfare  of  the  la- 
boring classes  is  bound  up  with  the  device 


of  collective  bargaining.  That  the  success 
of  the  expedient  depends  upon  its  univer- 
sal application  and  that  no  indi\'idual  work- 
man can  be  conceded  rights  that  are  incon- 
sistent with  the  welfare  of  his  class. 
Mr.  Bliss  points  out: 

The  advantage  of  trade  unions  is  that  they 
increase  the  efficiency  of  labor,  as  they  require 
definite  periods  of  training.  Then  unionization 
is  the  only  sure  way  for  the  worker  even  partially 
to  keep  up  with  the  increasing  cost  of  living,  for 
statistics  show  that  the  wages  of  union  men  have 
not  lagged  nearly  so  far  behind  higher  prices  as 
have  those  of  non-union  men.  Another  point 
which  is  mentioned  in  favor  of  the  unions  is  that 
while  aiding  themselves  they  have  advanced  the 
best  interests  of  society.  They  have  fought  for 
and  secured  a  great  deal  of  beneficial  legislation 
relating  to  woman  and  child  labor.  Their  legisla- 
tive record  in  Congress  and  state  legislatures 
proves  this. 

To  seek  to  destroy  unions  because  of  their  de- 
fects would  be  like  attempting  to  abolish  govern- 
ment because  of  its  abuses.  The  unions  with  all 
their  faults  represent  a  forward  stride  of  the  hu- 
man race.  They  cultivate  a  spirit  of  self-reliance 
and  mutual  assistance  which  ought  to  more  than 
compensate  for  their  faults. 

Another  article,  written  by  John  Ryan 
and  taken  from  "The  Church  and  Social- 
ism and  Other  Essays,"  outlines  the  need 
for  the  closed  shop.  Open  shop  means  the 
destruction  of  unionism,  for  in  the  open 
shop  employers  can  and  do  use  non-union 
men,  particularly  cheap  foreign  labor  to 
crush  the  unions.  The  open  shop  destroys 
the  effectiveness  of  collective  bargaining 
and  trade  agreements  for  they  cannot  be 
maintained  without  complete  unionization 
of  the  shop  as  non-union  men  will  not  ob- 
serve agreements  made  by  the  union.  La- 
borers who  did  not  appreciate  their  obliga- 
tions to  their  fellow-workmen  would  be 
able  to  secure  the  benefits  of  the  imions 
without  .sharing  in  the  work  of  securing  and 
maintaining  those  benefits,  if  open  shop  is 
the  policy. 

Establishment  of  the  open  shop  results 
in  actual  or  potential  serfdom,  for  workers 
have  been  forced  to  accept  lower  wages, 
longer  hours,  and  poorer  living  conditions. 
The  closed  shop  has  demonstrated  its 
superiority  for  it  h;is  given  the  workers 
higher  wages,  shorter  hours,  and  better 
conditions.     It  has  given  the  employer  bet- 
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ter  workmen  and  more  industrial  stability. 
It  has  given  the  public  a  steady  market 
and  normal  prices. 

In  1914  The  Atlantic  Monthly  printed  an 
article  by  John  Mitchell  on  the  "Economic 
Necessity  of  Trade  Unionism."  It  is  re- 
printed in  tliis  bulletin. 

The  fundamentiil  principle  of  trade 
unionism,  in  the  opinion  of  Mr.  Mitchell,  is 
the  recognition  of  the  fact  that  imder  mod- 
ern industrial  conditions  the  individual  un- 
organized workman  cannot  bargain  advan- 
tageously with  the  employer  for  the  sale  of 
his  labor.  The  policy  of  collective  bar- 
gaining as  advocated  by  the  unions  recog- 
nizes and  teaches  the  interdependence  of 
labor  and  capital.  It  is  the  bridge  which 
spans  the  gulf  which  modern  industrialism 
has  created  between  the  workman  and  the 
emploj'er. 

Trade  unions  strive  for  peace  based  upon  in- 
dustrial righteousness.  A  strike  nevertheless  is 
of  itself  neither  illegal  nor  immoral  On  the  con- 
trary it  may  be  and  often  is  a  manifestation  of  a 
wholesome,  even  divine  discontent.  The  courts 
have  declared  repeatedly  that  workmen  have  a 
legal  right  to  strike  for  higher  wages,  for  shorter 
hours,  and  for  better  conditions,  indeed  for  any 
reason  that  seems  sufficient  to  them.  It  has  also 
been  held  by  the  courts  that  union  working  men 
have  a  legal  right  to  refuse  to  work  with  non- 
union men.  This  does  not  make  the  trade  union- 
ists immune  from  prosecution  for  the  committing 
of  unlawful  acts.  They  stand  before  the  law  with 
exactly  the  same  responsibilities  that  attach  to 
all  citizens. 

In  addition  to  the  seven  articles  given  in 
this  pamphlet  there  is  included  12  principles 
for  the  government  of  industrial  relations 
as  drawn  up  by  the  National  Chamber 
of  Commerce  Committee.  In  the  first  two 
pages  of  the  bulletin  is  a  bibliography  giv- 
ing o5  general  magazine  references  for  ar- 
ticles treating  of  both  the  closed  and  open 
shop. 

This  bibliography  is  particularly  helpful 
as  a  guide  to  find  further  material  on  the 
question.  The  pamphlet  is  packed  with 
valuable  information.  The  articles  deal- 
ing with  the  problem  are  broad-minded, 
well  handled,  and  are  written  by  men  ex- 
perienced in  the  field  of  economics.  Tlie 
pamphlet  may  be  had  on  application  to  the 
L  niversity  of  Texas,  Austin,  Texas. 


Special  Libraries  Directory,  Edited  by  Dorsey 
W.  Hyde,  Jr.  Special  Libraries  Asssociation, 
3363  Sbcteenth  St.,  N.  W..  Washington,  D.  C. 

That  the  movement  among  business  and 
professional  men  for  actual  and  specific  in- 
formation should  have  developed  in  less 
than  a  score  of  years  into  over  1300  sepa- 
rate "special  libraries"  is  no  less  than  aston- 
ishing. The  compiler  writes  in  the  intro- 
duction: 

An  outstanding  characteristic  of  commerce 
and  industry  in  America  is  the  emphasis  which 
business  leaders  place  upon  fact  knowledge  as 
the  only  sane  and  proper  basis  for  determining 
the  problems  of  organization,  administration, 
and  general  business  policy.  The  American 
executive  analyzes  his  product,  the  manufac- 
turing methods  employed,  the  organization  and 
financing  of  the  concern,  the  distribution  of  his 
product  and  a  hundred  similar  problems. 

Special  libraries  are  to  be  found  in  19 
states,  New  York  leading  with  360  of  which 
315  are  in  New  York  City  alone.  It  does 
not  seem  possible  that  any  known  fact 
should  be  lost  for  the  lack  of  adequate  pro- 
visions for  its  safe  keeping !  But  the  keeping 
of  facts  alone  does  not  make  for  adequate 
service,  they  must  be  "instantly  available" 
and  the  technique  of  the  librarian  is  re- 
quired to  attain  this  end.  The  librarian  or 
"service  specialist"  is  a  specialist  on  sources 
of  information  and  must  also  be  intimately 
acquainted  with  his  firm. 

This  directory  is  an  extremely  useful  and 
valuable  compendium  for  those  business 
men  who  want  to  know  where  certain  kinds 
of  information  may  be  found. 

Libraries  have  been  arranged  by  subject 
and  by  location.  Subjects  include  adver- 
tising, agriculture,  aeronautics,  architec- 
ture, automotive  industry,  banking  and 
finance,  business  in  general,  chemistry,  en- 
gineering, mining,  government  problems 
including  municipal,  state  and  federal, 
health  and  medicine,  insurance,  law,  man- 
ufacturing including  a  large  variety  of  in- 
dustries, railways,  retail  trade  and  other  no 
less  important  subjects.  The  institutions 
in  which  these  libraries  are  to  be  found  are 
some  of  the  large  corporations,  trade  asso- 
ciations, public  bodies,  such  as  legislative 
and  municipal  reference  libraries  of  a  state, 
public  or  college  library,  branches  and  de- 
partments of  public  libraries,  ft)un<lations, 
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associations,  and  often  a  comparatively 
small  size  firm  that  is  constantly  in  need  of 
certain  kinds  of  information. 

About  400  have  been  described  briefly, 
showing  the  subjects  covered,  whether 
catalogued  or  not,  the  particular  specialty 
of  each,  and  whether  its  policy  permits  its 
facilities  to  be  used  by  persons  outside  of 
the  firm,  if  a  private  institution. 

It  is  also  a  surprise  to  read  that  the  fed- 
eral government  supports  93  separate  col- 
lections of  information,  of  which  the  Li- 
brary of  Congress  is  only  one  and  is  in  itself 
one  of  the  greatest  collections  of  special 
libraries.  The  Department  of  Agriculture 
contains  14  and  the  Department  of  the  In- 
terior the  same  number.  The  DuPont  de 
Nemours  lists  among  its  varied  plants  and 
industries  three  chemical  libraries  and  one 
engineering  library. 

The  various  functions  of  these  libraries 
are  also  illuminating  to  the  layman.  One 
says:  "The  Library  aims  to  serve  the 
clients  of  the  company  by  supplying  infor- 
mation on  merchandising  and  advertising 
problems,"  and  a  bank  states,  "plans  are 
now  being  perfected  for  the  development  of 
this  service  to  provide  for  a  more  complete 
statistical  and  general  library  service  to  be 
conducted  principally  in  the  interest  of  the 
securities  and  educational  departments." 
The  Federal  Reserve  Bank  of  Cleveland  re- 
ports :  "  It  is  recognized  as  a  financial  refer- 
ence library  for  the  service  of  aU  member 
banks  of  the  Fourth  Federal  Reserve  Dis- 
trict as  well  as  for  the  officers  and  employees 
of  the  home  office  and  others  who  care  to 
make  use  of  it."  "We  aim  to  furnish  infor- 
mation and  occasionally  books,"  a  state- 
ment which  shows  the  great  use  made  of 
clippings  and  unpublished  data,  while  still 
another  firm  says,  "the  preliminary  work 
for  reports  prepared  by  the  various  research 
divisions  is  done  in  the  library." 

This  pamphlet  of  123  pages  is  the  first 
attempt  to  collect  information  about  special 
libraries  and  business  libraries  in  particular. 
It  is  a  handy  volume  for  the  business  man 
to  refer  to,  especially  if  he  is  located  in  such 
centers  as  New  York,  Philadelphia,  Chi- 
cago, Detroit,  etc.  A  number  of  public 
libraries  are  also  included,  and  special  busi- 
ness branches  are  located  in  Rochester, 
New  York,  Newark,  New  Jersey,  Indian- 


apolis, and  we  note  with  interest  the  great 
number  of  schools  and  colleges  of  commerce 
developing  special  libraries. 

Wage  Incentives  and  Production.    By  George 
E.  Buxton,  Pottstown,  Pa. 

In  discussing  the  subject,  "Do  Wage  In- 
centives Increase  Production.-'"  George  E. 
Buxton  reverses  the  question  and  treats  it 
from  the  angle,  "Should  increased  produc- 
tion provide  an  increased  wage.'" 

He  di^^des  his  subject  into  three  parts: 
AMiat  the  present  position  is;  how  to  better 
it,  now  or  in  the  future;  and  what  the  So- 
ciety of  Industrial  Engineers  should  do 
about  it  and  why. 

In  speaking  of  the  present  position,  Mr. 
Buxton  says:  "If  increased  production 
provides  an  increased  wage  both  the 
employer  and  the  workmen  will  get  what 
they  want,  but  we  are  not  at  all  clear  that  it 
does  always  provide  an  increased  wage." 
For  example  he  points  out  the  constant 
changes  in  piecework  rates,  sometimes  due 
to  the  employment  of  better  machinery, 
very  often  to  the  greater  expertness  of  the 
worker,  and  much  affected  by  the  demand 
for  the  product.  "Just  now,"  says  IVIr. 
Buxton,  "Mr.  Bonus  is  hardly  on  speaking 
terms  with  Mr.  Workman,  and  Mr.  Profit- 
able Order  has  not  visited  a  manufacturer 
in  my  district  for  quite  some  time;  in  fact 
we  are  on  a  'cash  and  carry'  basis,  only  a 
few  pay  cash  and  a  lot  of  us  are  being  car- 
ried." 

The  author  points  out  that  there  are  15 
persons  out  of  every  hundred  in  this  coim- 
try  who  are  not  earning  sufficient  to  keep 
them  in  health  and  physical  condition,  to 
be  frank,  they  are  poor.  Out  of  the  many 
causes  assigned  for  this  poverty  Mr.  Buxton 
believes  with  the  economists  that  the  real 
cause  is  the  defective  industrial  organiza- 
tion. 

As  to  how  this  situation  may  be  bettered 
he  has  little  to  say.  He  merely  states  that 
the  best  economists  are  now  considering 
the  question  and  that  much  of  the  subject 
matter  of  recent  business  literature  is  given 
over  to  its  discussion.  He  states  that  steps 
are  being  taken  to  better  the  unequal  com- 
pensation at  present  offered  for  competent 
workmanship,  but  he  fails  to  explain  just 
what  these  steps  are,  or  what  economists 
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and  business  men  believe  may  be  a  possible 
remedy. 

In  the  latter  part  of  the  discussion  deal- 
ing with  what  the  Society  of  Industrial  En- 
gineers can  do  about  the  situation,  and  why, 
Mr.  Buxton  offers  many  constructive  sug- 
gestions which  he  believes  if  carried  out 
consistently  would  mean  much  toward 
remedying  the  present  condition. 

Taking  the  "why"  of  the  question  first 
he  explains  the  t;\-pe  of  organization  that 
the  Society  of  Industrial  Engineers  is,  and 
why  being  this  type  it  should  interest  itself 
in  the  equalization  of  compensation  for 
production  with  a  view  to  the  lessening  of 
poverty.  The  S.  I.  E.  is  one  of  a  number  of 
societies  which  have  come  into  existence 
during  the  present  industrial  era  for  a  help- 
ful purpose.  Among  the  objects  of  the  so- 
ciety is  that  of  enhancing  the  efliciency  and 
prosperity  of  American  industry.  This  in 
itself  places  the  society  in  a  sphere  of  use- 
fulness quite  apart  from  and  in  advance  of 
other  engineering  societies,  for  in  addition 
to  being  helpful  to  its  own  members  the  so- 
ciety aims  to  lessen  poverty  by  all  the 
means  in  its  power. 

Next  the  author  points  out  the  field  in 
which  S.  I.  E.  members  will  find  the  best 
opportunity  for  assistance.  The  field, 
though  small,  which  is  full  of  possibilities, 
is  the  establishing  of  a  real  point  of  contact 
in  language  between  the  laborers  and  the 
employers.  "If  men  of  the  S.  I.  E.  are  to 
have  anj'thing  to  say  to  the  working-man 
they  must  say  it  in  his  language,  the  lan- 
guage that  he  understands,  otherwise  we 


had  better  keep  our  mouths  closed  until  it 
hurts,"  says  IVlr.  Buxton.  "If  we  only  use 
our  influence  among  those  with  whom  we 
work  to  establish  this  point  of  contact  with 
the  working-man  through  a  language  which 
he  understands,  we  shall  have  done  far 
more  to  enhance  the  prosperity  of  Ameri- 
can industry  than  we  could  ever  hope  to  do 
by  all  our  formulas,  systems,  books,  time 
studies,  plant  planning,  and  all  the  methods 
which  you  and  I  believe  in  most  thoroughly, 
in  their  place  as  aids  to  efficiency.  Con- 
fidence and  good-will  is  sure  to  follow." 

Very  few  workmen  understand  what  an 
employer  means  by  wage  incentives,  but  in 
words  of  one  and  two  syllables  in  their  own 
language  they  begin  to  understand  "in- 
creased production,"  "wage  incentives." 
It  is  easy  for  the  industrial  engineer  to  con- 
sider his  work  from  the  veiwpoint  of  the 
employer,  to  see  only  the  materialistic  side 
of  industrial  engineering,  neglecting  to  em- 
phasize the  energy,  the  interest,  the  vitality, 
the  wider  range  that  may  be  imparted  to 
the  work  by  paying  more  attention  to  the 
human  side. 

Although  Mr.  Buxton  is  addressing  only 
members  of  the  Society  of  Industrial  En- 
gineers, his  suggestion  for  lessening  the 
present  condition  of  poverty  by  establish- 
ing a  real  point  of  contact  in  language  be- 
tween employers  and  the  laborers  is  worth 
consideration  by  employers  in  all  fields  of 
business.  If  any  employer  is  to  enhance  the 
prosperity  of  industry,  must  he  not  get  the 
human  viewpoint  and  speak  the  language 
of  all  those  who  are  engaged  in  it? 
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LAND  ECONOlVnCS 

Editor  of  Administration: 

Enclosed  is  my  check  for  $5  for  renewal 
of  my  subscription  to  Admijmtration. 

This  affords  an  excellent  opportunity  to 
comment  on  the  article  "Land  Economics 
and  Business  Executives,"  written  by 
Richard  T.  Ely. 

His  analysis  of  the  present  agricultural 
distress,  and  the  remedies  set  forth  by  his 
"three  G  plan"  (good  farming  by  good 
men  on  good  land)  should  be  published 
not  only  for  the  readers  of  Administration 
but  in  every  paper  in  the  country. 

Professor  Ely  is  right  when  he  said  if 
the  price  of  wheat  were  $5  a  bushel  many 
farmers  would  still  be  producing  at  a  loss, 
while  multitudes  of  city  workers  would  be 
impoverished.  Every  student  of  econom- 
ics knows  what  submarginal  means,  and 
how  it  applies  not  only  in  this  case,  but 
can  be  applied  to  almost  everything.  We 
have  submarginal  land,  submarginal  ma- 
chinery, submarginal  methods,  and  sub- 
marginal  men.  We  can  remedy  submar- 
ginal land  by  applying  that  which  is 
necessary  to  bring  forth  the  proper  effi- 
ciency, the  same  applies  to  machinery  and 
juethods,  but  the  hardest  of  all  is  to  remedy 
the  human  machine.  The  problem  is  not 
impossible,  and  taking  the  farmers'  side  of 
it  our  agricultural  colleges  are  showing 
great  results  in  making  men  good  men  in 
the  economic  sense.  How  many  farmers 
today  are  just  working  in  a  circle?  This 
can  be  applied  to  ev'ery  station  in  life,  as 
Professor  Ely  says.  There  are  men  who, 
from  the  point  of  view  of  farming,  are  not 
good  men,  and  on  account  of  their  incom- 
petence they  are  producing  at  a  loss. 
"Some  of  these  men  who  are  not  good 
farmers  might  be  supermarginal  men  in 
other  occupations."  Poor  land  can  be 
made  supermarginal  by  applying  the  nec- 
essary ingredients,  or  letting  the  city,  state, 
or  nation  take  it  over,  which  is  physically 
possible,  but  I  do  not  agree  with  Professor 
Ely  when  he  says:  "We  cannot,  however, 
eliminate  the  incompetent  even  with  the 
best  we  can  do.  Public  sentiment  will  not 
tolerate  chloroforming  them." 


The  human  machine  may  be  made  to 
produce  wonders  if  educated  properly.  I 
am  not  a  farmer,  but  I  know  the  same 
laws  apply  to  them  as  in  my  case.  I 
chose  engineering  for  a  profession,  and  will 
try  to  draw  a  similarity  between  the  farmer 
and  the  engineer.  Outside  of  living  in  the 
same  dimensions  we  have  many  other 
similar  qualities.  We  have  the  poor  en- 
gineer, the  same  applies  to  the  farmer; 
we  have  the  genius  in  both  professions; 
and  last  but  not  least,  we  have  the  average 
engineer  and  the  average  farmer.  Let  us 
deal  for  now  with  the  poor  engineer  and  the 
poor  farmer.  The  main  question  is:  Is 
it  their  own  fault  that  we  have  the  poor 
engineer  or  the  poor  farmer?  The  answer 
is — "No!"  What  then  decides  their  lot? 
An  infinite  amount  of  pitfalls  that  come 
in  their  path,  and  only  by  analysis  of  these 
pitfalls  can  we  make  the  submarginal  en- 
gineer or  farmer  belong  to  the  average 
class,  that  is  on  the  marginal  side.  When 
a  young  man  goes  out  in  the  professional 
world  he  may  or  may  not  get  the  proper 
start.  How  many  engineers  today  are 
working  in  a  circle  due  to  the  executives 
over  them,  and  if  shown  the  proper  light 
they  become  tangents  to  the  circle!  It 
lies  in  our  executives  to  show  them  the 
way,  study  their  needs,  and  apply  the  cure; 
the  same  applies  to  our  national  and  state 
governments,  they  are  the  executives  for 
the  farmer.  It  is  up  to  these  officials  to 
reduce  this  evil  to  a  minimum  the  same 
as  it  is  up  to  our  industrial  executives  to 
start  our  young  men  in  right. 

In  summing  up  the  whole  problem  of 
"Land  Economics"  it  is  shown  clearly  in 
Professor  Ely's  article  that  it  has  a  direct 
bearing  on  the  stabilization  of  our  country. 
No  banker,  business  man,  and  in  a  broad 
sense  no  executive  can  afford  to  pass  up 
such  a  vital  subject  without  a  thorough 
knowledge  of  its  workings.  I  congratulate 
Professor  Ely  in  this  forward  movement 
and  hope  he  will  continue  to  stimulate  this 
branch  of  science  which  is  so  little  known 
Yours  very  truly, 
(Signed)     Joseph  J.  Lawtois', 

SjTacuse,  N.  Y. 
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ADVERTISING  TRUTHS 

Commenting  on  its  advertising  policy 
The  Kodak  Salesman  says:  "Everything 
comes  to  him  who  waits,  but  he  who 
doesn't  advertise  waits  longest." 

Another  rather  pithy  slogan  of  the  com- 
pany is  printed  on  the  back  of  the  cover: 
"'Put  and  take'  isn't  always  a  gamble. 
It's  sometimes  a  sure  thing,  ^^^len  you 
put  more  effort  into  your  business  you'll 
take  more  profit  out  of  it." 

EMPLOYMENT  SYSTEM 

An  accepted  applicant  for  a  job  tells  in 
The  Telephone  Review,  employees'  maga- 
zine of  the  New  York  Telephone  Company, 
how  she  was  received  by  the  employment 
manager  and  her  emotions  when  she  got 
the  job. 

In  an  informal,  chatty  manner  the  em- 
ployment system  of  the  company  is  de- 
scribed so  that  everyone  in  the  plant  will 
read. 

Every  effort  is  made  to  put  the  appli- 
cants at  their  ease  and  to  get  from  them 
suflScient  data  to  ascertain  their  back- 
ground without  being  offensive  or  making 
the  hiring  an  ordeal  to  be  dreaded. 

HOUSE-ORGAN  TUNES 

In  the  last  number  of  Administration  the 
editor  deplored  the  tendency  on  the  part  of 
house-organs  to  "talk  down,"  patronize, 
and  "brow -beat"  the  employees.  )(Mien 
that  article  was  prepared  the  editor  had 
not  seen  The  Hammermill  Bond,  house- 
organ  of  the  Hammermill  Company. 

The  editor's  attention  is  called  to  the 
slogan  of  the  publication  in  the  heading  on 
the  top  of  the  first  page  and  reading  it,  he 
wishes  to  add  emphasis  to  the  fact  that 
this  tendency  to  "talk  down"  is  becoming 
less  universal.  The  slogan  of  the  house- 
organ  of  the  Hammermill  Company  is 
"Teach,  Don't  Boss." 

CHARTING  ERRORS 

"In  order  that  everyone  in  the  Macy 
family  may  see  what  progress  we  are  mak- 
ing toward  eliminating  errors,  we  are 
publishing  a  series  of  charts  showing  the 
monthly  comparison  of  errors  based  on  the 


same  unit  number  of  transactions  in  one 
month,"  announces  Sparlis,  house-organ  of 
the  Macy  store  in  New  York  City. 

In  this  way,  employees  are  given  the 
opportunity  to  see  in  graphic  form  the 
record  of  errors  made  by  incorrect  ad- 
dresses, careless  writing,  etc. 

Premiums  are  paid  to  merchandise 
checkers  for  every  mistake  they  find  that 
has  been  made  in  the  matter  of  addressing. 
This,  added  to  the  publicity  given  the 
amount  of  errors,  is  making  mistakes  be- 
come a  rare  occurrence. 

"SAY  IT  IN  WRITING" 

"Say  it  in  writing,"  is  the  slogan  of  the 
Edwards  and  Chamberlain  Hardware  Com- 
pany. Suggestions  and  recommendations 
are  written  on  blank  forms  so  that  infor- 
mation traveling  from  person  to  person  is 
written  and  not  transferred  by  word  of 
mouth. 

The  World  Retailer  describing  the  slogan 
says : 

The  first  and  most  important  of  these  sug- 
gestion forms  provided  for  the  employees, 
enables  them  to  recommend  impro\-ements  in 
service,  drops,  alterations,  arrangements,  sug- 
gestions for  advertising  and  displays  and  com- 
plaints. Every  employee  is  furnished  with  one 
of  these  forms  and  the  firm  jiays  cash  for  any 
suggestions  received. 

Various  other  wTitten  forms  are  posted 
in  the  plant  so  that  anything  that  anyone 
wishes  to  make  known  is  written  on  blank 
forms  and  signed  so  that  there  is  a  re- 
sponsible source  for  every  transaction. 

INTERESTING  THE  EMPLOYEE 

There  is  a  journalistic  maxim  that 
says  that  the  ta-^te  of  the  fish  and  not  that 
of  the  angler  determines  the  kind  of  bait  to 
be  used.  Or  in  simpler  phraseology,  the 
public  in  the  long  run  determines  the  kind 
of  news  it  wants.  The  publisher,  if  he  has 
vision,  eventually  adjusts  his  news  to  the 
tastes  of  his  readers,  whether  they  are 
high  or  low. 

"WTiat  Do  You  Want.'"  asks  the  editor 
of  The  Eventually  News,  who  says : 

It  is  the  desire  of  the  Management  and  the 
editor  to  have  The  Eteiitually  Srwa  a  publicalion 
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which  wUl  interest  every  employee.  It  is  also 
their  desire  to  have  it  a  medium  whereby  we  may 
learn  more  of  our  company  and  om'  work.  In 
addition  to  being  entertaining  it  should  also  be 
helpful  and  of  some  permanent  value.  What 
suggestions  have  you.' 

To  facilitate  matters  a  slip  bearing  a 
number  of  suggestions  has  been  placed  in- 
side of  the  paper  so  that  the  employee  can 
fill  out  the  questionnaire  and  add  any 
other  suggestive  material.  The  editor  has 
suggested  that  slips  need  not  be  signed  so 
that  everyone  may  frankly  and  openly  tell 
what  is  \\Tong,  or  right,  with  the  house-organ. 

In  order  to  cut  down  overhead  expenses 
wherever  possible,  the  editor  of  The  News 
very  frankly  and  openly  announces  that  the 
publication  will  be  issued  every  two  weeks 
instead  of  weekly. 

OFFICE  MANAGERS 

The  Second  Annual  Conference  of  the 
National  Association  of  Ofiice  Managers 
held  a  successful  convention  in  Buffalo. 
Among  the  topics  considered  of  prime  im- 
portance for  the  up-to-date  office  man, 
were  standardization  of  work,  personnel 
control,  and  economy  in  administration. 

Some  of  the  subjects  on  the  program 
were  the  following: 

Office  Administration  for  the  U.  S.  Government — 
By  Herbert  D.  Brown,  Chief  of  the  U.  S.  Bu- 
reau of  EfSciency,  Washington,  D.  C. 
Economies  Gained  from  a  Study  of  Forms  and 
Reports — 
By  C.  M.  Frederick,  Vice-President  of  the  Re- 
tail Credit  Company,  Atlanta,  Ga. 
Keeping  Readjusted — ■ 

By  Geoffrey  S.  Childs,  Office  Manager,  Alex- 
ander Hamilton  Institute,  New  York  City. 
Methods  of  Increasing  Office  Production  Through 
Standardization — 
By  Merrill  W.  Osgood,  Production  Manager, 
Jordan  Marsh  Co.,  Boston,  Mass. 
Planning  for  Plant  Offices  in  a  Large  Industry — ■ 
By  Henry  Anson  Piper,  Planning  Supervisor, 
E.  I.  Du  Pont  de  Nemours  and  Company, 
Wilmington,  Delaware. 
Office  Improvement  Work  as  Promoted  by  the 
B.  F.  Goodrich  Company,  Akron,  Ohio — 
By  Frank  P.  Hamon,  B.  F.  Goodrich  Company, 
Akron,  Ohio. 
A  Program  of  Personnel  Statistics — 

By  B.  T.  Young,  Staff  Statistician,  New  York 
Telephone  Co.,  New  York. 


To  enable  men  interested  in  the  same 
phase  of  office  administration  to  get  to- 
gether,  "Round  Table"  discussions  were 
arranged  by  groups  and  topics  assigned  to 
each  group  as  outlined  below: 
Clerical  Standardization,  including: 
Conducting  an  Office  Survey, 
Motion  Study  as  Applied  to  Office  Work, 
Use  of  Graphs  in  Clerical  Work,  etc. 
Clerical  Personnel  Work,  including: 
Scientific  Employment, 
Clerical  Training  and  Education, 
Office  Discipline,  Tardiness,  Absenteeism, 
Welfare  Work  as  it  Affects  the  Office,  etc. 
Clerical  Economy,  based  on 

(a)  How  did  you  liquidate  your  office  force, 

preserving  morale,  etc' 

(b)  How  have  you  handled  the  salary  ques- 

tion? 

(c)  WTiat  are  some  of  the  clerical  economies 

you  have  affected? 

The  National  Association  of  Office  Man- 
agers was  organized  in  1919  for  the  purpose 
of  promoting  a  free  exchange  of  ideas  on 
office  management,  to  encourage  standardi- 
zation and  to  initiate  and  effect  scientific 
methods  of  office  organization  and  man- 
agement. 

Its  membership  includes  some  of  the 
most  progressive  companies  in  the  coun- 
try, its  officers  and  directors  for  the  year 
1921-22  are  as  follows: 

President — A.  A.  Keiser,  National  Cash  Regis- 
ter, Dayton,  Ohio. 
Vice-Pres. — H.  W.  Harney,  Dennison  Mfg.  Co., 

Framingham,  Mass. 
Secretary— F.   L.   Rowland,   Gilbert   &   Barker 

Mfg.  Co.,  Springfield,  Mass. 
Treasurer — H.  A.  Proctor,  Stanley  Works,  New 

Britain,  Conn. 
Directors — F.  P.  Pitzer,  Equitable  Life  Assur- 
ance Society,  New  York. 

Mr.  H.  A.  Piper,  Du  Pont  de  Nemours  and 
Company,  Philadelphia,  Pa. 

Mr.  R.  J.  Ficken,  Proctor  &  Gamble  Com- 
pany, Cincinnati,  Ohio. 

Mr.  W.  S.  Mac.\rthur,  Chicago,  111. 

Mr.  M.  W.  Osgood,  Jordan  Marsh  Company, 
Boston,  Mass. 

Mr.    W.  H.  Minton,  American  Rolling  Mills 
Company,  Middletown,  Ohio. 

The  printed  proceedings  of  the  above 
Conference  will  be  available  for  distribu- 
tion this  month  at  $1  per  copy.  The  Third 
Annual  Conference  will  be  held  in  Wash- 
ington. D.  C,  May  18,  19,  and  20,  1922. 
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ELIMINATING   OPERATIONS 

How  system  saved  labor  and  money  in 
foreign  work  is  described  in  \nmber  Eight, 
house-organ  of  the  National  City  Bank. 
In  the  bank's  foreign  division  one  hand 
now  does  the  work  not  only  of  two  but  of 
six  or  eight,  or  more  hands. 

These  organization  economies  have  been 
brought  about  largely  by  the  use  of  machines 
and  special  forms  which  make  it  possible  to 
eliminate  many  time-wasting  and  labor-using 
operations  formerly  done  by  hand.  The  fanfold 
and  manifold  forms  comprise  one  method  used, 
and  the  special  padded  and  collated  forms  the 
other. 

An  example  of  how  in  two  years  the 
foreign  tellers'  department  was  improved 
is  shown  in  the  following  quotation  from 
the  magazine: 

In  1919-20,  thirteen  operations  were  required 
as  follows  in  pajinent  by  check: 

1.  Writing  debit  tickets 

2.  Checking  debit  tickets 

3.  Tj-ping  cashier's  checks 

4.  Checking  cashier's  checks 

5.  Writing  cashier's  checks 

6.  Checking  cashier's  checks 

7.  T Japing  receipt 

8.  Checking  receipt 

9.  Writing  messenger's  receipt 

10.  Tv-ping  letter  to  be  forwarded 

11.  T\-ping  debit  advice 

12.  Checking  debit  advice 

13.  Writing  beneficiary's  record 

By  means  of  the  fanfold  or  manifold  machines 
the  operation  at  present  is  as  follows: 

1-2.  Tj-ping  check,  ad\'ice,  receipt,  tickets, 
stub  and  messenger's  receipt 

3-4.  Checking  the  above 

By  the  installation  of  cards  in  the  com- 
mercial credit  department  122  operations 
were  reduced  to  46. 

Other  systems  which  have  added  to  the 
eflBciency  of  the  foreign  work  are  described 
so  that  bank  employees  may  be  kept  in 
touch  with  the  work  done  in  the  various 
branches  of  the  institution. 


BANK  LIBRARY 

Besides  books  on  banking,  finance,  law, 
economics,  etc.,  which  the  library  of  the 
National  City  Bank  embraces,  a  new  plan 
by  which  their  employees  can  read  a  book 


a  week,  is  outlined  in  Number  Eight,  house- 
organ  of  the  bank. 

"Read  a  book  a  week  this  winter,"  says 
the  editor.  "The  club's  circulating  library, 
easily  accessible  in  the  Buydircct  store,  is  a 
part  of  the  only  circulating  library  system 
in  the  world  guaranteeing  to  furnish  pa- 
trons with  any  new  and  popular  book  of 
fiction." 

The  fiction  library  is  open  daily  from 
11:30  to  1,  so  that  employees  can  get  their 
books  during  the  lunch  hour.  The  best 
modern  novels  of  the  younger  generation 
are  among  those  that  are  available  for  the 
employees. 

BRIEF  ENTRIES 

The  current  number  of  The  Kant  Slip, 
published  by  the  Kelly-Springfield  Tire 
Company  is  distinguished  by  an  unusual 
cover.  The  cover  is  either  a  photograph  or 
a  painting  representing  thick  black  axle- 
grease.  The  name  of  the  publication  and 
the  date  seem  to  be  scooped  out  with  a 
clean  knife.  The  same  effect  on  the  cover 
is  used  on  the  back  cover  with  an  un- 
usually interesting  result. 

Health  and  safety  notes  are  a  part  of 
every  employees'  magazine.  The  M-H 
Weekly,  issued  in  the  interests  of  the 
Massey-Harris  Organization  in  its  safety 
column  specializes  on  the  eyes  of  its  em- 
ployees. 

Goggles  are  supplied  free  of  charge  in  the 
medical  department.  From  February  1, 
1921  to  September  30,  1921,  there  were 
184  cases  of  foreign  bodies  in  the  eye 
treated  in  the  medical  department  of  the 
plant.     Out  of  these  54  wore  goggles. 

Statistics,  examples,  and  records  of 
cases  are  published  weekly  to  impress  the 
necessity  for  the  health  of  the  body  in 
general  and  that  of  the  eyes  in  particular 
upon  the  emploj'ees. 

That  an  ethical  standard  of  journali.sm 
has  been  established  in  house-organs  and 
employees'  magazines  is  certainly  justified 
by  the  N.  C.  R.  Progress,  house-organ  of 
the  National  Cash  Register  Company. 

The  attention  of  the  editor  has  been 
called  to  the  two  boxed  statements  at  the 
top  of  the  paper.  To  the  right  is  the  state- 
ment:  "This   matter  is  not  copyrighted. 
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Our  readers  are  welcome  to  copy  from  it 
without  giving  us  credit."  To  the  left  is 
printed:  "The  purpose  of  this  publication 
is  to  do  good  for  all  N.  C.  R.  employees  and 
whoever  else  may  read  it." 


of  unnaturalized  employees.  A  list  of 
pertinent  questions  generally  asked  and 
their  answers  are  printed  so  that  employees, 
prior  to  taking  the  examination,  can  pre- 
pare themselves  on  the  fundamentals. 


EMPLOYEES'  MAGAZINES 

One  of  the  best  employees'  magazines 
coming  to  the  editor's  desk  is  The  Muns- 
ingwear  News,  published  monthly  by  and 
for  the  men  and  women  who  make  and  sell 
Munsingwear. 

The  magazines  are  distinguished  by 
attractive  colored  covers  and  are  copiously 
illustrated  by  cuts  and  pen  and  ink  sketches. 

Some  of  the  notable  features  are  an  illus- 
trated story  of  the  history  of  cotton; 
' '  Have  You  a  Garden  ?  "  "  How  Life  Seems 
at  63,"  etc.  The  "Question  Box"  prints 
questions  and  answers  regarding  life  about 
the  plant  and  the  last  page  is  devoted  to 
"Household  Notes." 

In  the  current  number  all  data  pertaining 
to  the  requirements  for  citizenship  in  the 
United  States  is  published  for  the  benefit 


INCREASING  PRODUCTION 

A  page  that  is  especially  interesting  to  the 
readers  of  Mead  Co-operation,  published  by 
the  Mead  Pulp  and  Paper  Company,  is  the 
one  that  lists  mill  honors  for  the  week  in 
the  plant.  On  this  same  page  tables  are 
listed  of  the  various  machines  and  their 
unit  production  for  the  week  together  with 
the  operator  who  performed  the  highest 
unit  of  production. 

Personnel  changes  are  noted.  New  em- 
ployees and  their  special  jobs  are  listed 
together  with  transferals  and  men  who 
have  left  the  plant  for  various  reasons. 

"Let  the  employee  be  informed,"  is 
carried  out  in  this  organization  to  a  marked 
degree.  Each  month  the  labor  turnover  in 
the  organization  is  published  with  figures 
showing  the  cost  of  this  turnover. 
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CONCENTRATED  EFFORT  IN  BUSINESS 


BY  MAURICE  T.  FLEISHER* 


IT  is  said  that  no  two  businesses  are 
alike.  Yet  almost  all  successful 
companies  operate  along  a  few  broad 
policies  which  are  more  or  less  common, 
and  the  differences  that  exist  be- 
tween them  arise  mainly  in  the  con- 
struction, or  in  the  interpretation, 
which  their  respective  executives  place 
upon  those  basic  policies. 

The  head  of  the  Jones  Company 
believes  that  a  certain  policy  can  be 
applied  best  in  a  certain  way.  The 
head  of  the  Smith  Company  feels  that 
the  same  policy  is  much  more  effective 
when  applied  in  an  entirely  different 
way.  The  two  agree  in  fundamentals, 
they  have  the  same  object  in  mind, 
but  they  disagree  widely  in  methods. 
And  both  may  be  entirely  right. 

It  follows  that  the  executives  within 
a  business,  the  several  department 
chiefs,  for  example,  are  as  likely  to 
construe  the  same  policy  differently  as 
are  the  executives  of  different  concerns. 
I  feel  for  this  reason  that  a  policy  which 
guides  interpretations  within  a  business, 
which  keeps  all  executives  thinking 
and  driving  along  the  same  definite 
lines,  is  decidedly  important.  In  a 
single  business  general  uniformity  in 


•President    of    the    Notasemp 
Philadelphia,  Pa. 


Hosiery     Company, 


thought  or  in  method  is  as  essential, 
to  my  way  of  thinking,  as  general 
uniformity  of  purpose. 

I  could  not  point  to  any  specific 
policy  of  our  company,  such  as  a  sales 
policy  or  a  financial  policy  or  a  manu- 
facturing policy,  to  which  we  could 
justly  say  that  we  owe  a  major  portion 
of  our  growth.  But  I  do  think  that  all 
that  we  have  gained  can  be  traced, 
directly  or  indirectly,  to  what  might 
be  called  a  master  policy  of  concentra- 
tion of  effort.  When  we  started  out 
under  it  in  1908  our  sales  for  the  year 
totaled  only  $53,000.  Last  year  they 
amounted  to  $4,000,000  and  we  have 
every  reason  to  believe  that  the  1921 
total,  in  spite  of  the  depression,  will  be 
even  higher.  Wc  are  working  night 
shifts  at  the  present  time. 

There  was  a  time  a  number  of  years 
ago  when  I  was  greatly  interested  in 
amateur  photography.  I  mention  the 
fact  here  because  it  was  this  experience 
which  brought  forcibly  to  my  attention 
the  lesson  of  concentrated  effort.  It 
also  illustrates  the  viewpoint  which  I 
have  set  out  to  explain. 

I  traveled  considerably  in  those  days 
and  was  usually  accompanied  by  a 
camera.  The  pictures  that  I  essayed 
were  intended  more  to  bring  out  the 
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beauty  of  an  object  or  a  place  than  for 
any  purpose  of  personal  record.  A 
large  gathering  of  people  seldom  at- 
tracted my  camera.  But  a  single  in- 
dividual, or  a  small  group  of  individuals 
in  the  gathering,  would  be  choice  ma- 
terial which  would  convey  the  spirit 
and  character  of  the  occasion  far  more 
accurately  and  artistically  than  could 
a  general  photograph. 

I  learned  in  the  pursuit  of  this  hobby 
that  in  order  to  get  a  picture  that 
would  make  a  single,  lasting  im- 
pression it  was  necessary  to  focus  the 
camera  upon  one  specific  subject  and 
to  exclude  all  else  from  it.  It  was  a 
case  of  selecting  the  best  of  a  large 
number  of  subjects  and  of  centering 
photographic  attention  upon  that  alone, 
a  practice  which  is  directly  the  reverse 
of  that  followed  by  most  amateurs. 

n 

Later  in  business,  what  we  mainly 
have  been  trying  to  do  has  been,  in 
effect,  what  I  attempted  as  an  amateur 
photographer.  Not  that  I  brought 
photography  itself  into  the  executive 
office,  but  rather  the  principle  which 
governs  it.  Instead  of  searching  out 
the  greatest  number  of  good  business 
ideas  and  adopting  them  for  use  in  our 
company,  we  have  endeavored  to  se- 
lect a  few,  big  ideas  and  follow  them 
consistently.  Or  to  carry  through  the 
comparison — it  has  been  our  object  to 
get  a  simple,  understandable  picture 
in  a  single  frame  from  which  our 
attention  would  not  waver.  To  accom- 
plish this,  it  was  necessary  that  all 
executives  put  the  same  construction 
upon  policies.  Therefore  the  "master 
policy,"  which  governs  our  conduct  in 
interpreting  and  carrying  out  sub- 
policies,  was  adopted. 

Many  a  good  photograph  has  been 
spoiled  because  the  photographer  at- 
tempted to  crowd  a  dozen  good  sub- 


jects into  it.  In  like  maimer  I  am 
inclined  to  think  that  some  businesses 
are  handicapped  by  an  overabimdance 
of  good  policies  introduced  by  various 
executives,  none  of  which  are  pushed 
as  effectively  as  they  should  be.  The 
handicap  is  made  greater  by  the  fact 
that  the  manager  is  not  likely  to  dis- 
cover his  mistake,  for  every  way  he 
looks  he  sees  only  policies  which  are 
sound,  which  separately  have  been 
tried  and  found  good.  Though  the 
collective  result  produced  by  his  vari- 
ous policies  is  not  satisfactory,  he 
hesitates  to  amputate  healthy  mem- 
bers. 

The  policies  of  our  companj'  are  few 
and  simple.  Their  application  is 
governed  strictly  by  the  principle  of 
concentrated  effort.  The  only  times 
in  which  we  have  suffered  losses  have 
been  those  when  we  departed  from  this 
general  principle.  It  would  be  foolish 
for  me  to  assert  that  the  policies  which 
we  selected  from  a  large  number  were 
the  only  ones  to  select,  or  that  our 
interpretation  of  them  has  been  model. 
It  is  not  so  much  the  policies  them- 
selves or  their  application  which  I 
would  like  to  emphasize,  as  the  general 
policy  of  getting  a  good  plan  of  business 
and  sticking  to  it,  concentrating  upon 
it. 

The  business  man  who  is  ambitious 
for  greater  profits,  more  rapid  growth, 
and  a  bigger  position  in  the  trade  is 
constantly  beset  with  the  temptation 
to  make  the  mistake  of  the  amateur 
photographer  in  trying  to  get  too  much 
into  his  picture.  This  is  especially 
true,  as  we  can  testify  from  experience, 
of  many  whose  companies  have  en- 
joyed exceptional  gro^-th,  and  it 
accounts  in  a  large  measure  for  the 
failure  of  so  many  promising  concerns. 
It  is  likewnse  true  of  other  businesses 
which  in  times  like  the  present  are 
forced  into  unusual  expedients  to  make 
ends  meet.     Both  extremities  of  the 
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scale,  exceptional  success  or  threatened 
failure,  are  likely  to  cause  one  to 
plunge  into  this  very  common  mistake. 

^lany  concerns  never  have  a  more 
perfect  organization  than  the  one  \vith 
which  they  launch  into  business. 
Because  of  the  restrictions  of  limited 
capital  and  limited  demand,  they  are 
forced  by  circumstances  to  concen- 
trate their  efforts  on  a  few  vital  things 
which  will  enable  the  most  economical 
operation  and  the  quickest  return. 
They  dare  not  take  chances,  or  when 
they  do  the  chance  must  be  the  short 
one.  The  simplest,  cheapest,  most 
profitable  plan  of  manufacture  and 
selling  is  that  which  provides  for  the 
making  of  one  necessary  article,  by 
one  process,  to  sell  at  one  price.  A 
new  company  at  its  inception  is  nearer 
to  this  primary  basis  of  business  than 
at  any  futm-e  time  in  its  career. 

But  as  the  business  grows  larger  and 
stronger,  the  tendency  is  to  branch  out. 
Looking  about  him  the  proprietor  of 
the  thriving  youngster  finds  his  old 
restrictions  gone  and  a  world  before 
him  to  conquer.  A  sales  field  lies 
before  him  which  is  broad  and  compre- 
hensive, representing  a  variety  of 
tastes  and  demands  as  numerous  as 
there  are  different  kinds  of  people  and 
different  sizes  of  income.  His  goods 
are  reaching  only  one  class  of  this 
potential  trade.  There  are  a  dozen 
different  sales  systems  to  experiment 
with,  each  one  more  elaborate  and 
imposing  than  his  own  humble  but 
effective  system. 

At  this  point  the  head  of  the  gro^-ing 
business  is  faced  with  a  choice  of  two 
alternatives : 

1.  Either  to  continue  his  old  policies 
along  more  vigorous  lines,  or, 

2.  To  broaden  those  policies  to  the  ex- 
tent of  remaking  them  into  new  policies. 

Should  experience,  or  observation, 
or  plain  horse  sense  prompt  him  to 
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choose  the  first  alternative,  he  will 
proceed  by  increasing  his  production, 
widening  his  sales  field,  and  seeking 
ways  to  put  more  value  into  his  prod- 
uct. In  other  words,  convinced  that 
his  past  policies  are  sound,  the  business 
man  will  try  to  reach  more  people  of 
the  kind  who  have  already  shown  a 
preference  for  his  goods,  and  make 
more  goods  for  them.  He  T\ill  not 
enter  into  a  new  field  until  he  is  con- 
vinced that  he  has  thoroughly  ex- 
hausted every  possibility  of  the  old, 
a  feat  which  is  doubtful  of  accomplish- 
ment, to  say  the  least. 

But  should  he  choose  the  second 
course,  he  will  at  once  break  up  the 
original  simplicity  of  his  organization. 
Usually  his  first  move  vdW  be  one  of 
adding  to  his  variety  of  goods  as  a 
means  of  adding  varieties  of  people 
who  will  buy  them.  One  change  in  his 
product,  he  discovers,  will  make  it 
appeal  to  a  new  class  of  trade;  by 
another  change  he  can  reach  an  addi- 
tional class ;  a  third  change  opens  up  the 
trade  of  still  more,  and  so  on  if  the 
practice  is  persisted  in  through  a  list 
of  human  preferences  and  tastes  which 
is  unending. 

in 

There  is  no  hard  and  fast  line  sep- 
arating the  two  courses  I  have  indi- 
cated. Perhaps  a  middle  course  would 
be  more  suitable  to  most  concerns  than 
either  of  the  extremes.  But  the  danger, 
to  my  mind,  is  in  leaning  too  far 
toward  the  second  course.  Were  I 
to  make  a  direct  choice  between  the 
two,  I  would  pick  the  first  as  the  more 
promising,  surely  as  the  safer. 

Take  almost  any  product  one  can 
mention.  La^-nmowers  are  the  first 
example  that  comes  to  mind.  I  am 
not  an  expert  on  lawnmowers  but  I 
will  hazard  the  guess  that  a  half-dozen 
styles  of  machines  would  satisfactorily 
cut  the  grass  of  the  nation.      Actually 
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there  are  hundreds  of  styles  of  lawn- 
mowers  being  made  and  sold,  and  the 
lawnmower  is  no  exception  to  a  general 
rule  in  manufactured  products.  The 
danger  is  not,  however,  in  the  number 
of  styles  that  sell,  but  in  the  number 
that  the  individual  manufacturer  at- 
tempts to  make.  Unless  he  sets  some 
reasonable  limit,  he  is  apt  to  get  into 
unpleasant  difficulties  by  attempting 
too  much.  The  error  at  any  rate  is 
more  often  than  not  in  that  direction. 
While  it  was  long  ago  accepted  as  a 
fact  that  the  proverbial  Jack-of-all- 
trades  is  usually  a  master  of  none,  still 
there  are  and  always  will  be  business 
men  who  will  hazard  the  feat  of  be- 
coming Jacks-of-all-styles. 

Twelve  years  ago  when  our  business 
was  first  getting  under  way,  we  de- 
cided upon  a  policy  of  manufacturing 
only  standard  lines  of  popular  price 
hosiery.  This  was  in  accord  with  the 
general  principle  of  concentration 
which  we  desired  to  follow.  We  agreed, 
first,  upon  a  product  which  would 
appeal  to  the  great  middle  class  of 
consumers,  and  second,  upon  such 
styles  of  hosiery  as  could  be  regarded 
as  reasonably  staple  with  a  fixed,  per- 
manent demand. 

WTiile  we  made  more  than  one  kind 
of  hosiery,  we  limited  ourselves  to  one 
field  with  definite  boundary  lines, 
getting  as  near  as  possible  to  the 
fundamental  principle  of  making  only 
one  thing,  in  one  way,  at  one  price. 
In  other  words,  we  determined  not  to 
go  into  the  manufacture  of  fancy  goods 
of  a  very  expensive  nature,  nor  into 
the  plain  goods  which  would  appeal 
only  to  a  cheap  trade.  We  struck  the 
middle  course  because  we  felt  that  it 
offered  the  broadest  field. 

The  steady  increase  in  sales  and  the 
profit  resulting  convinced  us  beyond 
question  that  this  policy  was  sound. 
But  being  human,  and  overambitious 
perhaps  as  the  result  of  success,  we 


were  not  content  to  sit  by  and  watch 
competitors  gaining  trade  and  pre- 
sumably making  money  right  under 
our  noses  without  getting  a  share. 

The  idea  of  invading  new  fields  was 
directly  contrary  to  our  governing 
policy  of  concentrated  effort.  But  as 
others  have  done,  we  argued:  "If 
our  competitors  can  do  it,  why  can't 
we?  We  are  no  longer  in  the  infant 
class.  WTiy  should  we  stick  to  a  hard 
and  fast  rule  when  we  can  make  money 
through  an  exception  to  it  here  and 
there?" 

We  looked  upon  a  policy  at  that 
time  as  many  other  business  men  do 
today.  "Policies,"  we  tried  to  tell  our- 
selves, "should  be  flexible;  all  right  for 
general  purposes  but  to  be  put  aside 
upon  occasion.  Fixed  rules  are  re- 
strictive of  progressive  thought  and  it  is 
well  not  to  observe  them  too  literally." 
Such  was  our  method  of  reasoning. 

Finally  we  decided  to  make  the 
exception.  Lace  stockings  were  the 
fad  at  the  time  and  we  installed  a  lot 
of  expensive  machinery  and  began 
making  them.  Just  about  the  time  we 
had  our  stockings  satisfactorily  intro- 
duced and  were  congratulating  our- 
selves upon  our  success  in  a  new  sales 
field,  the  fad  ended  and  the  style  went 
out.  We  had  a  good-size  stock  of  lace 
stockings  on  hand  and  a  lot  of  idle 
machinery  which  we  could  not  use. 
The  loss  that  resulted  more  than  ate 
up  the  profit  we  had  already  made 
from  the  stockings. 

IV 

This  and  a  few  other  experiments  of 
the  kind,  each  one  with  somewhat 
similar  consequences,  cured  us  of 
making  exceptions  to  this  feature  of 
our  manufacturing  policy.  Compet- 
itors could  follow  the  extreme  styles 
if  they  would,  but  as  for  us,  we  were 
convinced    that    steady    profits    and 
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steady  growth  depended  in  the  long 
run  on  steady,  conservative  products. 
Later  when  we  absorbed  a  mill  which 
was  equipped  for  making  lace  stockings 
we  promptly  junked  all  of  the  machin- 
ery as  a  guard  against  possible  future 
temptation  to  use  it.  Lace  stockings 
came  back  eventually  but  they  were 
not  to  be  found  in  our  line. 

I  believe  it  is  a  mistake  for  the 
executive  to  feel  that  in  order  to  be 
progressive  his  business  must  be  the 
first  in  the  field  with  every  new  idea 
that  comes  along.  For  our  part  we 
prefer  to  be  backward  in  this  respect 
rather  than  too  forward.  We  were 
behind  many  competitors  in  the  manu- 
facture of  woolen  stockings  because  we 
wanted  to  be  sure  before  we  laid  in 
stocks  of  raw  materials,  new  machines, 
and  trained  new  help,  that  the  woolen 
stockings  were  here  to  stay,  for  a 
reasonably  long  period  at  least. 

True,  we  lost  something  by  not 
being  first  in  the  market  with  woolen 
stockings,  but  on  the  other  hand,  we 
would  have  lost  considerably  more  had 
the  stocking  proved  only  a  passing  fad. 
There  is  a  chance  to  be  taken  under 
both  policies;  but  it  is  our  experience 
that  the  chance  of  being  a  little  slow  in 
manufacturing  a  staple  article  is  much 
less  than  the  chance  involved  by 
plunging  headlong  into  every  new 
fancy  of  the  public. 

The  real  indication  of  a  business's 
progressiveness,  according  to  our  in- 
terpretation, is  in  improvement  in  its 
standard  products  and  in  the  method  of 
making  and  in  getting  them  to  market. 
The  aggressive,  or  progressive  concern 
is  not  always  the  one  which  is  making 
everj-thing  under  the  sun  in  its  field, 
but  that  which  is  making  cheaper, 
better,  and  more  eflBciently  the  articles 
which  are  in  main  demand.  It  is 
significant  in  this  connection  that 
a  majority  of  the  faddish  products 
come  from  the  little  companies  which 


are  not  very  high  up  in  credit  rating, 
wth  certain  exceptions  of  course.  The 
failing  business  is  very  often  apt  to 
accent  the  rate  of  its  failure  by  seizing 
upon  straws,  such  as  are  the  fads  of 
the  moment.  The  fad  habit,  unless 
cured  early  as  was  the  case  with  us, 
becomes  very  much  like  the  drug  habit. 
Bigger  doses  are  required  each  time  to 
keep  up  the  person,  or  business,  and 
with  each  dose  he  becomes  worse  than 
before. 


An  effort  is  constantly  being  made 
in  our  factories  to  better  processes, 
improve  machinery,  and  make  a  finer 
article  for  less  money.  Here  it  is  our 
desire  to  be  in  the  front  rank,  to  be 
first  in  our  field.  Every  man  and 
woman  in  our  employ,  including  the 
salesmen  on  the  road,  is  a  scout  for 
new  ideas  which  might  help  us  toward 
this  end.  And  as  we  are  concentrating 
on  a  few  standard  styles,  our  search 
for  various  ways  to  better  them  is 
just  that  much  moie  thorough  than 
if  we  were  trying  to  better  twice  the 
number. 

Some  of  the  most  valuable  improve- 
ments in  hosiery  machinery  in  use  in 
our  mills  were  perfected  by  our  own 
force.  Some  time  ago  a  new  style  of 
stocking  graduated  from  the  class  of 
fads  to  that  of  staples.  We  deemed  it 
advisable  to  add  it  to  our  line.  But 
before  the  stocking  was  put  out  to  the 
trade,  a  special  machine  had  been  de- 
veloped in  our  organization  which 
made  the  new  style  hose  better  than 
any  of  the  kind  on  the  market.  The 
demand  was  almost  instantaneous,  a 
rush  of  orders  keeping  that  particular 
department  of  the  mills  on  capacity 
production  during  the  depression.  And 
the  demand  shows  every  indication  of 
being  permanent. 

The  quality  of  goods  may  be  im- 
proved and  at  the  same  time  the  price 
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may  be  lowered,  if  some  waste  in 
manufacture  may  be  turned  to  profit. 
We  were  able  to  turn  our  attention  to 
this  problem  in  connection  with  our 
concentration  on  betterment  in  prod- 
uct. It  was  not  long  before  we  dis- 
covered that  an  unavoidable  waste 
in  materials,  such  as  is  present  in 
virtually  every  manufacturing  plant, 
could  be  used  in  the  making  of  dolls. 
We  experimented  with  the  idea,  hit 
upon  a  doll  which  struck  the  children's 
fancy,  and  today  our  doll  department  is 
converting  waste  material  into  profit 
at  the  rate  of  400  dolls  a  day.  Further- 
more, we  consider  our  doll  almost  as 
much  a  staple  article  in  its  market  as 
are  our  grades  of  hosiery  in  their 
market. 

As  it  works  out  in  practice  in  a 
majority  of  cases,  the  concern  which  is 
conservative  in  its  policies  and  which 
devotes  its  time  to  making  limited 
lines  well,  is  usually  the  most  up  to 
date  in  those  products  which  consti- 
tute the  backbone  of  trade.  It  knows 
that  its  continued  success  depends 
upon  doing  well  that  which  it  has  set 
out  to  do,  and  as  it  is  driving  along  one 
main  road,  disregarding  the  innumer- 
able bypaths  into  new  fields,  the  goal 
which  it  seeks  is  constantly  before  it. 

Were  one  to  take  all  the  various 
styles  of  hosiery  that  have  come  and 
gone  during  the  past  20  years  and  plot 
their  rise  and  fall  in  demand  on  a  chart, 
he  would  have  a  series  of  peaks  with 
sharp  ascents  and  almost  perpendicu- 
lar descents.  The  plotted  line  for 
staple  hosiery  during  the  same  period 
would  show  a  slow,  gradual  rise  for  a 
long  period  without  any  variations. 
What  is  true  of  hosiery  is  true  likewise 
of  numerous  other  products.  The 
advantage  of  following  the  steady,  non- 
fluctuating  line  for  staples  is  evident, 
in  our  business  at  least. 

We  believe  that  the  market  is  always 
open  to  staple  articles  of  good  quality, 


providing  that  the  quality  is  con- 
sistently good,  that  the  goods  are 
within  easy  access  to  the  consumer  and 
are  regularly  advertised.  Concentra- 
tion upon  staples,  consequently,  means 
equal  concentration  upon  quality  and 
distribution. 

The  very  fact  that  a  business  does 
concentrate  upon  staple  products  of  a 
limited  variety  is  a  pretty  good  indi- 
cation that  it  is  giving  close  attention 
to  quality.  If  the  sale  of  its  staples  is 
growing,  that  is  an  indication  that  it 
is  consistent  in  its  selling  policy. 

As  our  company  is  making  no  effort 
to  cater  to  the  tastes  of  every  class  of 
consumer,  it  is  essential  that  our  prod- 
ucts reach  as  great  a  number  of  our 
own  particular  class  of  consumers  as 
possible,  and  that  the  company  keep 
closely  in  touch  with  the  consumer 
demand.  In  order  to  do  this  all  of  our 
first  quality  goods  have  been  trade- 
marked  from  the  beginning,  they  have 
been  sold  directly  to  the  retail  trade 
through  our  own  salesmen,  and  they 
have  been  regularly  and  constantly 
advertised. 

VI 

Direct  retail  selling  gives  us  a  control 
over  our  product  as  far  as  the  retailer's 
counter  which  is  very  desirable  when- 
ever one  is  selling  branded  goods  for 
consumer  use.  Further  it  gives  us  a 
distribution  which  takes  in  the  largest 
number  of  retailers,  and  enables  us  to 
judge  our  own  credit  risks.  Con- 
stant advertising  gives  the  consumer  a 
subconscious  acquaintance  with  our 
brand  name,  and  while  it  may  not 
prompt  him  to  go  into  a  store  for  the 
specific  purpose  of  buying  our  hosiery, 
it  will  considerably  lessen  the  sales 
resistance  when  our  hosiery  is  sho^Ti 
him  at  the  counter. 

The  system  of  distribution  must 
function  from  the  consumer  viewpoint. 
It  must  take  the  goods  to  the  consumer 
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and  not  expect  the  consumer  to  go  out 
of  his  way  for  purposes  of  purchasing 
them.    For  example: 

Wlien  the  average  man  buys,  say, 
a  shirt,  he  goes  into  a  nearby  retail 
establishment  of  repute  and  asks  to 
see  some  such  garments.  Rarely  does 
he  ask  definitely  for  any  particular 
kind  of  shirt.  He  simply  desires  to  see 
"your  shirts,"  size  so  and  so.  But 
when  the  clerk  displays  a  garment 
bearing  a  brand  in  the  collar  which  the 
customer  recognizes  as  being  widely 
advertised,  he  is  at  once  favorably 
disposed  toward  purchasing  it,  provid- 
ing that  it  comes  up  to  expectations 
in  other  respects — notably,  price  and 
quality. 

The  sale  when  consummated  is  due 
to  three  things  which  it  is  important 
that  the  manufacturer  consider:  First, 
that  the  retailer  had  the  shirt  in  his 
stock  to  show  to  the  customer;  second, 
that  the  customer  recognized  its  brand 
name  tlirough  previous  advertising; 
third,  that  the  quality  and  the  price 
were  satisfactory.  The  second  factor 
could  be  removed,  but  to  do  so  would 
be  to  lessen  the  chance  of  the  sale,  or 
at  least  make  the  sale  that  much  harder, 
both  from  manufacturer  to  retailer  and 
from  retailer  to  wearer.  Advertising  is 
really  a  connecting  link  between  the 
distributing  store  and  the  consumer. 
And  the  more  widespread  and  regular 
the  advertising  is,  just  that  much 
stronger  is  the  link  which  it  constitutes. 

We  began  advertising  nationally  as 
soon  as  our  production  had  reached  a 
point  that  enabled  us  to  do  so.  The 
wider  distribution  that  has  been  possi- 
ble as  a  result  has  been  followed  by 
greater  gross  sales,  greater  production, 
and  a  lower  unit  cost.  Therefore  as 
advertising  is  not  a  charge  against 
selling  price,  but  a  factor  which  tends 
to  reduce  it,  it  should  be  continued 
year  in  and  year  out  regardless  of  the 
depressed  condition  of  a  market.    It  is 


poor  economy  to  reduce  advertising* 

While  I  am  convinced  that  adver- 
tising lessens  sales  resistance,  I  do  not 
assume  that  it  actually  creates  con- 
sumer demand  in  most  staple  lines. 
Regardless  of  how  extensive  the  ad- 
vertising, there  are  few  consumers  who 
think  so  much  of  a  brand  name  as  to 
hunt  about  town  for  a  special  agency 
store  at  which  to  buy  a  pair  of  socks 
or  stockings.  This  may  be  true — and 
undoubtedly  is — of  automobiles  and 
some  other  products,  but  it  is  not  true 
as  a  rule  with  the  ordinary  things  of 
everyday  life.  For  this  reason  we  aim 
to  distribute  our  hosiery  among  the 
largest  number  of  retailers  possible. 
We  want  it  so  that  the  consumer  will 
be  shown  our  goods  in  any  dry-goods 
store  which  he  may  happen  to  enter 
for  the  purchase  of  hosiery.  This  wide 
distribution  is  in  itself  advertising,  and 
it  establishes  that  first  factor  in  the 
eventual  sale — easy  consumer  access 
to  goods. 

Now  all  of  these  various  business 
policies  that  I  have  enumerated  focus 
upon  a  single  objective.  The  whole 
system  is  interrelated.  Concentration 
upon  standard  staple  lines,  in  which 
the  chances  of  loss  are  minimized, 
induces  concentration  upon  quality, 
careful  inspection,  economies  in  manu- 
facture, and  lower  price.  Advertising 
makes  possible  the  widest  distribution 
and  breaks  sales  resistance,  which  in 
turn  bears  dowii  on  price  and  up 
on  quality  and  production. 

The  same  plan  applies,  and  is 
followed,  in  business  generally.  But 
the  big  point  is  that  when  there  are  no 
loose  ends  to  the  system,  no  sidelines 
and  bypaths  of  complication,  no  divi- 
sion of  plan  or  effort  but  utter  sim- 
plicity from  start  to  finish,  there  is 
every  reason  why  every  part  should 
fit  into  the  others  and  function  without 
hitch. 

As  I  have  tried  to  point  out,  in- 
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dividuals  construe  policies  differently 
just  as  do  businesses.  ^Tien  the 
latitude  of  this  interpretation  is  wide 
there  is  bound  to  be  a  variety  of 
constructions  and  a  spreading  of  effort. 
The  sales  department,  with  its  inter- 
pretation of  how  a  policy  should  be 
applied,  may  have  an  entirely  different 
viewpoint  than  the  production  depart- 
ment. The  sales  manager's  interpre- 
tation may  be  perfectly  sound,  as  may 
also  be  the  production  manager's,  but 
the  two  interpretations  do  not  fit  one 
into  the  other. 

A  general  policy  which  permits  only 
one  construction  upon  subpolicies  har- 
monizes the  thought,  and  the  effort, 
of  all  departments.  The  purpose  of 
such  rigid  concentration — and  as  we 
have  found,  the  result  of  it — is  straight 
thinking  throughout  the  organization. 
This  fixed  principle  which  all  execu- 
tives are  required  to  go  by  without 
deviation  and  preference,  has  taught 
us  to  tackle  all  problems  that  arise 


from  a  definite  angle,  to  reduce  them  to 
the  simplest  details,  and  then  drive  in 
a  single  direction  to  a  solution  which  is 
common.  Furthermore,  it  has  taught 
our  customers  that  our  policies  of  today 
are  our  policies  of  tomorrow.  Con- 
sistent practice  has  created  a  trade 
confidence  in  the  permanence  of  our 
plan  of  doing  business  and  in  the 
standard  features  of  the  articles  that 
we  make  to  sell.  Dealers  know  that 
the  styles  which  are  a  part  of  our  line 
have  a  definite  consumer  demand, 
that  they  will  be  taking  no  chances  on 
dead  stock  later  in  handling  them. 

The  worth  of  this  policy  of  concen- 
tration of  effort  is  evidenced  by  the 
fact  that  each  year  of  business  has 
shown  a  step  forward  from  the  pre- 
vious year,  averaging  well  above  the 
general  business  advance  in  the  nation. 
The  course  which  we  are  following  has 
a  steady,  non-spectacular  upward 
trend.  And  we  have  yet  to  go  back- 
ward after  a  year  of  work. 


WHAT  THE  ACCOUNTANT'S  REPORT  SHOULD 
SHOW  THE  BANKER 

BY   ARTHUR  L.    MOLER* 


THE  title  of  this  article  presupposes 
that  accountants'  reports  are 
sometimes  presented  to  the  banker 
which  do  not  show  what  they  should 
show  nor  yet  what  they  purport  to 
show,  and  its  aim  will  be  to  set  forth 
some  of  the  instances  in  which  it  is 
believed  improvements  could  be  made, 
without  in  any  way  violating  proper 
accounting  practices. 

We  must  give  consideration  to  the 
fact  that  the  purpose  for  which  a  re- 
port is  to  serve  determines  to  a  large 
degree  not  only  the  form  of  the  report, 
but  the  scope  of  the  accountant's  work 
leading  up  to  it.  A  large  part  of  the 
reports  commonly  known  as  "Audit 
Reports"  are,  however,  presented  to 
the  banker  as  well  as  used  by  the  client 
to  determine  his  financial  position  and 
the  profitableness  of  his  operations. 
This  is  as  it  should  be  for  there  is  no 
conflicting  of  interests  and  the  report 
which  shows  the  client  his  financial 
standing  and  the  trend  of  his  business 
will  also  be  of  value  to  the  banker  in 
determining  his  future  relations  with 
the  client.  The  banker's  interests  in 
such  a  report  are  vital,  and  second 
only  to  those  of  the  client  himself. 

The  two  principal  reasons  why  the 
accoimtant  should  prepare  his  report 
in  such  a  manner  as  to  enable  the 
banker  properly  to  judge  the  business 
of  the  client  as  a  credit  risk  are: 

1.  Because  the  client  is  entitled  to  have 
his  affairs  so  set  forth  as  to  do  him  full 
justice. 

2.  Because  the  accountant  if  he  lives 
up  to  the  high  ideals  of  his  profession  can 
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do  no  less  than  show  things  as  they  really 
are. 

To  say  that  the  rendering  of  reports 
in  such  a  manner  serves  a  more  or  less 
selfish  end  is,  of  course,  a  truism,  for 
public  accountants  are  now  beginning 
to  realize  that  the  manner  of  report 
which  is  submitted  to  a  client  goes  a 
long  way  toward  determining  his  opin- 
ion of  the  accountant's  work.  Con- 
siderable stress  is  now  being  laid  on 
the  necessity  of  presenting  reports 
which  will  be  of  real  service. 

In  order  to  make  this  article  worth 
while  and  still  confine  it  to  the  space 
permitted,  it  will  be  necessary  to  limit 
it  entirely  to  the  "Audit  Report" 
spoken  of  above,  and  make  no  attempt 
to  cover  the  tj^pe  of  report  which  is 
presented  to  a  banker  in  connection 
with  proposed  reorganization  or  re- 
financing on  a  large  scale,  which  is 
naturally  much  more  detailed  in  some 
particulars  and  which  also  brings  in 
many  things  which  have  no  place  in 
such  a  report.  The  kind  of  report  the 
banker  requires  depends  somewhat  on 
the  amount  of  supplementary  informa- 
tion which  he  ^^^ll  have  at  hand  to  help 
him  determine  the  credit  risk.  The 
banker  who  is  loaning  a  large  sum  of 
money  directly  to  a  concern  or  granting 
it  an  open  line  of  credit,  and  whose  bank 
is  the  depository,  needs  much  more 
detailed  information  than  the  bank 
which  is  buying  paper  in  the  open 
market;  because  the  bank  which  is 
buying  paper  in  the  open  market  always 
secures  the  opinion  of  a  number  of 
other  banks  before  making  such  a  pur- 
chase, and  a  statement  showing  a  much 
more  liquid  condition  than  could  be 
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demanded  by  the  concern's  own  banker 
is  demanded  by  the  purchaser  of  such 
paper.  It  is  generally  considered  that 
a  condensed  balance  sheet  by  repu- 
table accountants  is  sufficient  in  cases 
in  which  paper  is  bought  in  the  open 
market. 

n 

WTiile  the  opinion  was  formerly  held 
that  a  balance  sheet  if  correct  gave  the 
banker  all  the  information  he  needed 
everyone  realizes  that  this  is  insufficient 
today,  and  accomitants  in  general  seem 
to  feel  that  he  is  entitled  to  receive  at 
least : 

1.  A  balance  sheet. 

2.  A  statement  of  Income  and  Profit  and 
Loss. 

3.  The  reconcilement  of  the  Surplus 
account. 

The  accountant's  report  should  en- 
able the  banker  to  judge  the  quantity 
and  the  relative  quality  of  the  various 
classes  of  assets  and  liabilities,  particu- 
larly the  current  assets  and  liabilities, 
the  proportion  of  the  borrowed  to 
invested  capital,  and  the  relation  of  the 
various  kinds  of  borrowed  capital  to 
each  other.  It  should  also  show  him 
something  of  the  financial  conserva- 
tism as  well  as  the  sales  and  collection 
policy.  It  should  present  the  opera- 
tions of  the  business  in  such  a  manner 
as  to  show  the  sales  and  the  cost  of 
such  sales  with  sufficient  detail  to  en- 
able him  to  compare  the  statement  with 
that  of  another  period  and  should,  of 
course,  give  the  net  result  of  operations 
for  the  period  under  review,  as  well  as 
the  disposal  of  such  profits  as  were 
realized.  Needless  to  say  particular 
attention  should  be  given  to  separat- 
ing actual  gains  from  changes  in  the  net 
worth  due  to  capitalization  of  intangi- 
ble items,  reappraisal  of  permanent 
property,  etc. 

This  article  is  not  written  in  the  vein 


of  criticism  and  it  is  believed  that  the 
failure  of  accountants'  reports  to  show 
all  they  should  show  is  due  either  to  the 
fact  that  the  accountant  must  some- 
times give  attention  to  the  wishes  of  the 
client,  and  he  may  not  want  complete 
information  given  out,  or  to  his  failure 
to  realize  the  necessity  for  giving  certain 
details. 

The  following  practices  are  among 
those  which  often  lay  reports  open  to 
criticism: 

1.  The  tendency  to  group  items  either 
like  or  unlike  so  that  proper  analysis  can- 
not be  made. 

2.  The  failure  to  properly  explain  and 
amplify  items  of  considerable  size  found 
in  the  balance  sheet. 

3.  The  omission  of  contingent  habilities. 

4.  The  use  of  unusual  or  vague  phraseol- 
ogy in  the  certificate. 

We  might  sum  up  the  whole  ques- 
tion by  saying  that  the  accountant's 
report  shoidd  in  every  case  clarify 
rather  than  mystify. 

It  is  in  connection  with  the  comments 
that  there  is  some  difference  of  opin- 
ion, and  while  it  is  agreed  that  the  Cer- 
tificate of  Audit  cannot  be  expected  to 
show  either  the  extent  to  which  the 
assets  and  liabilities  have  been  veri- 
fied or  the  actual  procedure  followed 
by  the  accountant,  the  banker  is  cer- 
tainly entitled  to  know  just  what  each 
item  of  assets  and  liabilities  represents, 
and  this  should  be  indicated  so  far  as 
practicable  on  the  balance  sheet,  other- 
^"ise  it  should  be  set  forth  in  the 
comments. 

As  to  the  arrangement  of  the  items  in 
the  balance  sheet,  there  are  two  general 
plans  followed.  One  is  to  arrange  them 
in  the  order  of  their  availability  or  con- 
vertibility; namely,  placing  the  most 
current  items  first,  and  the  other  is  to 
arrange  the  fixed  or  permanent  items 
first. 

Since  the  banker  is  principally  in- 
terested in  the  relation  of  current  assets 


f*^"'^'^'.   \ML\T  ACCOUNTANT'S  REPORT  SHOULD  SHOW 


155 


to  current  liabilities,  it  is  better  to  have 
a  balance  sheet  which  is  prepared  for 
the  bank  made  up  in  the  order  of  list- 
ing the  current  assets  first  on  one  side 
and  the  current  liabilities  on  the  other 
side. 

m 

Current  Assets.  The  item  "Cash" 
seems  to  deserve  no  particular  men- 
tion, as  it  is  not  believed  that  any  quali- 
fied accountant  would  include  in  the 
"Cash"  item  in  the  balance  sheet  any 
of  the  numerous  accounts  which  were 
formerly  improperly  called  "  Cash."  It 
is  preferable  that  the  Bank  Overdrafts 
be  shown  as  liabilities  rather  than  de- 
ducted from  the  balances  which  may 
be  in  other  banks  at  the  date  of  audit. 
It  is,  of  course,  often  necessary  for  the 
banker  to  take  into  consideration  the 
fact  that  cash  is  abnormally  low  at  the 
time  of  the  balance  sheet,  as  is  quite 
likely  to  be  the  case  on  December  31, 
and  that  Accounts  Payable  are  cor- 
respondingly reduced,  that  is,  that  the 
balance  sheet  is  not  normal  to  this 
extent. 

Notes  Receivable,  although  some- 
times found  in  the  balance  sheet,  is  not 
an  item  on  which  the  banker  looks  with 
much  favor,  and  unless  the  client's 
business  is  one  in  which  notes  are  nor- 
mally received  from  customers,  such 
as  machinery  jobbing  business,  for 
example,  the  item  is  worthy  of  mention; 
and  naturally  if  any  of  the  items  are 
past  due  attention  should  be  called  to 
that  fact.  If  this  item  is  large  it  raises 
the  question  of  whether  such  notes 
have  not  been  received  for  past  due 
accounts  as  such  notes  are  sometimes 
extremely  unliquid.  If  notes  have 
been  received  in  settlement  of  open 
accounts  rather  than  directly  for  mer- 
chandise sold,  the  report  should  so  in- 
dicate. 

Acceptances  Receivable  seem  to  need 
no  particular  comment  as  acceptances 


are  among  the  most  liquid  of  assets. 
Many  acceptances  have  been  given, 
however,  in  violation  of  the  first  prin- 
ciple of  acceptances,  that  is  they  have 
been  given  for  past  due  accounts,  and 
an  accountant  who  does  not  call  atten- 
tion to  this  fact  is  somewhat  lax. 

In  the  case  of  Accounts  Receivable, 
the  Reserve  or  Allowance  for  Bad 
Debts  should  be  deducted  from  the 
total  amount  shown  on  the  balance 
sheet  and  remainder  extended  net. 
Somewhere  in  the  report  the  age  of  the 
accounts  by  months  should  be  shown. 
It  is  also  well  to  call  attention  to  the 
terms  of  sale  in  case  they  account  for 
the  apparent  slowness  of  the  accounts. 
It  seems  axiomatic  to  state  that  the 
Reserve  for  Bad  Debts  should  be  de- 
ducted from  the  accounts  against  which 
such  Reserve  applies  and  that  if  the 
Reserve  is  for  Loss  on  Accounts  it 
should  not  be  deducted  from  the  Notes 
Receivable  or  vice  versa,  yet  a  case 
wherein  this  matter  of  reserves  was 
handled  rather  peculiarly  comes  to 
mind.  The  concern  in  question  had  a 
large  amount  of  Special  Accounts  Re- 
ceivable which  was  quite  likely  to  be 
a  total  loss  and  also  a  large  amount 
of  Delinquent  Accounts  Receivable. 
Without  criticizing  the  propriety  of 
listing  the  Special  Accoimts  Receivable 
among  the  current  assets  it  seemed 
rather  improper  and  certainly  confus- 
ing to  add  both  classes  of  accounts  to- 
gether and  subtract  the  total  of  the 
reserves  from  that  total,  yet  this  was 
done. 

IV 

It  is  proper  on  the  bank's  analysis 
also  to  subtract  such  reserves  as  Re- 
serve for  Discounts  to  be  Allowed, 
and  Reserve  for  Allowances  on 
Accounts  from  the  Accounts  Re- 
ceivable, as  such  items  are  neither 
current  liabilities,  long-time  liabilities, 
nor    part    of    the    net    worth,    under 
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which  classes  all  the  credit  balance 
sheet  items  fall  on  the  analysis. 

If  any  of  the  accounts  or  notes  re- 
ceivable are  pledged,  they  should  be 
separated  in  such  manner  as  to  indicate 
those  which  are  pledged  and  the  obliga- 
tions secured  thereby  should  also  be 
listed  in  detail  among  the  current  lia- 
bilities. 

In  cases  in  which  accounts  or  notes 
receivable  have  been  discounted,  it  is 
more  satisfactory  from  the  bank's 
standpoint  to  have  the  full  amount  of 
such  notes  and  accounts  receivable 
entered  in  the  balance  sheet,  and  the 
amount  discounted  should  be  deducted 
so  that  the  balance  extended  would  be 
the  actual  asset. 

It  is  preferable  that  the  interest 
accrued  on  notes  and  accounts'  receiv- 
able be  given  at  this  point  although 
needless  to  say  such  an  item  does  not 
add  weight  to  the  balance  sheet. 

It  is  probably  in  the  merchandise 
inventories  that  accountants'  reports 
fail  to  give  the  desired  information 
more  often  than  anywhere  else.  One 
quite  often  finds  in  the  balance  sheets 
of  large  corporations  that  the  entire 
inventory  is  carried  as  one  item.  Ref- 
erence is  made  in  the  comments  to  the 
manner  in  which  the  inventories  are 
priced,  or  at  least  to  the  effect  that  they 
have  been  priced  and  computed  by  the 
management  and  checked  by  the  audi- 
tors, and  perhaps  certified  to  the  audi- 
tors by  the  management,  but  the  actual 
basis  of  such  pricing  is  very  often 
omitted.  Since  the  banker  invariably 
wants  to  know  the  basis,  at  least  this 
year,  it  is  necessary  for  him  to  take  the 
matter  up  with  the  client  or  the  ac- 
countant to  ascertain  the  basis.  Need- 
less to  say  he  expects  that  it  will  be 
valued  at  the  lower  of  cost  or  market, 
but  can  hardly  take  for  granted  that 
such  is  the  case.  Advances  on  mer- 
chandise should  also  be  listed  separately 
among  the  current  assets. 


It  hardly  seems  necessary  to  call 
attention  of  accountants  to  the  fact 
that  in  order  to  render  intelligent  con- 
clusions in  a  manufacturing  enterprise 
it  is  necessary  that  the  inventories  be 
separated  into  at  least  the  three  princi- 
pal classifications  of  Raw  Material, 
Semifinished,  and  Finished,  yet  fre- 
quently inventories  running  into  mil- 
lions of  dollars  are  found,  called  simply 
"Inventories."  A  wise  banker  gives 
attention,  of  course,  to  the  quality 
rather  than  the  quantity  of  the  assets 
in  determining  their  liquidity ;  and  one 
extending  credit  in  the  belief  that  an 
inventory  of  semifinished  material 
sufficient  for  two  years'  sales  was  a  cur- 
rent asset  would  be  likely  to  find  him- 
self making  a  permanent  loan.  With- 
out the  details  of  the  inventory  as 
spoken  of,  he  cannot  tell  what  is  the 
nature  of  the  inventory. 

The  inventory  of  supplies  should  be 
set  up  separately  and  care  should  be 
taken  to  distinguish  that  class  of  sup- 
plies which  consists  purely  of  deferred 
charges,  from  the  supplies  which  may 
properly  be  considered  among  the  cur- 
rent assets.  One  finds  not  infrequently 
that  supplies  which  really  should  not 
be  considered  current  assets  are  listed 
in  this  section  of  the  balance  sheet. 

It  is  customary  to  consider  Liberty 
bonds  and  even  listed  securities,  which 
are  not  held  as  a  matter  of  permanent 
investment  or  for  the  control  of  aflUi- 
ated  enterprises,  as  current  assets.  It 
seems,  however,  that  if  they  are  carried 
at  their  face  value,  provision  should  be 
made  to  cover  the  possible  shrinkage  in 
case  of  sale.  The  constant  shifting  of 
the  values  of  the  securities  on  the  books 
would  not  be  advised,  but  the  basis  on 
which  such  securities  are  valued  should 
be  definitely  stated  and  the  par  value 
given  so  that  the  person  scrutinizing 
the  report  can  determine  for  himself 
what  allowance  to  make. 

Most  of  the  items  which  can  properly 
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be  considered  current  assets  have  now 
been  spoken  of,  although  others  are 
sometimes  found  in  this  classification. 
It  is  very  difficult,  however,  to  justify 
the  placing  of  such  items  as,  "  Due  from 
Employees  on  Sale  of  Real  Estate," 
"Due  from  Officers  and  Employees  on 
Account  of  Stock  Sale,"  etc.,  among  the 
current  assets,  as  has  been  done  in  the 
case  of  audit  of  the  accounts  of  some  of 
our  largest  industrial  organizations. 


Investments,  Advances,  Etc.  As 
stated  above,  information  should  be 
given  so  that  the  number  of  shares  of 
stock  or  the  face  value  of  the  bonds  can 
be  determined,  and  the  report  should 
also  indicate  whether  such  investments 
were  held  as  a  matter  of  control  of  affili- 
ated organizations,  qualifying  shares 
for  memberships  in  clubs  or  associa- 
tions, or  whether  they  had  been  re- 
ceived in  settlement  of  account. 

Advances  to  controlled  or  affiliated 
companies  are  properly  listed  under 
this  caption,  although  the  banks  follow 
what  at  first  appears  to  be  an  unfair 
method  of  considering  amounts  due  to 
such  companies  as  current  liabilities. 
This  method  is  actually  not  unfair, 
however,  as  experience  has  proved  that 
the  responsibility  for  financing  a  sub- 
sidiary organization  is  absolutely  that 
of  the  parent  company  and  that  such 
items  are  "Slow  Assets"  but  "Quick 
Liabilities." 

Miscellaneous  Assets.  This  classi- 
fication is  sometimes  found  where  there 
is  a  sufficient  number  of  miscellaneous 
items  to  justify  it.  There  is  no  particu- 
lar objection  to  showing  these  assets  in 
the  same  general  section  as  the  invest- 
ments, etc.,  or  even  the  capital  assets. 
As  examples  of  these  items  we  might 
mention  "  Due  from  Brokers  for  Stock," 
"Due  from  Officers  and  Employees, 
Claims,"  etc. 


The  item  "Due  from  Brokers  for 
Stock,"  is  usually  found  in  the  account- 
ant's report  among  the  current  assets, 
although  it  is  almost  invariably  a  slow 
asset.  This  is  also  true  of  many  special 
kinds  of  Receivables,  and  since  such 
items  are  very  often  of  considerable  size 
the  balance  sheet  submitted  is  far  from 
showing  the  true  condition.  Quite 
frequently  the  terms  of  sale  of  stock  or 
bonds  provides  that  proceeds  therefor 
are  shortly  to  be  received,  but  in  reality 
such  is  very  seldom  the  case. 

Some  of  the  items  which  may  be 
found  in  this  section  are  "Salesmen's 
Advances,"  "Employees'  Notes,"  "Ac- 
counts and  Notes  Receivable  from 
Employees  for  Stock  Subscriptions," 
and  all  manner  of  special  accounts  and 
claims. 

The  particular  error  to  be  guarded 
against  is  the  listing  of  items  of  this 
character  among  current  assets. 

Permanent  or  Capital  Assets.  A 
great  many  times  one  account  is  used  to 
cover  the  Land,  Buildings,  Machinery 
and  Equipment,  and  frequently  even 
the  depreciation  allowance  or  reserve 
against  this  total  is  not  given,  so  that 
we  are  merely  told  the  depreciated  book 
value  of  these  items  is  a  certain  amount. 
Without  further  information  as  to  the 
method  in  which  they  are  valued,  or 
the  amount  of  depreciation  which  has 
been  charged  off,  very  little  can  be  told, 
of  course,  from  this  asset.  In  this  con- 
nection one  of  the  reasons  why  details 
of  the  Surplus  account  should  be  re- 
ceived comes  to  mind.  Within  the  last 
few  years  there  have  been  a  large  num- 
ber of  revaluations  of  plants  and  equip- 
ment, most  often  in  connection  with 
refinancing,  and  the  sale  of  new  securi- 
ties, and  the  desire  of  the  owners  of  a 
business  to  withdraw  some  part  of  the 
profits  and  to  capitalize  its  estimated 
future  profits  at  a  time  when  conditions 
seemed  to  be  favorable  for  so  doing. 
With  only  a  balance  sheet  and  with 
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very  condensed  statements  of  the  capi- 
tal assets  it  is  impossible  to  determine 
whether  increases  in  the  value  of  such 
assets  are  due  to  reappraisal,  to  the 
writing  up  of  their  value,  or  to  actual 
new  construction  or  improvements  on  a 
large  scale.  We  will  agree,  therefore, 
that  the  "Land"  should  be  shown 
separately  from  the  "Buildings  and 
Equipment,"  and  if  possible  "Buildings 
and  Equipment"  should  be  listed  sep- 
arately; and  certainly  any  luifinished 
construction  which  is  in  process  at  the 
date  of  the  balance  sheet  should  be 
indicated,  because  this  item  puts  the 
banker  on  guard  to  make  inquiry  as  to 
how  much  money  is  likely  to  be  spent 
on  new  construction,  and  whether  or 
not  such  money  as  he  is  loaning  or  is 
called  upon  to  loan  is  likely  to  be  in- 
vested in  permanent  equipment.  It  is 
proper  to  state  also  on  the  face  of  the 
balance  sheet  that  such  assets  are  car- 
ried at  a  value  based  on  reappraisal 
when  such  is  the  case. 

Leaseholds  are  also  found  in  this  sec- 
tion of  the  balance  sheet  and  the  method 
of  valuation  should  be  indicated,  or  at 
least  the  report  should  show  if  this 
leasehold  has  merely  been  placed  on  the 
books  at  an  arbitrary  figure  and  surplus 
has  been  credited,  that  it  does  not  rep- 
resent actual  disbursement.  Naturally 
in  the  case  of  mining  companies  and 
similar  industries,  the  reserve  for  deple- 
tion should  be  shown  separately  from 
the  reserve  for  depreciation,  providing 
they  are  separately  calculated  and 
separately  carried  on  the  books  of  the 
corporation  making  the  report. 

In  a  business  in  which  the  value  of 
patterns  and  tools  is  large  they  should 
be  distinguished  from  Permanent 
Equipment.  This  is  especially  true  in 
the  case  of  a  concern  manufacturing, 
for  instance,  automobile  bodies,  where 
the  values  of  patterns  and  dies,  etc., 
depends  very  largely  upon  the  con- 
tracts which  it  has  at  hand.     Some- 


times such  an  item  left  over  and  consid- 
ered an  asset  at  the  end  of  a  fiscal  year 
is  actually  not  an  asset  because  the 
models  which  the  company  is  to  put  out 
during  the  following  season  are  entirely 
different  and  ^"ill  require  new  patterns, 
dies,  etc. 

An  item  which  may  properly  be  con- 
sidered among  the  capital  assets  is  one 
made  up  of  good-will,  patents,  trade- 
marks, etc.  It  is  quite  customary  to 
find  that  the  items  of  "Good- Will" 
and  "Trade-Marks"  are  thrown  to- 
gether ;  in  fact,  disregarding  the  manner 
in  which  the  account  Good-Will  may 
have  been  placed  on  the  books,  the  real 
good-will  is  actually  very  often  depend- 
ent to  a  large  extent  upon  the  trade- 
marks, so  that  these  two  assets  are 
separated  only  with  difficulty. 

Patents,  however,  should  stand  on 
the  books  at  their  real  cost;  that  is,  at 
the  expense  of  actually  securing  such 
patents.  Naturally,  in  the  case  of  re- 
organization and  the  actual  capitaliza- 
tion of  the  patent,  the  item  would  be 
one  of  some  considerable  size;  but  in 
cases  in  which  the  patent  is  secured  by 
the  corporation  and  the  idea  is  worked 
out  by  its  own  engineering  force,  it 
should  be  capitalized  at  only  its  actual 
cost,  or  the  expense  of  securing  it. 

VI 

Deferred  and  Prepaid  Items.  This 
classification  consists  of  those  items 
which  are  variously  known  as  "De- 
ferred "or  "Prepaid  Expenses."  These 
are  of  so  nearly  the  same  nature  that  it 
is  not  believed  worth  while  to  go  into  a 
discussion  of  the  distinction  between 
them.  Some  which  may  be  mentioned 
in  this  connection  are  Reorganization 
and  Development  Expenses,  Prepaid 
Interest  and  Unexpired  Insurance,  and 
possibly  Inventory  of  Supplies,  also 
Prepaid  Taxes,  Water  Rent,  etc.  It  is 
worthv  of  mention  that  the  item  of 
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"Factory  Supplies"  was  formerly,  and 
is  yet  to  a  considerable  extent  con- 
sidered by  many  accountants,  as  part 
of  the  General  Raw  Material  Supplies, 
but  in  order  to  draw  proper  conclusions 
it  is  preferable  that  the  item  be  shown 
separately  on  a  balance  sheet,  if  it  is  not, 
in  fact,  placed  in  this  separate  classifi- 
cation. Although  there  is  considerable 
controversy  over  the  proper  method  of 
handling  reorganization  expense,  stock 
discount,  or  expense  of  selling  stock,  it 
is  conservative  to  write  such  expense 
oflf  over  comparatively  few  years. 

In  cases  where  the  total  charge  for 
reorganization  or  refinancing  expenses 
was  more  than  the  figure  at  which  it  is 
carried  in  the  balance  sheet,  the  method 
of  showing  both  the  original  amount 
and  the  present  amount  by  offsetting 
that  previously  charged  off  is  well 
worth  while,  because  even  though  this 
item  is  not  considered  as  an  asset  in  de- 
termining the  true  net  worth  of  a  busi- 
ness, the  manner  in  which  it  has  been 
handled  gives  an  idea  of  the  policy  of 
the  management. 

r  .Current  Liabilities.  Notes  and  Ac- 
ceptances Payable  are  the  first  to  be 
found  under  this  classification  and 
should  be  separated  into:  Notes  Pay- 
able for  Merchandise,  Trade  Accept- 
ances Payable,  Notes  Payable  to  Bank 
Secured,  the  collateral  for  which  should 
be  marked  on  the  asset  side  to  indicate 
that  it  is  pledged,  Notes  Payable  to 
Banks  Unsecured,  and  Bankers'  Ac- 
ceptances. In  case  of  a  detailed  report 
it  is  customary  for  this  item  of  "  Notes 
Payable"  to  be  supported  by  a  sched- 
ule showing  amounts  due  to  each  bank 
and  maturities. 

All  items  which  are  secured  should 
be  separated  from  those  unsecured. 

The  Accounts  Paj'able  should  be 
subdivided  into  those  due  to  trade 
creditors  and  such  items  as  "  Dividends 
Payable,"  "Commissions  Payable," 
"Accounts  Payable  to  OflBcers  and  Em- 


ployees," "Customers'  Credit  Bal- 
ances," "Unclaimed  Wages,"  etc.  If 
there  is  any  considerable  amount  of 
past  due  accounts  payable,  the  ac- 
count should  be  separated  on  the 
balance  sheet  into  past  due  or  not  due, 
or  the  details  supporting  the  balance 
sheet  should  definitely  state  the  amount 
falling  under  each  of  these  classifica- 
tions. 

That  class  of  contingent  liabilities 
which  is  quite  likelj'  to  become  actual 
liabilities  in  a  short  time,  such  as  com- 
mitments to  purchase  in  the  future  at  a 
price  higher  than  market  at  the  time  of 
such  purchase,  should  come  at  this 
point  as  should  also  the  portion  of  long- 
time obligations  payable  within  a  year 
after  the  date  of  the  balance  sheet. 

vn 

Next  come  the  accrued  and  de- 
ferred items,  which  are  usually  listed 
under  current  liabilities  although  in  the 
more  comprehensive  statements  they 
are  sometimes  given  an  entirely  sepa- 
rate section  in  the  balance  sheet.  This 
classification  includes  such  items  as 
"Salaries,"  "Wages  Accrued,"  "Ac- 
crued Interest,"  "Accrued  Taxes,"  etc. 

The  Reserve  for  Federal  Income  and 
Excess  Profits  Taxes  is  usually  con- 
sidered as  a  current  liability  by  the 
accountant  and  is  always  so  considered 
by  the  banker  although  this  is  only 
proper  if  the  amount  of  the  reserve  is 
somewhere  near  the  amount  which  will 
actually  have  to  be  paid.  The  form  on 
which  the  statements  of  concerns,  whose 
pap>er  is  presented  to  the  federal  reserve 
bank  for  rediscount,  are  made  out  pro- 
vides for  this  item  being  listed  as  a  cur- 
rent liability. 

Quite  frequently  Reserve  for  Federal 
Taxes  is  merged  with  the  Reserve  for 
Contingencies  and  the  amount  is  given 
for  the  two  together  in  the  balance  sheet, 
even  in  the  case  of  a  detailed  audit.     It 
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seems  that  when  such  an  audit  has  been 
made  the  accountant  should  be  able  to 
approximate  somewhat  closely  the 
amount  which  will  probably  have  to  be 
paid  to  the  government,  and  he  should 
separate  this  reserve  from  that  for  con- 
tingencies. 

Many  accountants'  reports  use  a 
stereotyped  phrase  stating  that  the 
balance  sheet  is  subject  to  final  ad- 
justment on  determination  of  the 
amount  due  to  the  federal  government 
for  taxes,  etc.,  and  this  is  found  on  the 
balance  sheets  of  companies  which  have 
had  a  loss  over  a  period  of  years  and 
whose  income  has  been  verified  by  the 
accountant.  One  is  forced  to  draw  the 
conclusion  from  this, that  the  comments 
are  made  up  without  giving  consider- 
ation to  the  particular  circumstances 
of  the  client  whose  affairs  have  been 
audited. 

In  this  section  of  the  report  is  also 
found  Dividends  Declared  and  Unpaid. 
Dividends  in  Arrears  on  Preferred 
Stock  should  also  be  mentioned  in  the 
report. 

Accounts  payable  to  subsidiary  com- 
panies or  to  officers  and  directors,  while 
they  are  considered  current  liabilities, 
should  be  separated  in  every  case  from 
trade  obligations  since  the  condition 
existing  when  those  financially  inter- 
ested in  the  corporation  are  its  principal 
creditors  is  a  very  unsafe  one  for  the 
other  creditors.  There  can  be  no 
excuse  for  failure  to  separate  the  items 
when  such  is  the  case. 

Long-Time  Obligations.  Under  this 
classification  we  have  bonds  and  mort- 
gages, and  notes  payable  over  a  period 
of  years.  Data  supporting  the  balance 
sheet  should  always  give  the  due  dates 
of  the  bonds  or  notes  and,  as  mentioned 
above,  it  is  proper  to  list  among  the 
current  liabilities  such  of  these  items 
as  come  due  within  the  year  follow- 
ing the  date  of  the  statement.  Especial 
attention  should  be  called  to  the  fact 


that  dividends  are  in  arrears  or  that 
any  provisions  of  the  mortgage  cover- 
ing a  bond  issue  have  not  been  met 
with. 

Capital  Stock.  Balance  sheets  should 
show  both  the  authorized  and  out- 
standing stock  of  each  class,  and'  in 
cases  where  there  is  no-par  stock  out- 
standing it  is  preferable  that  the  value 
received  for  such  stock  should  be  listed 
opposite  the  number  of  shares  so  that 
the  surplus  of  the  corporation  which 
is  spoken  of  below  may  be  properly 
divided  into  Earned  and  Unearned 
Surplus. 

Surplus.  We  ^\all  assume  that  in  the 
detailed  report  a  separate  schedule  is 
given  showing  all  debits  and  credits  to 
the  Surplus  account  during  the  period 
under  review,  and  it  is  not,  therefore, 
absolutely  necessary  to  subdivide  the 
account  on  the  face  of  the  balance  sheet. 
It  is  much  better,  however,  always  to 
separate  the  earned  from  the  unearned 
surplus,  as  the  surplus  adjustments 
during  the  year  may  be  so  many  and 
varied  that  a  great  deal  of  time  is  in- 
volved on  the  part  of  the  person  scru- 
tinizing the  report  in  trying  to  analyze 
this  account.  The  Surplus  account  as 
it  is  now  shown  in  the  reports  of  some 
corporations  having  no-par  capital 
stock  is  made  up  of  at  least  three  classes 
of  items,  that  is: 

1.  The  amount  received  for  no-par  com- 
mon stock  in  excess  of  the  figure  at  which 
it  is  carried. 

2.  Actual  profits  from  operations. 

3.  The  writing  up  of  the  value  of  the  per- 
manent assets. 

We  have  now  covered  roughly  the  in- 
formation which  the  balance  sheet 
should  contain,  and  it  was  not,  as  stated 
at  the  outset,  the  intention  in  cases  in 
which  there  are  two  methods  of  han- 
dling an  item  either  of  which  might  be 
considered  proper,  to  state  that  only 
the  one  mentioned  in  this  article  was 
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proper,  but  merely  to  show  which 
method  would  be  preferable  from  the 
bankers'  viewpoint. 

vin 

The  contingent  liabilities  which  are 
ascertainable  may  be  subdivided  into: 

1.  Those  of  a  financial  nature,  such  as 
the  indorsement,  guarantee,  or  sale  of  ne- 
gotiable instruments  and  which  arise  in  a 
general  way  as  follows:  through  the  dis- 
count, transfer,  or  sale  of  note,  trade,  or 
bank  acceptances,  under  letter  of  credit, 
domestic  or  foreign  drafts,  etc. 

2.  Those  arising  through  the  contract  of 
sale  or  purchase  of  merchandise,  indorse- 
ment of  notes  for  affiliated  or  subsidiary 
companies,  and  the  guarantee  of  payment 
of  interest  on  bonds  of  subsidiary  companies, 
also  the  indorsement  of  commercial  paper 
as  an  accommodation  party. 

One  of  the  principal  classes  of  con- 
tingent liabilities  was  not  referred  to 
above,  that  is  the  liability  arising 
through  the  sale  or  assignment  of  Ac- 
counts Receivable.  While  organiza- 
tions buying  such  accounts  serve  a  well- 
defined  need  in  the  business  community 
and  there  are  some  types  of  business 
which  could  not  be  well  carried  on  with- 
out such  houses,  it  is  not  considered 
proper  for  a  concern  which  obtains 
funds  in  this  way  to  receive  direct  bank 
credit  to  any  great  degree. 

Among  the  second  classes  of  con- 
tingent liabilities  mentioned  above,  the 
one  which  probably  is  of  the  most  im- 
portance at  the  present  time,  or  at  least 
in  balance  sheets  at  the  first  of  this 
year,  was  the  liability  for  merchandise 
to  be  delivered  in  the  future  for  a  price 
higher  than  its  market  price  at  the  time 
of  delivery.  It  is  customary  to  list  this 
item  among  the  current  liabilities  in  the 
balance  sheet,  but  instances  have  come 
to  light  where  the  liability  was  of  con- 
siderable size  and  no  mention  was  made 
of  it  in  the  report. 
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Another  class  of  contingent  liabilities 
which  is  more  seldom  met  with  is  that 
pending  litigation  or  prospects  of  litiga- 
tion on  account  of  the  patent  infringe- 
ments or  suits  of  any  kind.  It  is  some- 
times difficult  to  discover  liabilities  of 
this  character,  but  attention  should  be 
called  to  them  in  the  report. 

It  is  quite  customary  for  banks  at 
this  time  to  require  that  life  insurance 
in  favor  of  a  company  shall  be  carried 
on  the  lives  of  those  who  are  most  re- 
sponsible for  its  success,  and  as  should 
have  been  mentioned  in  discussing  the 
capital  assets,  the  adequacy  of  the  fire 
insurance  is  always  looked  into.  Both 
the  fire  insurance  and  the  life  insurance 
should,  therefore,  be  set  out  in  the  re- 
port so  that  this  rather  intangible  class 
of  contingent  liabilities  or  possibilities, 
dependent  upon  the  life  of  the  manage- 
ment of  a  business  and  the  continued 
use  of  its  manufacturing  facilities,  will 
appear  to  have  been  properly  guarded 
against. 

If  the  balance  sheet  and  the  com- 
ments thereon  are  sufficiently  detailed, 
the  Statement  of  Income  and  Profit  and 
Loss  can  be  quite  condensed  and  still  be 
satisfactory,  although  there  are  times 
when  further  information  is  needed 
about  certain  items,  such  as  advertising 
appropriations,  executive  salaries,  etc. 
In  such  cases  it  is  usually  necessary  for 
the  banker  to  obtain  definite  informa- 
tion directly  from  the  client. 

Neither  the  amount  of  detail  which 
is  given  in  this  statement  concerning 
the  various  classes  of  expenditures,  nor 
the  classification  used  is  of  any  par- 
ticular concern  to  the  banker,  and  he 
is  interested  principally  in  receiving 
figures  which  show  in  general  the  follow- 
ing: 

1.  The  gross  sales. 

2.  Returns  and  allowances. 

3.  The  cost  of  sales  giving  details  of  the 
inventories  both  at  the  beginning  and  end 
of  the  year. 


162 


ADMINISTRATION 


4.  Expenses  of  operation. 

5.  Other  charges. 

6.  Net  increase  or  decrease  in  the  surplus 
as  a  result  of  operation. 

It  is  very  necessary  that  the  inven- 
tory be  separated  both  at  the  beginning 
and  end  of  the  year  into  three  general 
classifications  spoken  of  under  the  dis- 
cussion on  the  current  assets  in  the 
balance  sheet,  in  order  that  the  banker 
may  judge  how  the  year's  operations 
have  effected  the  inventories  and 
whether  the  inventories  as  given  in  the 
balance  sheet  at  the  end  of  the  year  are 
properly  balanced. 

Reports  submitted  sometimes  show 
that  the  largest  part  of  the  client's  in- 
come has  been  from  cash  discounts 
received.  This  is  due  to  the  fact  that 
certain  lines  allow  extraordinarily 
liberal  cash  discounts.  In  such  cases 
these  discounts,  or  at  least  that  part  of 
them  which  cannot  properly  be  con- 
sidered as  a  cash  discount,  should  be 
deducted  from  the  merchandise  pur- 
chases. 

In  a  year  such  as  last  year,  one  of 
the  most  important  items  in  a  state- 
ment and  one  which  was  often  over- 
looked was  the  "Amount  of  Inventory 
Mark-Do wns."  The  method  usually 
followed  of  adding  the  inventory  at  the 
beginning  to  the  purchases  and  sub- 
tracting the  inventory  at  the  end,  ar- 
rives at  the  same  results  so  far  as  the 
net  profits  are  concerned  as  though  the 
actual  cost  of  material  consmned  had 
been  used.  It  is  much  better,  however, 
to  show  separately  from  the  cost  of 
material  consumed  the  amount  charged 
off  the  inventories  remaining  on  hand. 
Many  cases  have  been  seen  in  which  a 
company  has  actually  made  a  profit  on 
every  article  sold  during  the  year  and 
yet  in  order  to  take  advantage  of  the 
income  tax  ruling,  has  marked  down  its 
inventory  at  the  end  of  the  year  so  as  to 
show  a  loss  from  operations.  A  much 
better    insight    into    this    company's 
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operations  is  given,  therefore,  by  sepa- 
rating this  mark-dowTi  from  the  cost 
of  material  used.  Wliether  or  not  this 
is  possible  depends  somewhat  upon  the 
stock  records  kept,  but  in  most  cases 
the  accountant  should  be  able  to  sepa- 
rate the  items  without  any  particular 
difiiculty. 

The  report  may  be  made  consider- 
ably more  interesting  and  valuable  to 
the  client  by  using  percentages  and  show- 
ing in  this  manner  the  relation  of  the 
various  items  in  the  Income  account  to 
each  other.  This  is  particularly  true 
in  cases  in  which  statements  for  two  or 
more  years  are  given. 

IX 

We  said  at  the  outset  that  the  details 
of  the  Surplus  account  should  be  given, 
and  this  seems  to  call  for  no  further 
elaboration.  Reports  are  sometimes 
submitted,  however,  in  which  only  the 
changes  in  the  Surplus  account  from 
the  last  audit  report  are  given.  In  case 
the  banker  does  not  have  the  former 
audit  report  but  has  the  report  of 
the  client  himself,  and  the  surplus  ad- 
justments of  the  former  period  were 
never  made  on  the  books,  this  is  quite 
confusing.  If  only  the  adjustments  as 
made  on  the  client's  books  are  given  he 
is  equally  at  sea.  It  seems  advisable, 
therefore,  in  cases  in  which  adjustments 
suggested  at  the  time  of  a  previous 
audit  have  never  been  placed  on  the 
books,  to  give  both  the  changes  in  the 
Surplus  account  as  sho^Ti  on  the  clients 
books  and  the  adjustments  made  from 
the  surplus  shown  in  the  previous  audit 
report. 

Although  they  are  verj' seldom  found, 
graphs  may  sometimes  be  used  effec- 
tively. Their  use  is  not  at  all  necessary 
when  everj'one  seeing  the  report  can 
grasp  the  significance  of  the  various 
statements,  and  they  should  of  course 
be  used  sparingly.     It  .seems  that  they 
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could  be  resorted  to  occasionally, 
however,  without  encroaching  on  the 
field  of  the  economist  or  the  engineer 
or  in  any  way  detracting  from  the  high 
standing  of  the  profession.  The  use 
of  graphs  in  a  number  of  cases  would 
add  greatly  to  the  efficacy  of  the 
report. 

Some  accountants  submit  to  their 
clients  what  might  be  termed  the  "run- 
ning" form  of  balance  sheet  and  this  for 
form,  no  doubt,  is  much  clearer  to  one 
not  versed  in  accounts.  It  follows  very 
nearly  the  method  used  by  banks  in 
analyzing  balance  sheets,  listing  first 
the  current  assets,  then  subtracting 
the  current  liabilities  to  arrive  at  the 
working  capital  and  continuing  on 
through  to  the  net  worth.  The  princi- 
pal value  of  this  tj'pe  of  statement  is 
believed  to  be  in  connection  with  the 
reports  of  comparatively  small  busi- 
nesses rather  than  with  those  of  our 
largest  industrial  enterprises. 

A  comparatively  new  type  of  state- 
ment which  should  be  found  in  the 
audit  report  and  which  does  not  seem 
to  be  in  general  use  has  been  sometimes 
called  "Statement  Showing  Applica- 
tion of  Funds"  or  "Statement  Showing 
Changes  in  Position  and  Causes  There- 
of," which  was  ably  discussed  in  a 
previous  issue  of  Administration.  This 
is  easily  prepared  by  taking  comparative 
balance  sheets  and  summarizing  the 
changes  in  a  logical  manner,  and  it 
brings  very  forcibly  to  the  attention  of 
the  one  reading  the  statement  changes 
in  condition  the  portent  of  which  he 
might  not  otherwise  grasp.  In  com- 
paring the  statement  of  a  borrower  at 
one  date  with  one  at  another  date,  the 
banker  always  looks  at  the  changes  in 
the  accounts  and  in  effect  makes  such  a 
statement  as  the  above,  but  the  client 
is  not  always  able  to  do  so.  Their 
inclusion  of  some  such  statement  in 
every  detailed  audit  report  seems  well 
worth  while. 


There  is  a  certain  tj-pe  of  report 
which  although  well  designed  to  serve 
a  special  need  in  connection  with  the 
financing  or  refinancing  of  the  business, 
is  often  presented  to  a  banker  presum- 
ing to  show  the  present  standing  of  the 
business  from  a  credit  standpoint. 
This  is  the  statement:  "/\iter  Giving 
Effect  to  Financing."  There  are  three 
reasons  why  such  a  statement  does  not 
usually  show  anj-thing  near  the  actual 
financial  condition  of  the  client  at  any 
particular  time,  and  why  it  is  very 
misleading  to  one  extending  credit. 

1.  The  effect  is  given  to  the  immediate 
receipt  of  the  funds  provided  under  such 
financing,  whereas  in  reaUty  the  funds  are 
likely  to  be  received  over  a  long  period  of 
time. 

2.  The  funds  which  are  expected  to  be 
realized  are  applied  against  certain  current 
liabiHties  but  when  they  are  really  received 
they  are  not  so  apphed. 

3.  The  expenses  of  such  financing  are 
sometimes    underestimated. 

WTiile  bearing  in  mind  that  in  mak- 
ing such  a  report  as  this  the  accountant 
merely  applies  figures  which  are  given 
by  the  client,  it  still  seems  that  the 
manner  in  which  such  funds  are  applied 
should  be  somewhere  indicated  so  that 
the  one  receiving  the  report  can  again 
reduce  it  to  an  actual  financial  state- 
ment and  eliminate  the  items  which 
have  been  applied  thereto. 

Although  it  is  realized  that  a  report 
of  this  character  is  very  necessary  in 
the  case  of  a  proposed  sale  of  bonds  or 
capital  stock,  instances  are  knoisTi 
where  the  name  and  reputation  of  the 
accountant  has  been  used  to  assist  in 
the  sale  of  securities,  when  the  possi- 
bility of  the  financial  condition  of  the 
company  ever  being  what  it  was  rep- 
resented to  be  by  such  a  statement  was 
very  remote.  From  the  standpoint  of 
protecting  their  reputation,  it  seems 
that  the  accountants  should  be  very 
careful  in  preparing  this  tj'pe  of  report. 
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JOB  analysis  was  developed  for  the 
purpose  of  securing  data  to  be  used 
in  writing  job  specifications.  These 
specifications  were  to  be  turned  over  to 
interviewers  in  the  employment  office 
for  use  in  selecting  workers  to  fill 
vacancies  in  the  organization.  The 
technique  for  analyzing  jobs  and  re- 
cording the  data  has  been  improved 
steadily.  The  uses  to  which  the  job 
specifications  have  been  put  also  have 
been  extended. 

The  interest  in  job  analysis  was 
crystallized  when  Frederick  W.  Taylor 
published  "Shop  Management"  in 
1911.  The  movement  has  gone  through 
four  well-defined  stages.  The  first  job 
analysis  records  were  random  notes 
which  described  individual  jobs.  These 
were  followed  by  the  composite,  essay 
job  specification  which  represented 
an  attempt  to  combine  "common  ele- 
ments." In  the  third  stage  the  narra- 
tive description  was  retained  and  a  list 
of  items  to  be  checked  was  added.  By 
means  of  this  list  it  was  possible  to 
make  a  quick  survey  of  working  condi- 
tions and  man  requirements.  This 
material  proved  a  valuable  supplement 
to  the  job  description.  The  fourth  step 
in  the  solution  of  job  analysis  and  job 
specifications  was  taken  during  the 
World  War. 

Since  1918  there  has  been  a  grownng 
tendency  to  abandon  the  narrative  job 
description  and  to  substitute  in  its  place 
an  outline  record  of  duties  performed. 
Today,  the  most  satisfactory  job  speci- 
fication contains  a  record  of  distinct 
duties  arranged  in  consecutive  order 
and,  if  possible,  in  an  order  of  impor- 
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tance.  The  list  of  duties,  together 
with  the  checked  items  covering  other 
factors  that  focus  in  the  job,  make  up  a 
specification  that  can  be  effectively 
used  in  a  great  variety  of  ways. 

In  the  small  shop,  where  the  labor 
turnover  is  low  and  where  the  employer 
is  in  intimate  contact  with  his  men,  the 
need  for  a  detailed  analysis  of  jobs  does 
not  exist.  When  a  vacancy  occurs  the 
man  who  interviews  and  employs  has 
the  details  of  the  job  to  be  filled  well  in 
mind.  Perhaps  at  some  time  in  his 
own  experience  he  has  held  the  job  in 
question  or  the  one  immediately  above 
or  below  it.  At  least  he  is  in  daily  con- 
tact with  the  work  and  is  able  to  give  a 
clear,  detailed,  and  concise  statement 
concerning  the  regular  duties  of  any- 
one engaged  to  fill  the  vacancy.  When 
he  examines  an  applicant  as  to  his 
qualifications  or  explains  the  job  re- 
quirements it  is  not  necessary  to  refer 
to  a  printed  slip  for  information. 

This  state  of  affairs  is  true,  to  a  lesser 
degree,  in  large  organizations  where 
the  emplojang  and  discharging  lies  en- 
tirely in  the  hands  of  the  foremen. 
They  are  familiar  with  the  details  of 
the  jobs  in  their  departments.  So  long 
as  the  right  to  "hire  and  fire"  rested  in 
the  hands  of  the  individual  foreman  the 
need  for  detailed  job  analysis  records 
and  job  specifications  was  not  felt. 

With  the  creation  of  employment 
departments  in  large  organizations  and 
the  placing  of  the  responsibility  for  in- 
terviewing in  the  hands  of  junior  execu- 
tives, or  even  high-grade  clerks,  it  be- 
came necessary  to  collect  information 
concerning  jobs  in  the  organization. 
It  was  impossible  to  obtain  interviewers 
who  were  familiar  with  all  the  details 
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of  all  the  jobs  in  the  company.  Depart- 
ment heads  and  foremen  were  asked  to 
specify,  with  considerable  attention  to 
detail,  the  kind  of  person  that  was 
needed  to  fill  a  job  when  a  vacancy 
occurred. 

This  method  met  with  indifferent 
success  for  obvious  reasons.  The  shop 
executives  in  many  cases  were  not  in 
complete  sympathy  with  the  work  of 
the  employment  department.  They 
felt  that  one  of  their  most  valuable  pre- 
rogatives, that  of  employing  and  dis- 
charging the  men  in  their  own  depart- 
ments, had  been  taken  from  them.  In 
addition,  the  making  of  a  job  analysis 
usually  requires  the  ability  to  recognize, 
break  down,  and  tease  out  a  job  into 
its  elements  and  to  frame  statements 
concerning  those  elements  in  clear, 
concise  English.  The  shop  executives 
were  not  trained  to  analyze  their  own 
activities  or  the  activities  of  their  men. 
Their  inability  to  state  their  knowledge 
concerning  jobs  proved  an  insuperable 
diflBculty. 

Since  the  centralized  employment  de- 
partment has  been  introduced  as  an 
important  and  permanent  feature  in 
the  organization  of  industry,  it  became 
necessary  to  devise  some  means  where- 
by accurate  and  usable  information 
concerning  jobs  could  be  assembled  so 
as  to  serve  as  guides  to  interviewers. 
In  order  to  secure  first-hand  informa- 
tion the  emplojTnent  managers  went 
into  the  departments  of  the  plant,  in- 
terviewed the  foremen  and  the  men, 
and  found  out  what  work  was  being 
performed.  This  constituted  the  "job 
analysis"  or  the  analytical  process^ 
that  was  employed  in  gathering  facts 
about  positions  and  workers  in  the 
organization.  After  the  data  were 
collected  the  employment  managers 
returned  to  their  offices  and  wrote  out 
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what  they  had  seen.  These  brief  state- 
ments, usually  one  paragraph  in  length 
and  in  narrative  form,  constituted 
the  "job  specification."  Then  the  job 
analysis  data  had  been  transformed 
into  a  tool  to  be  used  by  the  inter- 
viewers in  selecting  men  for  jobs  and 
jobs  for  men. 

The  lack  of  conciseness  and  definite- 
ness  that  characterized  this  stage  in  the 
development  of  job  specifications  did 
not  interfere  with  their  usefulness  so 
long  as  they  were  written  by  the  men 
who  also  did  the  interviewing.  The 
general  essay  statements  served  more 
to  recall  impressions  of  jobs  than  to 
give  detailed  pictures  of  them.  This 
might  well  be  called  the  "thumb-nail 
sketch"  period  in  the  development  of 
job  specifications.  However,  when  the 
interviewer  left  the  employ  of  the  com- 
pany his  notes  often  proved  of  little 
value  to  his  successor. 

Gradually  the  narrative  statements 
concerning  the  jobs  were  made  more 
and  more  specific  until  they  were  devel- 
oped to  such  a  point  that  they  could  be 
turned  over  to  new  and  inexperienced 
interviewers  and  used  by  them  with 
considerable  success.  A  genuine  effort 
was  made  to  make  the  statements  con- 
cerning jobs  as  complete  and  clear  as 
possible.  In  order  to  accomplish  this 
they  were  checked  and  revised  by  the 
heads  of  departments,  foremen,  and 
the  workmen  concerned.  When  sim- 
ilar jobs  existed,  and  when  compa- 
rable statements  could  be  used,  they 
were  employed  in  the  interests  of  clear- 
ness and  uniformity. 

The  narrative  or  essay  form  of  re- 
cording job  analysis  data  had  one  great 
disadvantage.  The  separate  and  dis- 
tinct items  could  not  be  isolated  read- 
ily. Frequently  the  statements  were  a 
melange  of  duties,  man  requirements, 
and  a  general  description  of  working 
conditions.  If  the  employment  man- 
ager wanted  a  list  of  the  specific  duties 
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of  a  machinist  this  information  had  to 
be  picked  out  from  a  mass  of  other  ma- 
terial. If  a  Committee  on  Wages  and 
Shop  Conditions  wanted  to  use  the  job 
analysis  records  as  a  source  of  informa- 
tion concerning  working  conditions, 
these  data,  in  turn,  had  to  be  isolated. 
The  tearing  apart  of  narrative  state- 
ments and  the  classification  of  items  is 
a  tedious  and  unsatisfactory  process. 

In  1914  Mr.  P.  J.  Reilly  of  the  Den- 
nison  Manufacturing  Company  devised 
a  standard  form  for  recording  job 
analysis  data.  Statements  for  all  jobs 
were  prepared  in  a  uniform  manner  and 
included  the  job  number,  grade,  occu- 
pation, name,  length  of  learning  period, 
previous  experience  or  training,  start- 
ing wage,  advancement,  wage  limit, 
age,  height,  weight,  posture,  motion, 
hands,  eyesight,  schooling  desired, 
overtime,  and  layoffs.  A  paragraph 
statement  detailing  the  duties  of  the 
worker  and  the  qualifications  of  a  per- 
son who  could  successfully  do  the  work 
occupied  the  major  portion  of  the  form. 
Some  of  these  data  were  recorded  by 
means  of  a  check  system  and  others  by 
descriptive  statements.  This  combi- 
nation form  represented  a  decided  ad- 
vance over  the  narrative  or  essay  style 
of  recording  information  relating  to 
jobs. 

II 

The  next  step  in  the  development  of 
job  specifications  was  made  by  Mr. 
N.  D.  Hubbell  of  the  National  Carbon 
Company.  He  subordinated  the  de- 
scriptive statements  concerning  the  job 
to  a  minorplace,  and  devised  a  relatively 
complete  checking  system  to  be  used 
in  recording  data  concerning  positions 
in  foimdry,  forge,  pattern,  carpenter, 
and  cabinet  shops.  This  standard 
form  had  many  distinct  advantages 
over  any  style  where  the  descriptive 
statement  was  a  prominent  feature. 
Foremen,    interviewers,    and    employ- 


ment men  could  checkthe  items  quickly . 
Elaborate  training  in  analyzing  jobs 
was  not  needed.  Statements  could  be 
evaluated  readily  and  any  one  class  of 
information,  such  as  man  requirements 
for  a  particular  type  of  work,  could  be 
isolated  with  ease.  In  addition,  the 
same  points  concerning  jobs  were  cov- 
ered in  every  case.  This  was  not  true 
when  the  employment  manager  de- 
pended upon  the  narrative  statement 
for  his  information.  Under  that  sys- 
tem one  or  more  important  items 
frequently  were  omitted  in  \sTiting  up 
the  records. 

By  the  end  of  1917  the  employment 
managers  throughout  the  coimtry 
were  beginning  to  adopt  the  standard 
check  form  for  recording  job  analysis 
data.  The  descriptive  statements 
came  to  occupy  a  decidedly  subor- 
dinate position.  Observers  were  re- 
quired to  indicate  by  means  of  a  cross 
whether  the  work  was  permanent, 
temporary,  overtime,  floor,  bench,  ma- 
chine, standing,  sitting,  stooping, 
heavy,  medium,  light,  variety,  repeti- 
tive, automatic,  quick,  slow,  danger- 
ous, coarse,  fine,  exacting,  clean,  dirty, 
greasy,  hot,  moist,  wet,  dusty,  exposed 
to  fumes  or  acid,  etc.  This  system 
was  elaborately  developed  and  used 
in  recording  information  concerning 
minimum  qualifications,  duties,  rates  of 
pay,  promotion,  related  jobs,  and  rea- 
sons for  leaving  the  employ  of  the 
company. 

The  first  system  of  random  notes  on 
jobs  and  job  requirements  was  re- 
placed by  complete  records  of  the  de- 
tails of  the  operations  performed  on  a 
given  job,  the  mental  and  physical 
qualifications  of  the  worker  holding 
the  job,  and  the  conditions  surround- 
ing the  worker  which  influenced  him 
as  a  productive  unit. 

The  Committee  on  Classification  of 
Personnel  in  the  Army  was  concerned 
primarily    with    the    conservation    of 
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skilled  men  and  their  utilization  in  the 
army  where  their  skill  or  knowledge 
was  most  needed.  To  accomplish  this 
it  was  necessary  to  make  a  careful 
analysis  of  just  what  each  enlisted 
man  and  officer  could  do.  It  was 
equally  necessary  to  analyze  the  duties 
in  the  army  in  terms  of  the  skill  and 
training  necessary  to  perform  them 
efficiently.  Finally,  it  was  necessary 
to  place  men  in  terms  of  their  personal 
qualifications  and  the  specifications 
of  the  jobs  that  had  to  be  filled.  One 
of  the  results  of  this  system  was  that 
training  was  speeded  up.  In  this  way 
it  was  possible  to  gear  up  the  entire 
organization  so  that  it  ran  with  a  sur- 
prising degree  of  efficiency. 

Since  the  signing  of  the  armistice 
in  November  1918,  many  industrial 
and  educational  institutions  have 
profited  by  the  work  of  the  Commit- 
tee on  Classification  of  Personnel  in  the 
Army.  More  and  more  emphasis  has 
been  placed  on  man  analysis.  We 
find  that  job  specifications  are  now 
used  in  department  stores,  factories, 
mills,  and  in  municipal,  state,  and 
federal  employment  work.  The  Civil 
Service  Commissions  of  Ohio,  New 
Jersey,  California,  Milwaukee,  and 
New  York  City  have  prepared  specifi- 
cations to  be  used  as  a  basis  for  select- 
ing competent  persons  to  fill  vacancies. 

Mr.  Eugene  J.  Benge  of  the  Em-, 
ployment  Department  of  the  Atlantic! 
Refining  Company,  Philadelphia, 
Pennsylvania,  has  developed  a  tech- 
nique for  analyzing  job  analysis  data 
through  the  use  of  Hollerith  cards. 
After  completing  a  survey  of  the  office  ^^ 
positions  in  the  company  he  coded  the 
.separate  items  and  had  a  card  punched 
for  each  of  the  jobs  analyzed.  By 
running  the  cards  through  the  machine 
it  was  possible  to  list  the  different  kinds 
of  work  done  by  the  clerks  in  the  entire 
organization  and  also  to  arrange  the 
duties  in  an  order  of  frequency,    ^\^len- 


ever  a  particular  type  of  information  is 
desired,  as  for  example,  the  number  of 
men  between  25  and  30  years  of  age 
who  are  occupied  as  ledger  clerks,  that 
can  quickly  be  assembled.  This  sys- 
tem increases  the  usefulness  of  the  job 
analysis  data  and  eliminates  most  of 
the  difficulties  that  were  so  apparent 
when  such  records  were  kept  in  narra- 
tive form. 

Ill 

When  industry  faced  the  problem  of 
finding  work  for  disabled  and  handi- 
capped soldiers  the  job  analysis  and 
man  analysis  technique  proved  to  be  of 
value.  Many  jobs  could  be  filled  by 
men  who  had  lost  a  foot,  one  arm, 
an  eye,  or  who  had  other  handicaps. 
Municipal  and  state  departments  of 
labor  made  surveys  of  the  industrial 
situation  ^\'ith  the  result  that  handi- 
capped men  were  placed  at  work  they 
could  perform  successfully. 

Employers  gradually  have  come  to 
recognize  that  maximum  and  continu- 
ous output  of  product  can  be  obtained 
only  when  the  members  of  the  working 
force  are  contented.  The  job  analysis 
offers  a  means  by  which  the  workers 
and  work  can  be  studied  scientifically, 
and  data  assembled  for  use  in  adjust- 
ing disputes  concerning  wages  and 
working  conditions.  This  method  of 
securing  data  for  describing  work  and 
writing  operating  instructions  is  being 
employed  with  signal  success  in  the 
clothing  industry.  In  a  numljcr  of 
concerns  every  operation  in  the  making 
of  garments,  even  down  to  the  num- 
ber of  hand  stitches  to  the  inch  in  sew- 
ing labels,  armholes,  vents,  and  corners 
is  analyzed  and  recorded.  Data  are 
gathered  by  a  representative  of  the 
company  and  a  member  of  the  Amal- 
gamated Clothing  Workers  of  America. 
When  job  descriptions  and  operating 
instructions  are  approved  by  the  two 
men  who  represent  the  two  interested 
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groups,  the  written  record  is  filed  and 
becomes  the  standard  to  be  used  in 
instructing  new  operators,  in  measur- 
ing quality  of  output,  and  in  deter- 
mining piece  rates.  It  has  been  found 
that  most  wage  troubles  grow  out  of 
misunderstandings  between  one  worker 
and  one  foreman.  Since  the  practice 
of  carefully  analyzing  all  the  elements 
of  a  job  has  been  introduced,  continu- 
ous production  has  been  maintained 
and  the  system  has  paid  for  itself. 

The  efficiency  of  any  organization 
and  the  contentment  of  the  workers, 
depend  upon  the  co-ordination  of  the 
work  of  the  various  departments,  the 
specific  definition  of  duties  and  re- 
sponsibilities of  workers,  and  the  exist- 
ence of  well-recognized  lines  of  pro- 
motion. By  means  of  the  job  analysis 
and  the  permanent  records  in  the  form 
of  job  specifications,  it  is  possible  to 
co-ordinate  the  activities  in  an  organi- 
zation and  to  control  the  situation  in 
a  manner  that  hitherto  was  impossible. 
Job  specifications  recognize  the  fact 
that  individual  differences  exist  in  men 
and  in  jobs.  Jobs  expand  and  con- 
tract, depending  upon  the  skill,  ex- 
perience, initiative,  perseverance,  and 
desire  for  advancement  of  the  men 
holding  them.  A  "strong"  man  ex- 
tends his  influence  and  his  job  grows 


correspondingly.  If  he  is  succeeded 
by  a  weaker  individual  the  job  con- 
tracts and  adjustment  takes  place  all 
along  the  line.  Like  individual  cells 
in  a  living  organism,  jobs  change  even 
while  they  are  being  studied. 

Recently  the  use  of  job  analysis  data 
has  been  extended  to  what  will  prob- 
ably become  its  most  important  field. 
Job  analysis  data  give  information 
which  may  serve  as  the  basis  for  train- 
ing courses  within  the  organization  and 
in  co-operation  with  schools  and  col- 
leges. A  few  industrial  organizations 
have  developed  courses  for  their  em- 
ployees after  analyzing  the  jobs  in  the 
concern.  The  Department  of  Voca- 
tional Education  at  the  University  of 
California  has  analyzed  positions  for 
juniors  in  the  fields  of  banking,  rail- 
roading, and  retail  selling.  Vocational 
ciu-ricida  have  grown  out  of  a  study  of 
the  accumulated  data.  During  the 
summer  of  1920,  the  Division  of  Co- 
operative Research  at  Carnegie  In- 
stitute of  Technology  made  a  thorough 
analysis  of  executive  positions  in  the 
fields  of  Building  Construction,  Com- 
mercial Printing,  and  Metal  Works 
Production.  The  data  serve  as  the 
basis  for  new  curricula  designed  to  train 
men  for  positions  of  responsibility  in 
industry. 


PROMOTION  OF  BETTER  INDUSTRIAL  RELATIONS  BY 
A   CHAMBER  OF  COMMERCE 

BY  ALEXANDER  C.   BROWN* 


THE  seeds  of  industrial  injustice, 
thoughtlessly  sown  in  the  past  by 
both  employer  and  employee,  germi- 
nated in  the  soil  of  self-interest,  fertil- 
ized by  ignorance,  suspicion,  and  agi- 
tated unr'^st,  have  brought  forth  such  a 
harvest  of  industrial  weeds  as  to  fairly 
clioke  the  product i\nty  of  industry. 
How  to  keep  down  the  weeds  has  be- 
come a  study  of  graver  importance  of 
recent  years,  than  how  to  grow  the 
crop. 

Industrial  discontent  is  a  weed 
whose  seeds  scatter  from  a  neighbor's 
garden  to  your  own,  no  matter  how 
careful  you  are  not  to  sow  them  your- 
self. 

It  has  long  been  a  misconception 
that  the  square-deal  policy  of  industrial 
relations  in  one's  own  plant  is  sufficient 
insurance  against  discontent,  unrest 
and  labor  troubles  in  that  plant. 
Recognition  is  now  being  given,  all  too 
tardily,  to  the  danger  lurking  in  an 
unsound  labor  policy  in  one's  neigh- 
bor's plant.  Sooner  or  later  you  will 
suffer  from  it,  along  with  him,  no 
matter  how  equitable  a  policy,  you 
yourself,  have  maintained.  And  the 
public,  the  so-called  poor,  innocent 
public,  will  as  surely  suffer  along  with 
you  and  your  neighbor.  But  the  public 
is  not  so  innocent  as  it  is  represented, 
except  as  to  sins  of  commission.  The 
sins  of  omission,  of  which  it  has  been 
guilty,  have  been  many  and  are  born 
largely  of  ignorance. 

The  public  has  failed  to  understand 
that  whenever  an  injustice  is  done  by 
an   employer   to   his   employees,    and 
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whenever  an  injustice  is  imposed  upon 
an  employer  by  his  employees,  the 
public  will  inevitably  suffer  in  the  end. 
It  has  been  too  slow  to  appreciate  its 
responsibility  in  the  settlement  of 
labor  disputes  and  too  ready  to  throw 
the  weight  of  its  influence  with  one 
side  or  the  other  as  its  sijmpathies  may 
have  influenced  it  without  giving 
serious  thought  to  the  imderlying 
principles  involved. 

Though  appreciating  many  of  the 
economic  conditions  that  operate  to 
cause  general  discontent  and  real 
suffering,  the  average  citizen  has  not 
given  the  thought  that  he  should  to 
the  part  that  industrial  relations  plays 
in  influencing  those  economic  condi- 
tions. He  has  recently,  however, 
begun  to  think  more  in  terms  of 
economic  causes  and  effects  than  was 
hitherto  his  custom,  for  seldom,  if  ever, 
have  the  laws  of  economics  been 
brought  closer  home  to  him  than  dur- 
ing these  years  of  reaction  from 
extreme  conditions.  Never  was  there 
a  more  opportune  time  to  point  out  to 
him  those  extreme  conditions  in  indus- 
try that  adversely  affect  his  welfare 
— the  extremes  of  overproduction  and 
underproduction,  of  labor  shortage 
and  unemployment,  of  high  wages  and 
low  wages,  of  dictatorial  practices  by 
employees  and  autocratic  practices 
by  employers.  .Vll  these,  and  many 
other  industrial  extremes,  represent 
real  perils  to  the  public  interest. 

\Miose  is  the  responsibility  of  warn- 
ing the  public  of  these  perils?  And 
who  is  to  take  the  initiative  in  crystal- 
lizing public  opinion  as  to  the  imderly- 
ing  principles    of   industrial    relations 
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that  must  be  established,  in  the  pubHc 
interest,  as  the  sole  protection  against 
them? 

Part  of  the  responsibility  for  con- 
structive leadership,  due  to  the  na- 
tional and  international  scope  of  these 
matters,  is,  broadly  speaking,  a  fed- 
eral and  state  function.  But  effec- 
tiveness can  only  be  attained  by 
community  action.  The  very  structure 
of  our  government  and  the  growth  of 
our  nation  have  been  founded  upon 
the  development  of  the  thought  and 
action  of  the  separate  communities 
expressing  themselves  from  ^athin, 
rather  than  upon  a  centralized  and 
paternalistic  control  exerted  upon  them 
by  federal  or  state  government. 

If,  then,  the  responsibility  for  this 
leadership  is  primarily  a  community 
matter,  where  can  it  more  logically  fall 
than  upon  the  chief  civic  and  com- 
mercial organization  of  each  commu- 
nity— the  chamber  of  commerce? 

The  chamber  of  commerce,  if  it  is  to 
fulfil  its  proper  functions  in  a  com- 
munity, should  be  better  equipped 
than  any  other  body  to  give  thought- 
ful study  to  the  basic  principles  govern- 
ing proper  industrial  relations  and  to 
so  formulate  them  that  they  will  be 
clearly  understood  by  employer,  em- 
ployee, and  the  public. 

The  first  step  of  the  chamber  of 
commerce,  therefore,  in  accepting  this 
responsibility,  is  the  formulation  of  a 
definite  labor  policy  composed  strictly 
of  principles,  not  methods.  Such  a 
declaration  of  principles  should  not 
only  be  equitable,  both  to  employers 
and  to  employees,  but  should  empha- 
size that,  at  all  times,  the  public  interest 
is  paramount.  So  many  disagree- 
ments as  to  principles  of  labor  relations 
are  caused  by  a  misunderstanding  of 
the  terms  used  in  expressing  these 
principles,  that  the  clearest  possible 
definition  of  such  terms  is  necessary 
before   general   acceptance  of  I  he  ex- 


pressed  principles   may   be   expected. 

Most  of  us  have  the  American  habit 
of  labeling  or  tagging  things  with 
terse  expressions  such  as  "open  shop" 
and  "collective  bargaining"  without 
having  any  too  clear  an  idea  of  the 
definition  of  those  labels.  The  very 
use  of  such  terms  between  individuals 
having  in  mind  different  definitions  of 
them,  introduces  disagreement  at  the 
outset.  It  is  accordingly  a  difficult, 
but  a  necessary,  matter  for  the  com- 
mittee on  labor  relations  of  a  chamber 
of  commerce  to  express  the  labor  prin- 
ciples in  which  it  believes,  in  terms 
that  are  not  subject  to  ambiguous 
definition. 

Such  a  formulated  labor  policy  may 
be  illustrated  by  the  declaration  of 
principles  of  The  Cleveland  Chamber 
of  Commerce,  made  public  in  April, 
1920.  This  declaration  deals  with  nine 
principal  subjects: 

Production 

Wages 

Hours  of  work 

Working  conditions 

Freedom  of  contract  (Open  or  closed 
shop) 

Representative  negotiation  (Collective 
bargaining) 

Coercive  measures 

Information  and  frankness 

Public  interest  in  the  settlement  of  labor 
disputes 

The  principles  may  be  summarized 
as  follows: 

1.  Production 

Public  interest  requires  increasing  pro- 
duction as  a  prime  factor  in  reducing 
commodity  prices.  There  should  be  no 
restriction  of  output  by  employers  or  em- 
ployees to  create  an  artificial  scarcity  of  the 
commodity  or  of  labor  respectively.  Em- 
ployees should  co-operate  in  the  adoption 
of  new  and  improved  machinery.  Piece 
rates  should  not  be  reduced  except  where 
improved  methods  or  facilities  are  provided. 
Productiou  program  should  be  adjusted  to 
secure    maximum    continuity    of    employ- 
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ment  consistent  with  efl5cient  business 
methods.  Industrial  education  should  be 
encouraged. 

2.  Wages 

While  the  law  of  supply  and  demand 
must  inevitably  influence  wage  rates,  ad- 
ditional factors  should  be  taken  into  con- 
sideration such  as: 

Cost  of  living 

Opportunity  to  advance  standard  of 
living 

Savings 

Loyalty 

Productivity — quality  and  quantity 

Initiative  and  indi\adual  skill 

Nature  and  hazard  of  the  work 

Importance  of  the  work  performed 

Punctuality  and  steadiness 

Continuity  of  employment 

Incentives  should  be  offered  to  increase 
earning  capacity.  Equal  pay  is  advocated 
for  women's  work  equal  to  that  of  men, 
subject  to  the  consideration  of  such  over- 
head and  other  costs  as  may  be  higher  in 
the  case  of  women  than  in  the  case  of  men. 

3.  Hours  of  Work 

Hours  of  work  should  be  fixed  at  a  point 
consistent  with  the  physical  well-being  of 
the  worker  and  consistent  with  the  public's 
economic  requirements,  ^^'hile  the  preva- 
lence of  the  8-hour  working  day,  or  a  weekly 
equivalent  is  recognized,  the  proper  work 
day  should  be  determined  by  studies  in 
each  industry.  Overtime  is  discouraged 
but  when  necessary,  an  extra  rate  of  com- 
pensation is  recommended.  One  day's 
rest  in  seven,  preferably  Sunday,  and  a 
weekly  half -holiday  are  advocated. 

4.  Working  Conditions 

The  public  interest  and  the  comfort  and 
health  of  employees  demand  that  every 
efiFort  should  be  made  to  perfect  employ- 
ment conditions  as  to  sanitation,  heat, 
light,  ventilation,  industrial  accidents, 
occupational  diseases,  etc.  Safeguards  are 
recommended  against  arbitrary  discharge 
or  unjust  treatment  by  foremen.  Adequate 
advance  notice  should  be  given  by  employer 
in  case  of  lay-oflF,  and  by  employee  in  case 
of  his  intention  to  leave  his  employment. 

5.  Freedom  of  Contract — (Open  or  Closed 
Shop) 


Freedom  of  contract  of  employment 
must  never  be  impaired.  However,  em- 
ployers should  not  so  exercise  this  right  as 
to  discriminate  in  the  employment  or  dis- 
charge of  employees  on  the  ground  that 
they  are  or  are  not  members  of  a  trades  or 
labor  union.  Employees  should  not  re- 
quire of  their  employer  that  employment 
be  conditioned  on  membership  or  non- 
membership  in  a  trades  or  labor  union. 
Employees  should  not  coerce  fellow  em- 
ployees to  join  or  refrain  from  joining  a 
trades  or  labor  union. 

6.  Representative      Negotiation — (Collec- 
tive Bargaining) 

^^^lere  the  channel  of  communication 
between  employer  and  an  employee  does 
not  offer  suitable  means  of  negotiation, 
some  mutually  satisfactory  plan,  such  as 
representative  negotiation,  should  be  insti- 
tuted. 

Representative  negotiation  is  defined  as 
the  means  whereby  an  employer  deals  with 
duly  and  accredited  representatives  of 
employees  chosen  by  and  from  among  their 
ovra  number,  unless  otherwise  mutually 
agreed.  Such  negotiation  should  be  under 
control  of  the  parties  immediately  con- 
cerned and  should  they  fail  to  reach  an 
agreement,  the  employer  and  the  group  of 
employees'  representatives  should  each 
have  the  option  of  choosing  a  reputable  and 
competent  advisor  or  advocate  to  meet 
with  them  in  continued  negotiations.  Em- 
ployees chosen  as  employees'  representa- 
tives should  be  assured  that  no  discrimina- 
tion will  be  made  against  them  because  of 
their  acts  in  their  representative  capacity. 
Application  of  such  representative  nego- 
tiation is  recommended  to  industries  where 
it  is  impracticable  for  a  single  employer  to 
deal  with  his  employees,  but  where  it  is 
practicable,  and  the  law  permits,  for  groups 
of  employers  to  deal  with  groups  of  em- 
ployees. In  no  case  should  the  right  be 
abrogated  of  an  individual  employee  to 
negotiate  directly  with  his  employer. 
Employers  and  employees  should  uphold 
all  arbitration  awards  and  agreements 
entered  into. 

7.  Coercive  Measures 

All  coercive  measures,  such  as  violence, 
intimidation,    blacklisting,    etc.,    are    con- 
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demned  and  the  public  is  urged  to  support 
officials  in  enforcing  the  laws  in  respect  to 
these  practices. 

8.  Information  and  Frankness 
Employers  should  inform  employees  as 

to  business  principles  affecting  their  mutual 
interest,  and  frankly  place  before  them 
business  details  necessary  to  prove  im- 
portant economic  facts.  Employees  should 
be  equally  frank  in  discussing  with  their 
employer  matters  affecting  their  conditions 
of  employment,  and  the  interests  of  their 
industry.  Through  information  and  frank- 
ness a  spirit  of  mutual  interest  and  confi- 
dence should  be  encouraged. 

9.  The  Public's  Interest  in  the  Settlement 
of  Labor  Disputes 

Since  the  public  interest  is  paramount, 
it  follows  that  public  opinion  should  be  a 
potent  influence  for  the  settlement  of  all 
labor  disputes.  Means  should  be  provided 
to  ascertain  reliably  and  give  publicity 
impartiaUy  to  the  facts,  and  at  least  until  the 
public  has  had  a  reasonable  opportunity  to 
consider  the  facts  presented,  no  resort 
should  be  had  to  strike  or  lockout. 

The  public's  right  to  uninterrupted  serv- 
ice during  a  period  of  settlement  of  disputes 
in  government  services  and  public  utilities 
is  a  primary  consideration. 

Having  formulated  such  a  dec- 
laration of  principles  the  chamber  of 
commerce  should,  through  its  com- 
mittee on  labor  relations,  institute  a 
research  or  investigation  into  current 
labor  problems  with  a  view  of  furnish- 
ing the  public  with  impartial  informa- 
tion relative  to  them,  and  to  direct 
attention,  in  specific  terms,  to  the 
application  of  the  adopted  principles 
to  these  actual  cases. 

A  very  few  weeks  after  the  publica- 
tion of  the  declaration  of  principles  of 
The  Cleveland  Chamber  of  Commerce, 
a  serious  plumbers'  strike,  involving  a 
tie-up  of  a  substantial  volume  of  build- 
ing construction,  served  as  an  occasion 
to  very  clearly  point  to  the  source  of 
the  trouble  as  being  primarily  viola- 


tions of  these  underlying  principles. 

A  very  careful  analysis  of  the  history 
of  the  plumbers'  strike  was  printed  for 
general  publicity  purposes,  citing  the 
principles  violated  by  the  plumbers' 
closed  shop  agreement  which  had  been 
the  cause  of  the  strike. 

Among  the  conclusions  reached  in 
the  report,  were  the  following: 

1.  That  the  closed  shop  agreement  was 
the  fundamental  cause  of  the  difficulty. 
(Violation  of  Section  5  of  the  principles. 
Freedom  of  Contract) 

2.  That  the  arbitrary  limitation  of 
journeymen  plumbers  resulted  in  excessive 
plumbing  costs  to  the  public.  (Violation 
of  Section  1 — Production) 

3.  That  restrictive  trade  rules  and  limi- 
tations incorporated  in  the  agreement 
resulted  in  unreasonable  costs  to  the  public. 
(Violation  of  Section  1 — Production) 

4.  That  refusal  by  the  plumbers'  union  to 
accept  arbitration  as  provided  in  the 
agreement,  should  be  condemned.  (Viola- 
tion of  Section  6 — Representative  Ne- 
gotiation) 

Much  of  the  value  of  such  a  code  of 
principles  is  dependent  upon  its  being 
prepared,  not  during  the  heat  of  a 
labor  dispute  but  at  a  time  when  it  may 
be  formulated  coolly  and  uninfluenced 
by  a  strained  labor  situation. 

The  promotion  of  better  industrial 
relations  by  a  chamber  of  commerce  is 
primarily  dependent  upon  an  increas- 
ing acceptance  of  sound  principles  of 
industrial  relations  by  employers,  em- 
ployees, investors,  and  the  public. 
Methods  of  publicity  to  effectively 
present  these  principles,  and  encourage 
their  universal  acceptance  vary  in  each 
community.  Little,  however,  can  be 
accomplished  by  intensive  and  ex- 
pensive publicity  campaigns  completed 
in  a  few  weeks  or  months  and  soon 
forgotten. 

The  chamber  of  commerce  will  do 
well  to  accept,  with  patience,  the 
necessity    of    only    expecting    marked 
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results  after  a  consistent  publicity  and 
educational  policy  has  been  developed 
and  carried  out  for  a  period  of  years. 
Everlasting  persistency  will  do  what 
misdirected  zeal  for  quick  results  can 
never  accomplish. 

The  increasing  acceptance  by  a 
community  of  sound  principles  of 
industrial  relations  is  contributed  to 
by  other  suitable  activities  of  a  cham- 
ber of  commerce,  such  as  the  collection 
and  distribution  of  current  informa- 
tion with  statistics  pertaining  to  labor 
matters;  the  creation  of  a  consulta- 
tion service  to  give  assistance  to 
employers  and  employees,  in  the 
solution  of  labor  problems;  surveys  of 
local  employment  conditions  which 
furnish  good  examples  of  the  proper 
and  effective  application  of  the  adopted 
principles;  investigation  of  unsatis- 
factory conditions  in  local  industries 
indicating  to  what  degree  these  con- 
ditions are  due  to  specific  violation  of 
the  principles  of  labor  relations. 

Among  the  various  means  which  The 
Cleveland  Chamber  of  Commerce  has 
adopted  to  carry  out  these  activities, 
may  be  cited  the  survey  of  the  build- 
ing industry  reported  in  a  pamphlet 
entitled:  "Does  the  Building  Public 
of  Cleveland  Desire  the  Open  Shop?" 
Great  care  was  used  to  insure  that  this 
survey  should  be  adequately  repre- 
sentative of  the  building  public,  and 
the  principle  relating  to  freedom  of 
contract  was  emphasized  as  defining 
"the  real  open  shop  in  which  every 
worker's  chance  is  as  good  as  every 
other  worker's  chance,  and  from  which 
no  worker  is  shut  out  because  he  holds 
a  union  card  and  from  which  no  worker 
is  shut  out  because  he  has  no  union 
card." 

The  question — "Do  you  favor  the 
reestablishment  of  the  open  shop  in 
Cleveland  building  industry?" — was 
submitted  to  holders  of  building  per- 
mits,   to    Cleveland    firms,    and    to 


Chamber  of  Commerce  members.  The 
affirmative  replies  were  3749  and  the 
negative  224.  The  value  of  the  build- 
ing permits  represented  by  affirmative 
replies  was  $6,497,725,  and  of  those  re- 
presented by  negative  replies  $91.'5,640. 

The  Cleveland  firms  which  had, 
during  the  past  year,  taken  out  build- 
ing permits  or  were  actually  engaged  in 
building  operations,  who  replied  affirm- 
atively, represented  a  capitalization  of 
$708,989,100  as  compared  with  a 
capitalization  of  $45,000  of  those 
firms  replying  in  the  negative. 

Further  examples  of  what  has  been 
done  in  Cleveland  to  carry  out  these 
methods  for  promoting  better  in- 
dustrial relations  are:  A  compre- 
hensive booklet,  published  by  the 
Chamber,  on  "Incentive  Plans  in 
Cleveland  Industries;"  a  survey  of  the 
causes  of  high  building  costs  in  Cleve- 
land; various  reports  on  violence  in 
labor  disputes;  and  surveys  respecting 
unemployment  and  its  causes. 

Effective  work  has  also  been  ac- 
complished, at  times,  through  the 
courts,  both  in  prosecution  of  those 
guilty  of  violence  in  labor  disputes  and 
of  those  guilty  of  illegal  practices  of 
discrimination,  coercion,  and  otherwise 
in  industrial  relations. 

Newspaper  advertising  and  oc- 
casional addresses  on  labor  relations, 
furnish  opportunities  of  maintaining 
the  public's  confidence  that  the  prin- 
ciples are  sound  and  that  the  motives 
of  the  Chamber  are  in  the  public 
interest. 

Unquestionably  the  responsibility  for 
leadership  in  promoting  better  indus- 
trial relations  in  a  community,  logically 
falls  upon  the  chamber  of  commerce. 
Endless  patience,  unprejudiced  judg- 
ment, persistent  determination,  and  a 
consistent  policy  are  prerequisites  to 
success  and  must  be  supported  by  the 
unwavering  recognition  that  the  public 
interest  is  paramount. 


THE  MODERN  EXECUTIVE  AND  THE   STOCK 
EXCHANGE 

BY  J.  EDWARD  MEEKER* 


IT  is  an  unfortunate  fact  that  the 
commercial  or  industrial  executive 
who  exhibits  an  intelligent  interest  in 
our  present-day  security  markets,  may 
in  some  cases  encounter  a  certain 
amount  of  prejudice  on  that  account. 
Such  an  attitude  has  doubtless  arisen 
from  those  occasional  and  indefensible 
instances  where  such  an  interest  on  the 
executive's  part  has  been  seriously 
misplaced — where  in  fact,  some  execu- 
tives have  ruined  themselves  by  un- 
wise speculation,  or  even  endangered 
their  own  concerns  whose  funds  they 
have  illegitimately  appropriated  for  a 
similar  purpose.  Moreover,  a  certain 
tj^pe  of  business  man  is  apt  to  be 
dazzled  and  distracted  by  the  news  of 
the  major  market  places,  and  even  if 
he  does  not  himself  buy  or  sell  securi- 
ties, he  is  sometimes  led  because  of  this 
interest  to  neglect  his  regular  business. 
A  natural  result  is,  particularly  of 
course  in  concerns  which  have  had  un- 
happy experiences  of  this  sort,  that 
many  business  executives  today  fear 
to  exhibit  the  interest  in  the  stock  ex- 
change which  the  intelligent  perform- 
ance of  their  own  work  demands. 

This  is  not  the  place  to  discuss  the 
ethical  or  the  economic  propriety  of 
speculation  by  executives  or  anyone 
else,  nor  to  explain  the  indispensable 
economic  functions  of  speculation  in 
general.  It  is  sufficient  simply  to  state 
the  old  lesson  recently  learned  even  by 
the  Russian  Bolsheviki — that  the  at- 
tempt to  legislate  speculation  out  of 
existence  is  not  merely  vain  and  futile, 
but  profoundly  harmful  economicall}'. 

*  Economist  to  Committee  on  Library,  New  York 
Stock  Exchange,  New  York  City. 


As  far  as  the  individual  is  concerned, 
either  investment  or  speculation  in 
securities  or  other  kinds  of  property, 
must  always  depend  upon  personal 
choice  and  inclination,  just  as  will  the 
problem  of  whether  or  not  one  should 
marry  or  drive  an  automobile — two 
other  undertakings  where  benefits  are 
sought  by  assuming  not  inconsiderable 
risks.  In  the  former  case,  at  any  rate, 
the  individual  should  clearly  realize 
that  extensive  and  frequent  specu- 
lation in  securities,  whether  on  the 
New  York  Stock  Exchange  or  else- 
where, constitutes  a  separate  and 
difiicult  business,  which  renders  fully 
as  valuable  economic  services  to 
modern  society  as  the  average  business 
enterprise,  and  in  return  demands  an 
even  greater  natural  aptitude  and  a 
much  more  constant  and  intensive 
study. 

An  experienced  manager  of  a  com- 
mercial or  industrial  concern  would 
laugh  heartily  at  any  rank  amateur 
who  should  confidently  announce  his 
intention  of  making  suddenly  and 
easily  a  fortune  in  the  former's  par- 
ticular line  of  business.  On  the  same 
basis,  the  average  successful  com- 
mercial or  industrial  executive  should 
recognize  in  his  o^ti  case  that  in  all 
probability  only  considerable  study 
and  experience  will  enable  him  to 
achieve  equal  success  in  the  highly 
complex  and  technical  business  of 
investing  or  speculating  in  securities. 

n 

The  New  York  Stock  Exchange  is 
not    an    isolated    institution,    without 
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relation  or  significance  to  business  in 
general.  On  the  contrary,  it  repre- 
sents a  type  of  market  place  which  has 
evolved  through  economic  necessity 
in  every  civilized  nation  in  the  modern 
world,  and  which  either  directly  or 
indirectly  performs  economic  services 
of  the  utmost  importance  for  all  classes 
in  society  and  all  forms  of  present-day 
business  enterprise.  In  consequence, 
the  occasional  abuse  of  the  free  and 
open  securities  market  maintained  by 
the  New  York  Stock  Exchange  by  no 
means  constitutes  a  sensible  or  valid 
reason  why  business  executives  who 
prefer  fact  to  fiction,  and  knowledge 
to  snap-judgments,  should  blind  them- 
selves to  the  genxiine  and  continual 
services  which  this  market  place  can 
and  does  render  them  every  day. 

^lany  executives  in  their  official 
capacity,  and  almost  all  executives  in 
a  pm-ely  personal  way,  sooner  or  later 
encounter  the  problem  of  investment 
in  securities.  The  financial  oflBcers  of 
prosperous  concerns  are  of  course  con- 
stantly faced  ^N-ith  the  task  of  investing 
the  surplus  funds  of  their  companies  in 
secure  and  liquid  form,  while  the  in- 
dividual, if  he  is  wise,  will  concern 
himself  in  a  similar  way  ■with  his  own 
savings.  Now  the  advantages  con- 
ferred upon  investors  by  the  stock 
exchange  are  less  generally  recognized 
than  its  facilities  for  speculators,  yet 
investment  in  the  securities  market  is 
by  far  the  more  fundamental  process. 
It  is  due  to  the  operation  of  the  New 
York  Stock  Exchange  that  the  princi- 
pal American  securities  "listed"  for 
trading  upon  it,  can  always  be  sold  by 
investors  in  times  of  need,  and  that  an 
instant  and  accurate  record  of  the 
prices  of  transactions  there  is  made 
available  to  investors  all  over  the 
nation,  as  nearly  simultaneously  as 
scientific  invention  will  permit.  For 
similar  reasons,  securities  in  which 
trading   is   allowed   on  the  stock  ex- 


change, because  of  their  superior 
liquidity,  are  preferred  by  bankers  in 
making  loans  on  security  collateral. 
Nor  is  it  any  slight  advantage  to  the 
investor  to  be  able  to  purchase  or  to  sell 
his  securities  in  a  broad  and  continu- 
ous market  whose  prices  are  established 
by  national  and  even  international  con- 
ditions of  supply  and  demand.  More- 
over, owing  to  the  investor's  instant 
ability  to  sell  there  such  securities  as 
have  unexpectedly  developed  too  great 
speculative  risks,  the  stock  market 
also  serves  to  segregate  and  sustain  the 
risks  of  conservative  investment. 
Owing  to  this  fact,  the  modern  investor 
can  avoid  the  assumption  of  much 
speculative  risk  in  his  investments, 
where  without  the  services  of  the  stock 
exchange  he  would  usually  be  unable  to 
sell  readily,  and  might  in  consequence 
be  forced  to  hold  it  and  thus  become  a 
speculator  himself  against  his  will. 
In  consequence,  the  speculative  factors 
in  the  stock  market,  by  readily  absorb- 
ing the  risks  inherent  in  even  the  best 
investments,  tend  powerfully  to  stabi- 
lize and  safeguard  the  processes  of 
investment  themselves. 

Ill 

The  New  York  Stock  Exchange  is 
not  simply  a  "fair  weather"  market 
either.  Probably  its  maximum  serv- 
ices to  business  and  society  are  ren- 
dered when  economic  and  financial 
conditions  are  most  acutely  dangerous, 
and  when  the  clouds  loom  darkest  upon 
the  industrial  and  commercial  horizon. 

As  recently  as  the  fall  of  1920,  during 
the  unprecedented  period  of  liquidation 
then  occurring,  this  fact  was  clearly 
shown.  At  that  time,  a  friend  of  mine 
in  the  leather  business  suddenly  found 
his  sales  falling  off,  his  inventories  de- 
preciating in  value,  and  his  cash 
resources  seriously  depleted.  He  dis- 
covered   that    he    could    not    sell    his 
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products  because  of  the  so-called  (and, 
by  the  way,  miscalled)  "buyers' 
strike."  He  could  not  sell  his  inven- 
tories because  there  was  no  organized 
market  for  leather  capable  of  sustain- 
ing extensive  liquidation.  Not  only 
were  the  bankers  naturally  unwilling 
to  extend  him  fresh  accommodation, 
but  his  former  loans  seemed  for  a  time 
likely  to  go  unpaid.  Yet  he  extricated 
himself  from  this  serious  predicament 
by  selling  on  the  New  York  Stock  Ex- 
change some  good  stocks  and  bonds 
which  with  wise  forethought  he  had 
previously  acquired  as  part  of  his  sur- 
plus. For,  when  the  markets  for  all 
sorts  of  raw  materials  and  products 
collapsed  under  the  terrific  wave  of 
liquidation  which  set  in,  the  securities 
market  at  all  times  permitted  security- 
holders to  sell  instantly  at  a  price. 
My  friend  undoubtedly  sold  some  if 
not  all  of  these  securities  at  a  loss,  for 
when  everyone  wants  to  sell  and  few 
want  to  buy,  prices  are  bound  to 
shrink.  Nevertheless,  by  being  able 
instantly  to  sell  his  securities,  he  saved 
himself  from  having  either  to  drop  the 
dead  weight  of  his  temporarily  dis- 
rupted business  on  his  bankers,  or  else 
going  into  bankruptcy.  His  case  could 
be  multiplied  by  the  thousand  among 
commercial  and  industrial  business 
leaders  in  1920. 

The  support  afforded  to  bankers  and 
the  credit  situation  generally  by  the 
New  York  Stock  Exchange  was  as  vast 
and  powerful  as  it  was  generally  un- 
recognized by  the  public.  Not  only 
did  the  exchange,  by  permitting  the 
liquidation  of  securities,  enable  busi- 
ness men  of  all  types  to  meet  their 
loans,  but  even  after  loans  of  promi- 
nent companies  had  been  "frozen," 
the  securities  market  on  the  exchange 
was  in  several  cases  instrumental  in 
"thawing  them  out"  by  enabling  the 
company  to  distribute  to  speculators 
and  investors  their  short-term  bonds, 


the  proceeds  from  which  went  to  pay 
off  the  frozen  loans  and  relieve  the 
pressure  on  the  banks.  During  and 
since  the  critical  autumn  of  1920  the 
New  York  Stock  Exchange,  no  less 
than  our  magnificent  federal  reserve 
system,  stood  as  a  mighty  bulwark  to 
the  whole  credit  situation  of  America, 
and  in  no  small  measure,  of  the  whole 
world.  And  yet  it  is  a  curious  com- 
mentary upon  the  general  lack  of 
specific  economic  knowledge  on  the 
part  of  the  American  public,  that  at 
the  very  time  when  the  exchange  was 
most  efficiently  and  successfully  exert- 
ing itself  to  stave  off  a  national 
catastrophe,  there  seemed  to  be  a 
tendency  in  the  public  mind  to  accuse 
the  exchange  of  "bear  raiding,"  in- 
stead of  its  own  overwhelming  liquida- 
tion of  securities. 

The  experienced  financial  executive, 
however,  was  less  generally  inclined  to 
credit  such  erroneous  assumptions. 
Like  the  successful  banker,  he  knew 
the  value  of  liquid  assets,  and  for  the 
same  reason  held  part  of  his  surplus  in 
securities  listed  on  the  New  York 
Stock  Exchange.  In  many  instances, 
too,  he  availed  himself  of  the  distribut- 
ing facilities  of  the  stock  market  to 
thaw  out  his  frozen  credits  at  the 
banks,  and  for  other  equally  essential 
purposes. 

IV 

This  ability  of  the  stock  exchange 
securities  market  to  distribute  among 
our  investors  the  stocks  and  bonds  of 
our  principal  corporations,  likewise 
deserves  passing  attention.  Mainly 
through  the  operation  of  the  stock 
exchange  have  the  vast  aggregations 
of  capital  been  assembled,  for  our 
present  large-scale  corporate  units  in 
production  and  transportation.  It  is 
a  fundamental  law  of  sound  commer- 
cial banking  that,  as  a  rule,  loans  for 
capital  use  must  be  made  sparingly  if 
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at  all.  Banks  can  be  depended  upon  to 
finance  the  short-time  necessities  of 
our  corporations  in  their  ordinary 
operations  of  buying  and  selling  their 
products.  But  capital  for  permanent 
use  by  the  corporations  must  be 
jsbught,  not  from  the  banks,  but  from 
the  markets  for  bonds  and  shares. 
'  The  vital  part  played  by  the  stock 
.  \  exchange  in  the  distribution  of  a ' 
j  j  typical  stock  issue  often  goes  unrecog- 
"'  nized,  because  the  corporation  seeking 
to  sell  its  shares  or  its  bonds  does  not 
immediately  obtain  funds  in  exchange 
for  them  through  the  stock  exchange, 
but  rather  from  an  underwriting  syndi- 
cate of  investment  bankers.  But  this 
syndicate  is  willing  to  advance  the 
money  to  the  company,  because  it 
thinks  it  can  sell  the  securities  at  a 
profit  to  the  speculating  and  investing 
public — particularly,  in  the  first  in- 
stance, to  the  former  class.  Now  these 
speculative  buyers  of  new  securities 
are  willing  to  purchase  them,  because 
as  a  class  they  are  of  the  opinion  that 
in  the  long  run  the  issues  will  be  ab- 
sorbed by  investors.  Finally,  investors 
are  more  readily  willing  to  purchase 
the  securities  because  of  the  advan- 
tages already  outlined  which  are 
conferred  upon  them  by  the  operations 
of  the  stock  exchange.  Thus  there  is 
brought  about  a  gradual  shifting  of 
securities  from  speculative  to  invest- 
ment hands,  which  is  greatly  facilitated 
\  by  the  continuous  market  maintained 
by  the  stock  exchange. 

The  process  of  distributing  an  issue 
of  securities  among  investors  is  apt  to 
be  rather  slow,  compared  with  the 
distribution  of  most  raw  materials  or 
manufactured  articles  among  con- 
sumers, and  for  two  chief  reasons; 
unlike  pig  iron  or  automobiles,  for 
instance,  stocks  and  bonds  are  not 
consumed,  worn  out,  or  fabricated, 
but  are  held  by  investors  exactly  as 
they  were  received;  and  imlike  most 


forms  of  property,  a  listed  security 
held  in  this  way  by  an  investor  can  at 
any  time,  whether  after  a  day  or 
20  years,  be  sold  instantly  on  the  ex- 
change and  thus  added  for  the  most 
part  to  the  speculatively  held  "floating 
supply." 

In  the  case  of  most  large  issues  of 
American  securities,  therefore,  it  is 
really  the  New  York  Stock  Exchange 
which  year  in  and  year  out  facilitates 
the  distribution  from  this  speculative 
"floating  supply"  to  permanent  in- 
vestors. 


The  services  of  the  stock  exchange 
as  a  source  of  capital  for  American 
commerce  and  industry,  have  been  too 
vast  and  enduring  to  permit  of  more 
than  the  briefest  historical  sketch  here. 
The  earliest  securities  market  in  New 
York,  maintained  after  1792  under  an 
old  buttonwood  tree  at  68  Wall  Street, 
was  principally  concerned  with  the 
distribution  of  the  6  per  cent  bonds 
of  the  new  United  States  of  America, 
as  well  as  the  securities  of  the  few  and 
recently  created  American  banks  and 
insurance  companies.  In  1817  this 
original  open-air  market  went  under  a 
roof,  and  became  the  New  York  Stock 
Exchange. 

The  America  of  that  day  consisted 
of  a  scanty  population  along  the  At- 
lantic seaboard,  with  a  few  westward 
salients  of  colonization  through  the 
gaps  in  the  Alleghany  Mountains. 
But  already  the  vast  westward  thrust 
of  our  population  had  begun,  and  the 
keynote  of  the  century  was  naturally 
struck  in  the  problem  of  transportation. 
Beginning  in  the  thirties,  capital  for 
new  railroad  systems  was  sought  and 
obtained  through  the  rapidly  expand- 
ing New  York  securities  market. 
From  an  economic  standpoint,  the 
Civil  War  was  won  largely  because  of 
the    extensive    railroad    lines    in    the 
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Middle  West  financed  in  this  way.  If 
today  this  country  possesses  the  most 
extensive  and  in  many  respects  the 
most  efficient  domestic  arteries  of 
trade  in  the  world,  in  our  network  of 
railroad  lines  all  over  the  nation,  the 
indispensable  work  of  the  New  York 
Stock  Exchange  in  finding  the  capital 
for  them  must  not  be  forgotten.  A 
similar  service  was  rendered  by  this 
major  American  securities  market  in 
the  establishment  of  the  extensive  pub- 
lic utilities  in  our  cities — our  huge  gas 
and  electric  and  traction  companies, 
and  our  colossal  and  unparalleled  tele- 
phone and  telegraph  systems. 

When  in  the  last  few  decades,  eco- 
nomic conditions  compelled  the  de- 
velopment of  large  corporate  units  in 
the  field  of  mining  and  manufacturing, 
the  stock  exchange  performed  still 
another  profound  service  to  American 
production  by  enabling  the  distribu- 
tion to  speculators  and  investors  of  the 
new  industrial  debts  and  shares. 
And  now  that  the  United  States  has, 
as  a  result  of  the  war,  become  a  creditor 
nation,  with  inevitable  financial  re- 
sponsibilities toward  Europe,  South 
America,  and  Asia,  the  New  York 
Stock  Exchange  is  quietly  but  power- 
fully functioning  to  restore  stability  in 
foreign  trade,  solvency  in  foreign  na- 
tions, and  prosperity  in  the  fields  and 
factories  of  this  country,  by  listing  and 
distributing  large  amounts  of  the 
debts  of  foreign  nations.  And  what- 
ever achievements  or  burdens  the 
future  may  have  in  store  for  us,  the 
stock  exchange  will  undoubtedly  con- 
tinue to  alleviate  depression  and  create 
a  basis  for  prosperity,  by  proving  a 
source  for  the  life-giA^ng  economic 
energy  provided  by  liquid  funds. 

VI 

Profound  and  far-reaching  as  are 
many   of  the   economic   services  per- 


formed for  business  by  the  New  York 
Stock  Exchange,  nevertheless  they  are 
too  broad  and  too  indirect  to  be  gener- 
ally appreciated  except  by  economists 
or  other  abstract  thinkers.  But  there 
is  one  by-product  of  its  operation  which 
is  of  the  utmost  practical  value  to  the 
average  business  man  in  America — the 
invariable  accuracy  with  which  the 
major  movement  of  stock  prices  made 
on  the  exchange  predicts  future  condi- 
tions in  commerce  and  industry.  Due 
both  to  shrewd  discounting  of  the 
probable  future  by  speculators  and  to 
liquidation  forced  by  economic  factors 
at  the  time  little  recognized,  a  fall  in 
the  price  levels  of  speculative  stocks 
as  surely  forecasts  a  coming  business 
depression  as  a  falling  barometer  fore- 
shadows the  approaching  storm.  With- 
out an  exception,  every  considerable 
depression  in  American  business  since 
the  Civil  War  has  been  clearly  foretold 
by  a  previous  shrinkage  in  security 
values. 

In  no  instance  did  the  movement  of 
prices  on  the  stock  exchange  give  a 
clearer  indication  of  "breakers  ahead," 
than  just  before  the  beginning  of  the 
recent  depression  in  trade.  In  the  fall 
of  1919,  the  brief  but  intoxicating  burst 
of  hysterical  prosperity  which  followed 
the  armistice  had  been  fairly  launched. 
In  commercial  and  industrial  circles, 
all  was  rosy.  Everj'where,  shoestring 
enterprises  were  returning  fortunes. 
Everywhere  optimism  and  business 
megalomania  were  running  riot.  Buy- 
ers were  vainly  imploring  sellers  to 
deliver  goods  at  their  own  prices. 
Managers  were  vainly  pleading  with 
labor  to  work  at  its  own  wages.  It 
had  come  to  be  looked  upon  as  a 
craven  and  misanthropic  act,  to  sug- 
gest that  the  golden  rain  could  not 
indefinitely  continue.  Accordingly, 
the  stock  exchange  aroused  resentment 
rather  than  reflection  when  the  sharp 
drop  in  prices  occurring  in  November, 
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1919,  injected  a  jarring  note  into  the 
unbroken  paean  of  unlimited  confi- 
dence in  the  future.  Some  indeed 
were  incHned  to  consider  this  salutarj' 
overtoppling  of  a  top-hea\'y  price 
structure  as  partaking  of  treachery  to 
the  best  interests  of  business.  Few 
business  men  took  the  notice  of  this 
turn  in  the  trend  of  security  prices 
which,  as  events  subsequently  showed, 
it  really  deserved.  Meanwhile,  the 
intoxication  in  trade  and  industry  in- 
creased, while  bank  loans  expanded, 
the  currency  ballooned,  and  even  the 
gold  standard  became  endangered. 
But  despite  the  falling  barometer,  the 
ship  of  business  put  on  full  sail  ahead. 
Yet,  as  the  wild  weeks  of  the  winter 
passed,  the  first  plain  warning  of  the 
coming  depression  given  by  the  stock 
market  was  gradually  substantiated  by 
other  disquieting  economic  factors. 
Money  rates  rose  to  unusual  heights. 
Consumers  became  restive  under  the 
constantly  mounting  prices.  Ameri- 
can farm  laborers  and  farm  hands 
ceased  purchasing  silk  shirts,  and  the 
extraordinary  boom  in  the  Japanese 
silk  industry  suddenly  collapsed,  to 
the  dismay  of  Japanese  merchants  and 
financiers.  These  slight  but  premoni- 
tory tremors  of  the  coming  storm  were 
soon  communicated  from  the  Orient  to 
this  country,  and  even  mercantile  and 
industrial  America  began  to  hear 
rumblings  of  the  on-rushing  avalanche 
of  prices.  Late  in  the  spring  of  1920, 
even  the  long  rise  in  cereal  prices  was 
rudely  halted,  and  for  the  rest  of  the 
year  there  ensued  one  of  the  severest 
periods  of  liquidation  and  declining 
prices  ever  known  in  this  country, 
bringing  in  its  wake  business  failures, 
unemployment,  and  all  the  pessimism 
engendered  by  depressions  in  trade. 
Of  course,  hindsight  is  always  easier 
than  foresight  in  crises  of  this  sort. 
Yet,  after  the  unmistakable  warning 
given    in    November,    1919,    by    the 


decline  in  stock  prices,  it  is  an  ex- 
traordinary instance  of  the  haphazard, 
unscientific  methods  with  which  so 
many  business  concerns  are  conducted, 
that  so  many  business  executives 
found  themselves  totally  unprepared 
for  the  commercial  and  industrial  de- 
pression of  1920.  If  contracts  for  the 
purchase  or  sale  of  raw  materials  and 
merchandise  were  made  with  a  tenth 
of  the  sensitiveness  to  current  and 
prospective  economic  conditions  that 
attends  the  bulk  of  contracts  made 
on  the  stock  exchange  for  the  purchase 
or  sale  of  securities,  general  business 
would  be  vastly  stabilized,  and  both 
the  ridiculous  heights  of  our  "booms" 
in  trade,  and  the  equally  unreason- 
able depths  reached  in  periods  of 
depression,  could  alike  be  largely 
avoided. 

The  present  is  to  a  constantly 
increasing  extent  the  day  of  self- 
conscious  and  scientific  business  ad- 
ministration. The  direction  of  business 
by  rule  of  thumb  and  pure  guesswork 
is  out  of  date,  and  concerns  so  man- 
aged can  in  no  field  withstand  the 
competitive  pressure  of  better  and 
more  scientifically  managed  business 
establishments. 

One  beneficial  result  of  the  recent 
depression  has  been  a  more  general 
realization  of  this  fact,  and  a  wider 
public  interest  in  "business  cycles." 
In  this  connection,  the  great  value  of 
a  closer  understanding  of  stock  prices 
as  a  barometer  to  future  conditions  in 
trade  and  production  has  already  been 
cited.  It  should,  of  course,  be  clearly 
realized  that  the  minute  daily  fluctua- 
tions in  stock  prices  yield  no  clear 
indication  as  to  general  future  business 
conditions,  while  what  are  sometimes 
called  the  "secondary  swings"  in 
prices — the  movements  which  endure 
anywhere  from  a  few  days  to  a  few 
months — are  too  responsive  to  tech- 
nical conditions  in  the  market  to  be 
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slavishly  followed  as  guideposts  to 
trade  conditions.  It  is  therefore  the 
"primary  movement"  or  the  "major 
cycle"  in  stock  prices — that  is,  the 
slow  and  perfectly  obvious  price  move- 
ments over  a  period  of  years — that 
the  business  executive  must  watch. 
This  information,  however,  owing  to 
the  organized  market  for  securities 
maintained  by  the  New  York  Stock 
Exchange,  is  at  all  times  rendered 
readily  available  to  him  free  of  ex- 
pense on  the  ticker  tape  or  in  the 
public  press. 

The  economic  and  social  benefits 
which  would  result  from  a  more  wide- 
spread and  reasoned  knowledge  of  the 
economic  significance  of  security  price 
movements,  would  be  considerable. 
Our  blind  and  foolish  fits  of  optimism 
would  be  tinctured  with  a  wise  grain 


of  conservatism  and  caution,  while 
our  equally  unreasonable  periods  of 
pessimism  would  be  relieved  with  a 
sensible  ray  of  confidence.  Like  the 
ancient  prophetess  Cassandra,  the 
New  York  Stock  Exchange  has  in  the 
past  often  incurred  unpopularity  as 
the  truthful  predictor  of  unpleasant 
business  facts.  In  the  newer  age  of 
better  and  more  studied  business 
administration,  its  stock  market  will 
more  and  more  come  to  be  viewed  with 
a  truer  economic  perspective  by  the 
intelligent  business  executive,  not  only 
as  an  indispensable  part  of  the  modern 
machinery  of  credit,  but  also  as  a 
reliable  barometer  to  those  constantly 
changing  conditions  in  production 
and  exchange  which  today  constitute 
so  large  and  so  hazardous  a  problem 
to  the  business  leaders  of  the  nation. 


PHILOSOPHY   VERSUS   FORMULAE   IN   SELLING 


BY  CHARLES  FREDERICK  CARTER* 


ONE  of  the  few  master  salesmen  is 
Samuel  M.  Vauclain,  President  of 
the  Baldwin  Locomotive  Works.  Per- 
sonally he  will  protest  that  he  is  not  a 
salesman  at  all,  but  a  locomotive 
builder,  although  he  concedes  that  he 
is,  as  the  chief  executive  should  be, 
"the  king  pin  of  the  sales  organiza- 
tion," to  use  his  own  expression.  He 
even  disclaims  ability  to  develop  sales- 
men, though  he  can,  and  does,  give 
men  an  opportunity  to  develop  them- 
selves. 

Over  against  these  modest  disclaim- 
ers may  be  set  a  variety  of  circumstan- 
tial evidence,  including  the  fact  that 
the  firm's  gross  sales  in  1920,  the  pit  of 
depression  in  the  reaction  following  the 
war,  aggregated  $73,542,666,  an  increase 
of  nearly  20  per  cent  over  1916,  after 
the  country  had  begun  to  respond  to 
the  artificial  stimulus  of  the  war.  In 
addition  to  this,  orders  booked  in 
October,  1921 — about  the  time  Presi- 
dent Harding  called  a  national  con- 
ference on  unemployment,  and  many 
big  industries  were  operating  at  30  to 
40  per  cent  of  capacity — totaled  more 
than  for  any  other  month  in  a  year 
and  a  half. 

Ho"w  is  it  done? 

What  is  the  Vauclain  recipe  for 
producing  figs  from  thistles,  for  creat- 
ing business  where  business  does  not 
exist? 

Mr.  Vauclain  proved  to  be  willing 
enough  to  discuss  the  topic  when  ap- 

♦  Spe<"ial  Writfr  for  Administration.  That  the  roador 
may  know  that  this  article  ie  accurate  in  its  statements 
the  editor  prints  the  followinK  from  Samuel  M.  Vauclain, 
President  of  The  Baldwin  I,ocoriiotive  Works  o!  Phila- 
delphia: "Replying  to  your  letter  and  the  attached 
manuscript,  I  have  read  the  article  and  have  cut  out  the 
words  .     .     but  further  than  this  1   can  find  no 

objection." 


proached.  In  the  course  of  an  inter- 
view lasting  an  hour  and  a  half  he 
made  plain  a  belief  that  a  great  indus- 
try cannot  be  kept  going  during  a  pe- 
riod of  unusual  depression  by  necro- 
mancy, but  that  the  feat  does  call  for 
the  free  application  of  common  sense. 
Furthermore,  the  art  of  selling,  as 
exemplified  by  Vauclain,  may  be  ex- 
pressed as  a  philosophy,  but  not  in 
formulae. 

To  begin  with.  President  Vauclain 
entertains  no  illusions  about  the  like- 
lihood of  the  mountain  coming  to 
Mahomet. 

"Oceans  of  business  of  all  descrip- 
tions are  to  be  had  if  you  will  go  get  it," 
said  he,  "notwithstanding  the  eternal 
and  infernal  pessimism  that  has  pre- 
vailed in  this  great,  glorious,  prosper- 
ous, God-favored  coxmtry." 

In  confirmation  of  this  bold  convic- 
tion the  fact  may  be  mentioned  that  F. 
de  St.  Phalle,  Vice-President  in  charge 
of  foreign  sales,  had  just  run  down  to 
Buenos  Aires  where  he  booked  an 
order  for  85  locomotives  for  the  Argen- 
tine State  Railways,  a  transaction 
involving  approximately  $6,500,000,  in 
the  face  of  severe  German  competition. 
December  14,  1921,  President  Vauclain 
himself  sailed  for  Warsaw  to  swap 
locomotives  to  the  Polish  Government 
for  lumber,  with  the  idea  at  the  back  of 
his  mind  of  going  on  to  Moscow  to  see 
what  Lenine  might  have  to  trade,  if 
developments  should  warrant.  In  any 
event  he  proposed  to  hurry  back  to  Phil- 
adelphia and  from  there  to  run  over  to 
India  to  swap  locomotives  for  any  old 
thing  the  Hindoos  might  have  to  trade 
— perhaps  for  hemp,  unless  Senator 
Watson  should  object  on  the  ground 


182 


ADMINISTRATION 


Vol.  Ill 
No.       2 


that  hemp  might  be  manufactured  into 
ropes  to  hang  the  rest  of  the  army  with. 

It  will  be  remembered  in  this  con- 
nection that  President  Yauclain  took  a 
swing  around  the  European  circle  in 
1920,  swapping  locomotives  to  the 
Polish  Government  for  bonds,  locomo- 
tives to  Roumania  for  oil,  and  locomo- 
tives to  Serbia  for  wheat,  until  his 
board  of  directors  called  a  halt.  Pres- 
ident Vauclain  had  promised  his  board 
that  the  sales  policy  should  be  pegged 
at  50  per  cent  of  the  output  for  domes- 
tic trade,  and  50  per  cent  for  foreign 
trade;  but  his  skill  in  trading  had  given 
the  policy  a  list  to  port  almost  as  bad 
as  that  of  the  Imperator,  the  German- 
built  ship  on  which  he  crossed  the 
Atlantic  and  which  acted  as  if  it  was 
thinking  of  turning  turtle,  which  made 
the  passengers  jumpy  all  the  way 
across  and  resulted  in  the  vessel  being 
sent  to  the  shipyard  for  rebuilding. 
After  his  trip  the  ratio  of  sales  had  be- 
come 60  per  cent  foreign,  40  per  cent 
domestic. 

If  the  sales  pohcy  of  the  Baldwin 
Locomotive  Works  had  been  reduced 
to  a  rigid  formula  to  be  conned  by  rote 
and  adhered  to,  whatever  befell,  nothing 
like  this  could  have  happened.  But  a 
philosophy  provides  for  contingencies, 
which  a  formula  never  does.  WTiile 
the  Imperator  had  to  go  to  dry-dock, 
the  sales  policy  did  not,  for  interest  on 
the  Polish  bonds  is  being  paid  punctu- 
ally; the  Roumanian  oil  is  being  deliv- 
ered with  a  scrupulous  regard  for  the 
letter  of  the  contract,  and  the  cargoes 
are  being  converted  into  cash  before 
they  ever  leave  the  Black  Sea;  while 
wheat  in  Europe  is  as  good  as  money  in 
the  bank. 

In  addition  to  about  $18,000,000  in 
domestic  credits  the  firm  is  carrying 
approximately  $30,000,000  in  foreign 
credits.  In  view  of  the  attitude  toward 
export  trade  so  frequently  found  it  is 
decidedly  interesting  to  learn  that  Ihe 


Baldwin  Locomotive  Works  has  never 
had  a  bad  foreign  credit — a  fact  which 
should  strengthen  faith  in  the  Vauclain 
philosophy. 

That  1920  trading  tour  gave  a  lot  of 
other  people  an  idea.  Now,  when  a 
good  many  national  currencies  are  not 
worth  much  more  than  the  market- 
price  for  waste-paper,  and  a  great  deal 
of  breath  is  wasted  in  telling  how  dread- 
ful the  times  are,  a  great  deal  of  swap- 
ping is  going  on,  and  it  is  a  potent 
factor  in  expediting  Europe's  come- 
back. Not  that  the  idea  of  exchang- 
ing goods  is  new,  but  Vauclain  appears 
to  have  developed  a  peculiar  facility  in 
adapting  the  requirements  of  the  seller 
to  the  resources  of  the  purchaser.  The 
trick  is  not  diflScult  to  this  man  who 
has  turned  it  so  successfully;  for  some 
of  the  countries  worst  hit  by  the  war 
are  rich  in  natural  resources,  a  fact 
which  appears  to  be  pretty  well  under- 
stood, as  the  continent  is  overrun  with 
concession  hunters  and  get-rich-quick 
promoters.  But  those  Europeans  know 
a  thing  or  two,  if  not  more,  which 
knowledge  makes  things  unpleasant 
for  the  concession  hunters,  but  quite 
the  reverse  for  those  who  go  on  legiti- 
mate business. 

Ingredients  in  the  Baldwin  recipe  for 
building  bigger  business  under  difficult 
circumstances  include  a  clearly  defined 
philosophy,  a  loyal  and  enthusiastic 
organization,  and  an  unusual  executive. 
Perhaps  the  last  item  should  come  first, 
only  President  Vauclain  might  demur. 
One  may  hear  from  him  much  about 
what  great  work  Smith  is  doing,  about 
how  valuable  a  man  Jones  is,  and  how 
clever  Robinson  has  proved  to  be; 
but  Irvin  S.  Cobb's  favorite  pronoun 
rarely  falls  from  the  president's  lips. 
To  hear  him  tell  it,  he  is  the  man  most 
likely  to  be  wrong.  If  it  were  not  for 
the  invaluable  counsel  of  his  brilliant 
staff  there  is  no  telling  what  might 
happen.     They  are  the  boys  who  de- 
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serve  the  credit  for  the  fine  record  the 
corporation  is  making  in  these  unprec- 
edented times.  Of  course  no  one 
around  the  shop  cherishes  any  delu- 
sions under  this  head,  nevertheless  this 
attitude  helps  along  the  esprit  de  corps. 

Nor  is  it  a  mere  pose.  A  fundamen- 
tal requirement  is  that  representatives 
of  the  firm  shall  be  humble  in  spirit; 
shall  give  others  credit  for  being  as 
clever  and  as  honest  as  themselves. 
The  president  exemplifies  his  own  phi- 
losophy by  setting  the  example  in  this 
particular,  as  in  others.  Moreover,  the 
Vauclain  conception  of  teamwork  is  to 
let  each  man  pull  his  share  of  the  load, 
then  give  him  full  credit,  or  perhaps  a 
little  more  for  good  measure,  for  doing 
it. 

All  this  constitutes  the  chief  corner- 
stone of  a  philosophy  of  selling,  which 
is  producing  business  where  business 
is  not.  It  is  not  so  much  an  elaborate 
sales  organization  as  the  spirit  behind 
the  organization  which  produces  re- 
sults. This  is  not  to  say  that  the  firm 
lacks  a  good  sales  department,  for  it 
has  an  admirable  organization  covering 
the  whole  world.  President  Vauclain 
said,  in  describing  the  new  sales 
organization: 

Immediately  after  the  World  War,  I  con- 
cluded that  our  domestic  business  would 
soon  become  unreliable;  that  we  should  be 
confronted  by  the  mountains  of  prosperity 
and  the  canyons  of  depression,  both  unprof- 
itable for  the  manufacturer.  Therefore,  in 
order  that  we  could  at  all  times  be  assured 
of  business  remunerative  both  to  employer 
and  employee  an  effort  should  be  made  to 
bring  to  Philadelphia  a  fair  share  of  the 
world's  work  of  such  kind  as  could  be  pro- 
duced by  us.  The  sales  department  was 
divided  and  a  vice-president  put  in  charge 
of  each  section — one  domestic,  the  other 
foreign — and  the  world  in  its  entirety 
divided  into  zones.  A  manager  with  a 
necessary  staflF  was  provided  for  each  zone 
so  that  each  part  of  our  organization  might 
devote  its  entire  time  to  the  customers  in 


its  particular  zone.     It  surely  was  a  depart- 
ure. 

As  president  I  do  not  sell  anything.  In 
fact,  I  really  do  but  little  of  anything,  dis- 
covering or  devising  new  methods  which, 
properly  applied  produce  results.  Natu- 
rally, I  am  always  willing  to  serve  my  sales- 
men, and  consider  it  no  hardship  to  travel 
to  the  end  of  the  earth  to  assist  them  in 
putting  over  propositions  of  magnitude. 

Thereupon  he  digressed  to  explain 
how  important  it  was  to  do  everything 
that  could  be  done  to  help  a  department 
out,  but  never  to  interfere;  never  to 
minimize  its  importance,  but  rather 
to  minimize  your  own  importance. 

Continuing  his  description  of  the 
sales  organization  it  appears  that  Can- 
ada and  Mexico  are  considered  as 
belonging  to  the  domestic  grand  divi- 
sion, because  the  railroads  in  those 
countries  have  direct  physical  connec- 
tion with  the  railroads  of  the  United 
States  so  that  through  passenger  trains 
and  through  cars  of  freight  may  pass 
from  one  country^  to  the  other.  Prob- 
lems to  be  met  are  common  to  all  three. 

Domestic  territory  is  divided  into 
eleven  zones  with  a  manager  in  charge 
of  each,  with  headciuarters  at  New 
York,  Philadelphia,  Chicago,  St.  Louis, 
St.  Paul.  Richmond,  Pittsburgh,  Hous- 
ton, Portland,  Ore.,  San  Francisco,  and 
Mexico  City.  A  twelfth  di\Tision  is 
devoted  to  electrical  motive-power  and 
equipment. 

As  Caesar  divided  Gaul  into  three 
parts,  so  the  foreign  sales  department 
divides  the  rest  of  the  world  into  three 
zones,  one  being  composed  of  Europe 
and  Africa,  the  second  composed  of 
Australia  and  the  Far  East,  the  third 
of  South  America,  Central  America, 
and  the  West  Indies.  Each  zone  is  in 
charge  of  a  sales  manager  whose  head- 
quarters are  at  Philadelphia,  though 
these  headquarters  are  not  necessarily 
occupied  continuously  by  the  managers. 
On  the  contrary,  they  are  expected  to 
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do  enough  traveling  to  keep  in  live 
contact  with  their  respective  territories. 
There  are  no  armchair  snaps  in  this 
organization. 

Under  the  direction  of  the  three  zone 
managers  are  local  managers  or  agen- 
cies at  27  strategic  points.  Ranking 
first  in  charge  of  a  representative  of  the 
Baldwin  Locomotive  Works  is  Buenos 
Aires ;  next  in  order  are  Rio  de  Janeiro, 
Paris,  Havana,  Harbin,  London,  San 
Juan,  Lima,  Bandoeng,  Calcutta,  Buch- 
arest, Johannesburg,  Warsaw.  In 
addition  to  these  the  company  has 
agencies  at  Tokio,  Valparaiso,  Hono- 
lulu; in  Scandinavia,  Portugal,  China, 
New  Zealand;  three  in  Australia,  and 
three  in  Brazil. 

It  is  now  the  policy  of  the  company 
to  establish  its  own  offices  in  all  these 
places  in  lieu  of  agencies,  placing  young 
Americans  in  charge  who  have  been 
brought  up  by  hand  at  the  works.  In 
the  opinion  of  this  concern  it  is  essential 
that  a  salesman  should  know  the  prod- 
uct he  is  selling.  But  since  no  man 
can  be  expected  to  know  all  there  is  to 
know,  mechanical  engineering  experts 
are  kept  constantly  out,  going  from 
place  to  place  and  spending  as  long  a 
time  at  each  district  office  as  may  be 
required  to  help  the  sales  manager  out 
on  technical  matters.  Each  district 
manager  is  provided  with  an  office  in 
keeping  with  the  dignity  of  the  firm  he 
represents  and  is  provided  with  what- 
ever staff  he  may  need,  ranging  from 
two  or  three  to  eight  or  ten. 

Authority  is  decentralized  as  far  as 
is  practicable.  The  sales  manager  in 
charge  of  a  zone  establishes  the  policy 
for  that  zone  under  the  direction  of  the 
vice-president.  He  fixes  salaries,  se- 
lects men,  and  sends  them  out  to  their 
stations;  relieves  them,  fixes  prices, 
credits,  and  policies  regarding  contracts. 
New  questions  involving  precedent  or 
improvement  are  passed  up  to  the  vice- 
president.     The  zone  manager  works 


for  the  man  in  the  field;  the  man  in  the 
field  works  for  the  customer.  The  only 
man  left  to  see  that  the  stockholders 
receive  any  returns  on  their  invest- 
ments is  the  president.  Responsibility 
is  fixed;  it  is  at  the  head.  The  presi- 
dent is  responsible  for  policy  and  profits. 

Sales  managers  are  instructed  to  sell 
at  cost  plus  a  certain  percentage  of 
profit.  The  sales  department  has  no 
influence  whatever  in  fixing  prices. 
That  is  done  by  the  estimating  depart- 
ment which  has  instructions  to  esti- 
mate on  a  certain  basis,  including  in 
actual  costs  the  price  of  materials, 
labor,  and  overhead.  The  engineering 
department  goes  over  the  figures  and 
tells  the  estimating  department  what 
is  necessary.  From  the  decisions  thus 
arrived  at  there  is  no  recourse  except  to 
go  to  the  president. 

In  order  to  sell,  one  must  have  cus- 
tomers. To  get  customers  it  is  neces- 
sary to  put  men  in  the  field  to  find 
them ;  they  will  not  find  themselves. 

If  there  is  one  precept  that  more 
than  another  is  burned  into  the  souls 
of  these  men  in  the  field,  it  is  that  they 
are  sent  out  to  work  for  the  customer. 
Theirs  must  be  more  than  lip  service. 
It  is  their  duty  always  to  look  out  for 
the  best  interests  of  their  customers. 
Theyare  not  merely  to  sell  locomotives, 
they  are  sent  to  advise  when  not  to 
buy.  President  Vauclain  more  than 
once  has  been  called  into  consultation 
with  railroad  officials  regarding  con- 
tracts for  locomotives,  and  has  advised 
them  not  to  buy  because  conditions 
from  their  standpoint  were  not  then 
right.  He  has  done  this  when  his  own 
establishment  was  badly  in  need  of 
orders. 

In  the  latter  part  of  1920  a  leading 
railroad  journal  planned  a  "Buy  Now" 
number  in  the  interests  of  its  advertis- 
ing patrons,  the  manufacturers  of  rail- 
way supplies,  urging  railroads  to  place 
orders  for  the  very  large  amounts  of 
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supplies  of  one  kind  and  another  which 
they  undoubtedly  needed.  One  of  the 
men  asked  to  contribute  an  article  or 
a  letter  to  this  "Buy  Now"  number 
was  President  Vauclain.  Orders  for  a 
few  hundred  locomotives  would  have 
come  in  very  handy  just  then,  but 
instead  of  ^^Titing  the  sort  of  letter  he 
was  expected  to  contribute  he  sent  a 
brief  but  strongly  worded  letter  saying 
that  in  his  judgment  conditions  were 
not  right  then  for  the  railroads  to  buy 
anji:hing  and  that  he  would  advise 
them  to  keep  their  money  in  their 
pockets  or  in  the  banks,  or  wherever  it  is 
that  railroads  carry  their  loose  change. 
The  letter  was  published  just  as  he 
WTote  it.  It  did  not  bring  any  orders 
to  the  Baldwin  Locomotive  Works  by 
return  mail,  but  it  did  bring  a  batch 
of  letters  from  railroad  executives  com- 
mending him  for  his  courage. 

The  company  will  continue  to  draw 
dividends  on  that  letter  for  many  a 
day  to  come.  For  even  locomotives 
wear  out  in  time  and  some  day  the 
roads  which,  following  Vauclain's  ad- 
vice, declined  to  "Buy  Now,"  will  be 
compelled  to  purchase  new  motive 
power.  \Mien  that  time  comes  many 
of  them  will  go  to  the  Baldwin  Loco- 
motive Works.  Every  salesman  on 
the  paj'-roll  is  expected  to  follow  his 
president's  example  under  similar  cir- 
cumstances.    President  Vauclain  says: 

A  good  salesman  is  always  at  odds  with 
his  home  ofEce.  A  good  salesman  is  a  poor 
man  to  rely  on  to  build  up  prices.  The 
question  of  profit  should  be  taken  away 
from  the  salesman  and  left  to  the  manage- 
ment. The  salesman  should  be  given  the 
lowest  price  at  which  an  article  can  be  sold. 
If  I  were  to  give  a  salesman  a  price  and  he 
increased  it  I  don't  think  he  would  sell  any 
more  for  me.  Such  a  man  would  be  too 
dangerous  to  have  aroimd.  But  if,  after 
a  price  was  given  him,  he  was  to  telegraph 
back  asking  if  we  couldn't  give  further  con- 
cessions I  should  feel  that  he  really  had 
the  customer's  interests  at  heart. 


Selling  is  a  matter  of  confidence.  To  sell 
a  man  anything  you  have  got  to  make  him 
feel  that  you  are  taking  an  interest  in  his 
needs.  Of  course  there  is  a  kind  of  selling, 
like  bidding  for  bonds  or  buying  coal  or 
grain  on  the  exchange  which  is  just  a  cold 
matter  of  business.  But  when  it  comes  to 
manufacturing  it  isn't  the  amount  of  money 
a  man  pays  for  a  thing,  but  the  amount  of 
money  he  realizes  on  his  investment. 

In  this  connection  there  are  two  points 
to  be  considered:  adaptability  and  dura- 
bility. The  salesman  is  expected  to  be 
competent  to  advise  his  customers  on  what 
is  best  adapted  to  his  needs  and  not  merely 
to  quote  prices.  That  is  the  reason  why  we 
are  sending  young  men  trained  in  the  works 
to  points  at  which  we  have  had  agencies  in 
former  years.  We  shall  never  go  back  to 
the  agency  system  again. 

It  is  rather  mystifying  to  hear  Mr. 
Vauclain  assert  that  there  is  no  par- 
ticular credit  to  be  taken  for  sending 
in  an  order  for  50  or  a  100  or  200  loco- 
motives. The  purchaser  on  so  large  a 
scale  is  going  to  buy  anyhow;  and  it  is 
with  him  merely  a  question  of  getting 
the  best  quotation.  Regularly  each 
month  a  list  of  new  customers  is  laid  on 
the  president's  desk  and  this  he  scans 
with  far  greater  interest  than  reports 
on  the  volume  of  sales.  But  it  is  all 
explained  upon  learning  that  the  rail- 
roads buy  only  about  half  the  locomo- 
tives that  are  sold  annually  throughout 
the  world.  The  other  half  is  absorbed 
by  big  industries  of  one  sort  and 
another,  logging  railroads,  contractors, 
and  plantations  in  the  tropics. 

The  banker  is  always  interested  in 
the  number  of  depositors,  not  merely  in 
the  big  depositors,  for  the  latter  do  not 
leave  their  money  in  the  bank  very 
long.  They  are  withdrawing  it  con- 
stantly to  use  in  business.  The  small 
depositors  are  more  important  in  the 
aggregate  because  they  leave  their 
money  in  the  bank.  The  same  princi- 
ple applies  to  locomotive  building  or 
any  other  kind  of  business.     When  one 
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is  liberally  supplied  with  both  big  and 
little  customers  one  is  "in  to  clear,"  to 
quote  Vauclain. 

Owing  to  circumstances  he  is  sure  of 
getting  the  big  orders,  anyway.  There- 
fore the  greatest  importance  is  attached 
to  the  small  orders.  No  amount  of 
trouble  is  considered  too  great  to  ac- 
commodate the  small  customer.  When 
a  representative  out  in  the  field  finds  a 
lumberman  or  the  manager  of  a  sugar 
plantation  who  wanted  a  locomotive 
yesterday  he  promises  to  get  it  for  him 
tomorrow;  and  the  management  in 
Philadelphia  will  move  heaven  and 
earth  to  get  it  to  the  customer  before 
breakfast  on  the  day  it  was  promised. 

As  an  illustration  of  this  point  of 
view,  a  certain  western  railroad  wanted 
to  try  out,  in  a  very  great  hurry,  an 
oil-burning  locomotive  of  a  new  type. 
The  order  was  received  on  Saturday 
noon.  President  Vauclain  himself  went 
down  to  the  ofiice  Sunday  morning, 
called  in  a  draftsman  and  by  1  o'clock 
had  the  engine  schemed  out.  By  noon 
Monday  the  boiler-plates  were  laid 
out  and  all  the  material  was  ordered. 
In  30  days  the  engine  was  under 
steam. 

From  the  Vauclain  point  of  view  it  is 
a  greater  crime  to  lose  a  customer  than 
to  lose  an  order.  Some  of  the  leading 
railroads  of  the  world  write  to  Phila- 
delphia asking  that  some  salesman  who 
has  proved  his  devotion  to  that  road's 
interests  be  sent  to  give  advice  regard- 
ing contemplated  purchases.  Innum- 
erable requests  are  received  from  custo- 
mers all  over  the  world  for  an  endless 
variety  of  things  in  no  wise  connected 
with  locomotives  or  lomocotive  sup- 
plies. Such  requests  receive  the  same 
scrupulous  attention  that  is  given 
orders. 

A  request  for  permission  to  see  some 
of  the  forms  and  blanks  used  brought 
out  some  very  decided  %'iews  on  the 
subject .     Mr.  Vauclain  said : 


If  you  are  going  to  use  printed  forms, 
you  might  as  well  give  up.  You  can  have 
forms  for  keeping  accounts;  that  is  proper. 
But  as  for  the  rest — why,  every  day  the 
situation  changes.  Forms  take  away  ini- 
tiative. The  man  who  fills  out  a  form 
thinks  that  when  he  has  finished  filhng  he 
has  nothing  further  to  do.  If  he  has  no 
form  to  fill  he  gives  you  all  the  facts;  if 
they  are  few  he  will  not  manufacture  any 
in  order  to  fill  out  all  the  spaces  in  the  form ; 
if  there  are  more  than  are  provided  for  in 
the  form  you  will  get  them.  By  his  re- 
ports you  may  judge  a  man's  interest  in 
his  business.  If  thej-  are  voluminous,  he 
isn't  fit  for  the  job;  if  they  are  crisp  and 
every  item  sharp  as  a  spike  he  is  pretty 
good.  But  if  his  remarks  are  few  and  value- 
less he  is  worse  than  the  garrulous  man. 
The  greatest  art  in  business  is  to  keep  your 
communication  on  one  sheet  of  paper  and 
on  one  side  of  that  sheet.  Then  you  have 
the  other  side  for  an  advertisement. 

Reverting  to  the  subject  of  standing 
by  salesmen,  on  which  he  holds  most 
emphatic  views,  it  transpired  that  ]Mr. 
Vauclain's  trip  to  Europe  in  the  spring 
of  1920  on  which  he  closed  contracts 
for  business  aggregating  more  than 
$10,000,000  in  an  absence  of  53  days 
from  Philadelphia,  was  due  to  the  fact 
that  he  had  assumed  full  responsibility 
for  a  contract  pending  with  the  Polish 
Government,  and  he  "didn't  want  any 
mud  thro^\'n  at  the  man  who  developed 
the  business."  Besides,  it  was  a  major 
transaction,  the  amount  involved  being 
$7,000,000,  so  it  was  a  matter  to  which 
the  president  should  properly  give  his 
personal  attention.  He  did  just  that. 
He  had  the  bonds  printed  in  America 
and  carried  them  to  Paris,  chartered  a 
private  car  for  himself  and  party  and 
went  to  Warsaw  where  he  witnessed  the 
signing  of  the  bonds  by  the  Minister  of 
Finance. 

For  about  three  months  the  Baldwin 
representative  at  Bucharest  had  been 
negotiating  with  the  Roumanian  Gov- 
ernment for  the  saleof  fiftvlocomotives. 
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He  had  the  earnest  backing  of  the 
Queen,  but  the  national  treasury  was 
as  bare  as  Mother  Hubbard's  cupboard 
was  when  she  went  to  get  the  poor  dog 
a  bone.  Here  was  a  deal  amounting  to 
$3,'-250,000  hung  up  for  lack  of  execu- 
tive authority  on  the  spot  to  decide 
important  details,  but  principally  to 
find  some  way  to  pay  the  bill  when 
there  was  nothing  to  pay  with.  So 
Vauclain  decided  to  run  down  to  Bucha- 
rest and  help  the  salesman  out.  Pos- 
sibly the  fact  that  representatives  of 
English  locomotive  builders  were  mov- 
ing heaven  and  earth  to  get  the  order, 
may  have  had  something  to  do  with 
his  decision  not  to  leave  the  salesman 
in  the  lurch  for  the  want  of  quick  action. 

Roumania  is  rich  in  oil.  What  was 
more  natural  than  to  propose  that  pay- 
ment for  the  locomotives  so  desperately 
needed  should  be  made  in  oil?  The 
Minister  of  Public  Works  thought  that 
a  fine  idea.  So  did  the  Queen,  who 
Vauclain  declares  is  "the  best  business 
man  in  Roumania";  so  also  did  the 
King.  With  such  backing  there  was 
no  difiiculty  at  all  in  arranging  a  con- 
ference with  most  of  the  members  of 
the  cabinet  at  which  the  details  were 
threshed  out  to  the  satisfaction  of  both 
parties. 

As  finally  agreed  upon  the  Rou- 
manian Government  contracted  for  50 
consolidation  locomotives  paying  10 
per  cent  either  in  cash  or  oil  before  the 
delivery  of  the  first  locomotive  and  the 
remainder  in  60  monthly  payments 
either  in  oil  or  cash  plus  6  per  cent 
interest  and  1  per  cent  for  financing, 
the  interest  to  be  included  in  the  face 
of  the  notes.  In  addition  contracts 
were  made  for  a  quantity  of  spare 
parts  and  half-a-million  dollars  worth 
of  machinery.  When  the  Minister  of 
Public  Works  handed  the  signed  con- 
tract to  Mr.  Vauclain  he  said: 

The  cornerstone  of  a  new  Roumania  has 
been  laid.     I  rejoice  that  it  has  been  laid 


by  you,  an  American,  as  all  things  done  by 
the  Americans  endure. 

In  saying  this  the  minister  was  refer- 
ring to  Roumania's  desperate  need  of 
transportation.  The  country  had  been 
stripped  in  war.  The  few  locomotives 
left  in  the  country  were  there  because 
they  were  in  such  bad  condition  that 
the  invaders  could  not  run  them  out. 
The  few  passenger  trains  running  were 
packed  until  there  was  standing  room 
only,  with  people  riding  on  the  bumpers 
and  on  the  roofs  of  the  cars.  Freight 
could  not  be  moved.  The  country  was 
stagnating  for  want  of  transportation. 
Indeed,  that  is  the  chief  need  of  all 
Europe  today. 

To  meet  this  need  the  Baldwin 
Locomotive  Works  and  the  American 
Locomotive  Company  formed  the  Lo- 
comotive Export  Association  under  the 
Webb-Pomerene  Act  which  permits 
combinations  for  export  purposes.  By 
this  arrangement  the  two  big  corpora- 
tions divided  orders  so  that  the  burden 
of  credits  would  not  fall  too  heavily  on 
either.  One  of  the  orders  obtained 
under  this  arrangement  prior  to  Vau- 
clain's  $10,000,000  tour  was  for  150 
locomotives  for  devastated  Belgium,  a 
deal  approximating  $8,300,000. 

That  little  job  at  Bucharest  required 
only  five  days. 

It  may  not  be  amiss  to  remark  that 
a  manufacturing  business  consists  of 
more  than  a  sales  department.  There 
must  be  a  manufacturing  department 
to  turn  out  products  of  the  quality  and 
at  the  time  promised  by  the  sales 
department,  which  is  not  always  easy 
if  work  is  constantly  interrupted  by 
labor  troubles.  It  is  a  tribute  to  the 
traditional  policy  of  the  Baldwin 
Company  as  well  as  to  its  present  chief 
executive  that  labor  troubles  are 
unknown.  Even  to  the  most  casual 
observer  it  is  apparent  that  everybody, 
from  the  sweeper  on  the  floor  to  the 
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highest  ofBcial,  feels  a  sense  of  proprie- 
torship, of  responsibility,  and  a  genuine 
interest  in  his  job,  whatever  it  may  be. 
In  the  president's  office  beneath  oil 
portraits  of  Mathew  Baldwin  and 
former  members  of  the  firm  is  a  row  of 
photographs  of  veteran  employees,  men 
who  have  been  with  the  company  40 
and  50  years.  There  is  even  a  photo- 
graph of  one  man  now  95  years  old,  who 
has  been  on  the  pay-roll  75  years.  You 
are  prepared  to  believe  the  president 
when  he  says : 

American  labor  is  the  be.st  labor  in  the 
world.  There  is  nothing  like  it.  I  have 
20,000  men  working  for  me  and  I  cannot 
find  a  single  fault  with  those  men.  All  I 
care  for  is  that  they  shall  work  as  hard  as 
I  do  and  they  have  got  to  do  that. 

I  find  it  not  at  all  difficult  to  be  at  my 
office  at  7  o'clock  in  the  morning.  A\Tiy  do 
I  want  to  be  at  my  office  at  7  o'clock? 
Because  my  men  go  to  work  at  that  hour 
and  we  have  an  iron-clad  rule  that  every 
foreman  must  be  there  at  7  o'clock  in  the 
morning.  He  must  have  a  cheerful  face. 
He  must  welcome  the  men  with  a  smile. 
They  will  stop  on  the  pavement  to  see 
whether  I  have  come  down  the  street  in  an 
automobile.  They  don't  object  to  my  rid- 
ing in  a  car  because  they  think  I  have 
worked  hard  enough  to  have  earned  it. 

I  would  not  have  a  time  clock  in  my  shop. 
If  a  man  asked  me  to  punch  a  time  clock 
I  would  tell  him  that  I  would  get  a  job 
somewhere  else.  I  won't  punch  a  time 
clock.  I  will  be  there  at  7  o'clock.  I  have 
my  shop  doors  open.  If  the  men  come  at 
6:30  they  can  get  in.  If  a  man  is  a  few 
minutes  late  he  goes  to  the  Late  Ticket 
Office  where  he  gets  a  late  ticket,  which  he 
sends  to  the  foreman.  The  man  is  not 
fined  for  being  late.  The  poor  devil  has  a 
hard  enough  time  to  make  a  living,  anyway. 


What  is  the  use  of  fining  him?  He  did  his 
best  to  get  there  at  7  o'clock.  We  fine  the 
foreman  for  having  a  man  that  won't  come 
in  on  time. 

The  foreman  goes  around  to  the  man 
and  says:  "Jim,  what  is  the  matter  with 
you?  You  did  not  get  in."  "I  missed  the 
car,"  says  Jim,  "and  on  the  next  one  I 
missed  the  gate."  The  foreman  pays  the 
fine  but  Jim  knows  he  is  paying  the  fine 
and  he  will  work  harder  than  on  any  day 
he  came  in  promptly  at  7  o'clock. 

Such  an  arrangement  promotes  a  broth- 
erly feeling.  Every  man  that  comes  to 
work  knows  that  his  foreman  is  going  to 
be  there.  If  he  is  not  there  he  must  be 
sick  and  immediately  the  query  goes  out, 
"Wiat  is  the  matter  with  the  foreman? 
He  is  not  in." 

You  can't  tell  men  these  days  to  be  there 
and  do  this.  You  have  got  to  be  on  the 
job  with  them  and  say:  "Come  on  boys, 
this  has  got  to  be  done,"  and  it  will  be 
done. 

If  we  are  to  expect  workmen  to  work 
cheerfully  we  must  set  the  example.  If 
we  want  our  employees  to  fraternize  with 
us  and  follow  our  leadership  we  must  live 
with  them,  work  with  them,  and  prove 
that  there  is  a  soul  to  our  business.  There 
should  be  no  hardship  in  being  at  our  desks 
when  the  workmen  report  for  their  work. 
We  should  be  there  to  see  that  they  get 
there  and  not  relegate  that  duty  to  a  time 
clock  or  other  automatic  device. 

Your  men  should  have  a  physical  demon- 
stration that  the  business  is  j'ours,  and 
that  they  are  your  helpers,  not  your  mas- 
ters. You  can  in  this  way  identify  your- 
self with  your  men  and  secure  their  confi- 
dence; you  will  become  their  adviser  rather 
than  the  so-called  labor  leader  to  whom 
they  may  have  gone  heretofore.  To  regu- 
late labor  we  must  first  regulate  ourselves; 
when  we  have  done  that  the  rest  is 
easy. 


TRAINING   MANUFACTURING   EXECUTIVES 


BY  PAUL  M.  ATKINS* 


QXE  of  the  problems  which  the 
factory  executive  has  always  with 
him  in  bad  times  as  well  as  in  good  is  that 
of  finding  capable  assistants.  If  times 
are  good,  he  wants  men  on  whom  he 
can  depend  to  obtain  a  maximum  out- 
put from  the  factory;  if  times  are  bad 
he  wants  those  who  can  keep  costs  of 
production  at  a  minimum.  Capable 
men,  men  who  have  brains  and  who 
know  how  to  use  them  effectively  in 
the  manufacturing  field,  are  always 
being  sought  by  those  who  hold  re- 
sponsible executive  positions. 

There  is  always  the  possibility  of 
finding  some  of  these  men  from  among 
those  who  have  started  at  the  bottom 
and  who  have  forced  their  way  to  the 
top  by  sheer  force  of  character  and 
indomitable  persistence.  Yet  how- 
ever much  he  may  admire  this  type 
of  man  for  his  accomplishment — and 
it  is  admiration  well  placed — the 
factory  executive  has  usually  found 
that  this  individual  has  lacked  the 
breadth  of  view,  the  perspective,  the 
grasp  of  business  as  a  whole,  which  is 
necessary  for  the  fullest  effectiveness 
in  a  real  executive  position  in  a  factory. 
This  fact  has  been  selected  and  capi- 
talized by  one  of  our  largest  and  best 
correspondence  schools  as  the  basis 
for  the  advertisements  of  their  course, 
and  the  numbers  whom  they  have 
aided  to  get  the  needed  general  busi- 
ness training  proves  the  need  as  well 
as  the  effectiveness  of  their  service. 

It  is  quite  appropriate,  however,  for 
the  manufacturer  to  expect  institu- 
tions other  than  correspondence  schools 
to  undertake  to  provide  this  training, 

*  Instructor  in  Industrial  Management,  University  of 
Chicago,  Chicago,  III. 


and  many  attempts  have  been  made  to 
offer  residence  instruction  of  various 
kinds.  The  introduction  of  courses  in 
"factory  management"  into  the  cur- 
riculums  of  many  business  schools 
which  form  parts  of  our  great  universi- 
ties, and  the  development  of  programs 
of  study  in  engineering  administration, 
administrative  engineering,  industrial 
engineering,  etc.,  in  our  better  engi- 
neering schools  all  testify  to  the  effort 
which  is  being  made  to  develop  courses 
which  will  meet  the  evident  need. 
The  articles  which  have  appeared  in 
several  of  our  standard  magazines  dur- 
ing the  past  year,  the  discussions  which 
have  taken  place  at  the  conventions  of 
several  of  the  associations  of  engineers, 
executives,  and  educators,  and  the 
holding  of  a  special  conference  for  the 
consideration  of  tliis  topic,  all  indicate 
the  interest  which  is  being  taken  in 
this  problem  by  those  most  concerned. 
Yet  in  spite  of  all  that  has  been  said 
and  done  and  written  it  seems  as  though 
relatively  little  progress  has  been 
made  toward  a  solution  of  the  problem. 
Perhaps  this  should  not  be  found  so 
very  surprising  when  one  considers 
the  immensity  of  the  task  and  the  dif- 
ficulties which  inevitably  confront 
pioneer  work.  In  analyzing  the  situa- 
tion, however,  it  seems  as  though  more 
progress  would  be  made  if  only  so 
many  deep-rooted  habits  of  thought 
and  possibly  so  many  prejudices  were 
not  brought  along  by  those  who  have 
been  working  on  the  question. 


II 

At    present    there    are    essentially 
three  groups  which  may  have  a  part  in 
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the  solution  of  the  problem.  They 
are,  the  manufacturers,  and  two  groups 
of  educators,  represented  in  a  general 
way  by  those  who  are  members  of 
university  schools  of  business  and  those 
who  belong  to  schools  of  engineering. 
The  students  are  another  group  vitally 
concerned  in  an  adequate  solution  of 
the  whole  question.  They  are,  how- 
ever, in  no  position  to  help  much 
towards  the  attainment  of  an  answer. 

In  general  the  first  group  has  done 
little  toward  developing  a  way  out  of 
the  difficulty,  although  there  are  cer- 
tain conspicuous  exceptions.  A  few 
companies  have  seen  their  way  clear 
to  develop  covirses  for  the  training  of 
men  who  come  to  them  with  a  univer- 
sity degree,  assuming  that  the  degree 
indicates  a  general  training,  a  breadth 
of  view,  and  a  maturity  which  could 
not  be  expected  in  younger  men  who 
had  had  less  educational  advantages. 
The  work  of  the  General  Electric 
Company  and  the  Western  Electric 
Company  may  be  cited  as  excellent 
attempts  to  deal  with  the  problem  of 
the  future  supply  of  factory  execu- 
tives, and  may  well  serve  as  examples 
to  other  concerns. 

All  this,  however,  does  not  meet  the 
question  of  training  men  for  manu- 
facturing before  they  get  into  a  par- 
ticidar  company.  It  is  a  begging  of 
the  question  in  so  far  as  the  schools 
and  universities  are  concerned,  and  it 
is  with  them  that  this  article  is  chiefly 
concerned,  in  the  hope  that  it  may  help 
in  some  small  way  toward  a  solution. 
If  our  schools  can  prepare  men  for 
medicine,  the  law,  technical  engineer- 
ing, and  other  professions,  they  cer- 
tainly ought  to  be  able  to  prepare  men 
to  become  factory  executives,  bearing 
in  mind,  of  course,  that  the  student 
must  serve  an  apprenticeship  in  sub- 
ordinate positions  before  he  can  attain 
to  one  of  authority,  just  as  the  pro- 
spective doctor  mu.st  serve  an  interne- 


ship  before  beginning  the  practice  of 
medicine. 

It  should  not  be  thought  from  all 
this  that  our  schools  and  universities 
have  not  been  working  over  this  prob- 
lem. Many  of  them  have  made  seri- 
ous attempts  and  have  developed 
excellent  programs  of  study  which,  if 
not  perfect,  have  cleared  the  ground 
for  future  improvement.  In  general, 
however,  these  courses  are  suffering 
from  being  more  or  less  one-sided, 
some  leaning  in  one  direction  and 
others  in  another.  This  seems  to  be 
due  to  the  fact  that  most  of  the  courses 
in  manufacturing  have  been  organized 
either  by  schools  of  engineering  or  by 
schools  of  commerce  and  finance,  while 
practically  all  are  suffering  from  the 
fact  that  individual  coiu-ses  have  been 
connected  to  form  a  program  of  study 
without  being  really  co-ordinated.  It 
should  be  remembered  in  dealing  with 
the  organization  of  a  curriculum  that 
many  fundamentals  of  good  business 
can  well  be  applied.  One  of  these  is 
that  a  business  ought  to  be  broken  up 
into  its  essential  functions  and  these 
functions  represented  by  departments, 
co-ordinated  into  an  organization;  and 
not  that  an  effort  be  made  to  build  up 
a  series  of  functions  into  a  business 
whole.  The  whole  exists  before  the 
parts  and  is  more  than  a  collection  of 
parts.  The  same  idea  shoidd  be  ap- 
plied in  developing  a  curriculum — its 
aim  should  be  kept  clearly  in  mind  and 
the  sum  total  of  the  instruction  needed 
to  accomplish  the  task  held  in  \'iew, 
and  then  this  whole  broken  up  into  the 
units  which  are  ordinarily  called  courses 
in  order  to  facilitate  the  co-ordination 
and  carrying  on  of  instruction. 

The  business  schools  in  general 
have  undertaken  work  in  the  field  of 
manufacturing  after  they  have  devel- 
oped their  curricula  in  other  fields. 
Accounting  has  usually  been  the  first 
of  the  programs  of  study  from  which 
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they  have  worked  out  into  finance 
and  labor  problems  and,  more  re- 
cently, marketing,  building  their  cur- 
ricula in  these  special  fields  on  courses 
in  applied  economics.  In  most  of 
these  spheres  the  technical  background 
is  relatively  simple  or  easily  acquired. 
Hence,  when  these  schools  have  at- 
tempted to  add  a  program  in  manu- 
facturing, they  have  had  the  idea  ap- 
parently that  it  would  be  possible  to 
teach  the  administration  of  produc- 
tion without  a  background  of  familiar- 
ity with  some  of  the  more  outstanding 
and  important  of  the  technical  prob- 
lems which  must  necessarily  be  found 
in  manufacturing  since  machinery  is 
the  basis  of  our  present  factory  indus- 
try. ^Miile  the  curricula  in  account- 
ing, finance,  labor  problems,  and 
marketing  have  been  relatively  well 
developed  and  complete,  the  part  de- 
voted to  manufacturing  has  practically 
without  exception  been  incomplete 
and  without  adequate  foundation. 

The  engineering  schools,  on  the 
other  hand,  have  approached  the  prob- 
lem from  just  the  opposite  point  of 
view.  Their  curricula  down  to  the 
last  few  years  have  been  devoted 
entirely,  in  so  far  as  production  has 
been  concerned,  to  the  technical  phases. 
Their  students  in  mechanical,  electri- 
cal, and  chemical  engineering  have 
been  drilled  thorougfly  in  the  under- 
lying technical  principles  of  machinery, 
but  rarely  have  they  received  anything 
more  than  the  most  casual  instruction 
in  that  economic  background  against 
which  the  technique  they  have  been 
studying  must  be  placed  before  it  can 
become  effective. 

Now  as  these  schools  undertake  the 
solution  of  the  problem  of  a  curriculum 
in  manufacturing  they  very  naturally 
begin  by  cutting  douTi  somewhat  the 
amount  of  time  given  to  technical 
subjects  and  grafting  in  its  place  a 
little  economics,  accounting,  finance. 


and  labor  problems,  with  possibly  a 
verj'  brief  course  in  what  is  frequently 
called  "industrial  administration."  In 
other  words,  they  have  not  developed 
a  new  course  to  meet  a  new  need,  but 
have  made  over  an  old  course  to  satisfy 
popular  demand. 

Ill 

Neither  of  these  approaches  is  really 
satisfactory  to  the  students  who  take 
the  courses  or  to  the  manufacturers 
who  employ  the  students,  yet  this  is 
about  all  that  has  been  offered  up  to 
the  present.  Too  much  time  and 
energy  have  been  wasted  by  the  facul- 
ties of  the  business  schools  arguing  for 
the  giving  of  more  time  to  economics 
or  accounting  or  finance  and  trj-ing  to 
prove  that  a  knowledge  of  engineering 
principles  is  not  necessary  for  the 
manufacturer  who  can  hire  aU  the 
technical  assistance  he  may  need.  The 
same  thing  can  be  said  for  the  instruc- 
tion staffs  of  schools  of  engineering 
who  urge  the  necessity  of  so  much 
physics  or  mechanics  as  essential  to 
successful  handling  of  any  production 
problem  and  who  maintain  that  book- 
keeping, as  they  often  call  accounting, 
can  be  picked  up  on  the  side.  There 
is  a  great  deal  of  truth  underlying  the 
contentions  of  both  groups  of  educa- 
tors, but  each  fails  to  recognize  the 
justness  of  the  arguments  of  the  other 
because  neither  knows  enough  about 
the  field  which  the  other  has  specialized 
in.  What  is  really  needed  is  a  new 
point  of  view  and  a  new  method  of 
attack  of  the  whole  problem. 

It  is  not  the  intention  of  this  article 
to  waste  time  in  destructive  criticism, 
but  only  to  point  out  some  latent 
difficulties  as  a  starling  point  for  sug- 
gestions to  remedy  those  difficulties. 
It  is  fully  realized  that  the  plan  which 
is  presented  here  is  far  from  perfect, 
but  it  is  hoped  that  it  will  stimulate 
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thought  and  discussion  and  so  pro- 
mote the  solution  of  the  problem  which 
is  before  us. 

Perhaps  before  entering  on  a  dis- 
cussion of  a  program  of  study  in  manu- 
facturing, it  may  help  out  if  the  goal 
sought  through  such  a  course  is  out- 
lined. A  clear  vision  of  the  desired 
goal  almost  always  aids  materially  in 
seeing  how  it  is  to  be  attained  and  why 
the  various  steps  of  the  journey  to  it 
are  taken.  The  factory  executive 
needs  to  obtain  from  his  training  three 
things.  In  the  first  place,  he  should 
have  a  broad,  general  background 
which  can  hardly  be  too  broad  if  time 
would  permit  all  that  might  be  desired, 
but  which  should  include  at  least  a  gen- 
eral acquaintance  with  the  physical,  eco- 
nomic, and  social  world  in  which  we 
live  and  some  understanding  of  what 
other  people  outside  his  own  circle  are 
thinking.  In  the  second  place,  he 
needs  a  survey  of  the  fields  in  the  busi- 
ness and  technical  world  with  which  he 
is  going  to  come  in  contact  and  a  fa- 
miliarity with  the  language  spoken  by 
the  men  in  these  fields  in  order  that 
he  may  be  able  both  to  understand 
them  and  to  make  clear  to  them  his 
own  ideas.  The  factory  executive 
must  take  part  in  solving  problems 
which  also  concern  the  sales  manager, 
the  comptroller,  the  designing  engi- 
neer, and  others,  and  he  must  be  in  a 
position  to  work  with  them  if  he  is  to 
carry  on  his  own  tasks  effectively. 
Such  a  survey  should  be  thorough  in 
so  far  as  the  work  is  carried,  rather 
than  extensive  and  meager.  In  the 
third  place,  the  manufacturing  execu- 
tive needs  as  complete  and  thorough 
training  in  the  control  of  production 
and  the  development  of  manufacturing 
standards  as  the  time  available  will 
permit.  To  attain  these  three  things 
in  the  limited  space  of  four  or  five  years 
of  university  training  is  the  task  which 
is  before  us  for  solution. 


IV 

The  approach  to  the  development  of 
a  course  of  instruction  which  will  meet 
these  needs  should  be  that  suggested 
in  one  of  the  paragraphs  above:  to 
consider  the  program  of  study  as  a 
whole,  and  then  divide  it  into  such 
separate  units  as  may  be  easily  admin- 
istered from  the.  point  of  view  of  in- 
struction. As  a  tentative  outline  of  a 
curriculum  of  this  kind  and  as  a  basis 
for  further  discussion  the  summary  on 
page  193  is  offered. 

The  figures  shown  in  parentheses 
indicate  the  units  of  time  and  credit 
for  each  course.  For  the  recitation 
courses  which  involve  extensive  out- 
side preparation,  the  figures  would 
give  the  number  of  hours  a  week  in 
class.  For  the  other  courses  invohnng 
little  or  no  outside  preparation  two  or 
three  hours  in  the  classroom  would  be 
required  for  one  hour  of  credit.  The 
courses  in  practical  manufacturing,  for 
example,  would  take  two  periods  for 
each  unit  and  the  course  in  industrial 
drawing,  three  hours  for  one. 

With  this  outline  in  hand  it  wnll  be 
easier  to  see  to  what  extent  it  has  been 
possible  to  meet  the  requirements 
sketched  above.  It  will  be  noted  that 
some  of  the  courses  which  have  been 
suggested  may  supply  material  for 
satisfying  two  or  even  more  of  the 
needs  described.  The  first  of  these 
fields  which  deserves  consideration  is 
that  of  the  general  background  needed. 
The  course  in  industrial  economics 
during  the  freshman  year  should  rep- 
resent a  serious  effort  to  survey  this 
background  as  a  whole  from  the  eco- 
nomic and  social  points  of  view.  Such 
a  course  should  contain  a  summary  of 
the  most  notable  characteristics  of  our 
present  economic  organization,  the 
important  part  that  capital  and  money 
play,  the  place  that  specialization  and 
standardization  have  taken,  and  the 
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A  COURSE  IN  MANUFACTURING 

First  Shimester  Second  Semester 

Freshman  Year 


Industrial  Economics  (5) 

Language  (French,  German,  or  Spanish)  (5) 

English  Composition  (5) 


Business  Administration  (5) 

Language  (5) 

Economic  and  Commercial  Geography  (5) 


Sophomore  Year 
Fundamentals  of  Manufacturing  (5)  Practical  Manufacturing  I  (5) 


Industrial  Drawing  (5) 
or 

Elementary  Chemistry  (o) 
Economic  History  (5) 

Practical  Manufacturing  II  (5) 

Accounting  (5) 

Mathematics  and  Physics  I  (5) 


Practical  Manufacturing  IV  (5) 
Mechanism  and  Mechanics  (5) 
Labor  Administration  (3) 
Business  Psychology  (2) 


Marketing  (5) 
Finance  (5) 


Junior  Year 


Practical  Manufacturing  III  (5) 
Cost-Accounting  and  Statistics  (5) 
Mathematics  and  Physics  II  (5) 


Senior  Year 


Practical  Manufacturing  V  (5) 

Business  Communication  and  Reports  (5) 

Insurance  (3) 

Traffic  and  Transportation  (2) 


Graduate  Year 


Supervised  Field  Work  (5) 
Business  Law  (5) 
Industrial  Chemistry  (5) 

significance  assumed  by  the  financial, 
marketing,  manufacturing,  and  trans- 
portation organization  in  our  modern 
life.  The  wage  problem  should  be 
outlined,  the  development  of  large- 
scale  production,  and  the  social  control 
of  the  w^hole  should  be  presented.  In 
short,  this  course  should  sketch  the 
outlines  of  the  social  and  economic 
sphere  in  which  the  future  manufac- 
turer is  to  work,  which  he  is  to  help 
control  and  which,  in  a  very  large 
measure,  will  control  him. 


Another  course  which  should  be 
used  not  simply  with  a  specialized  end 
in  view  but  with  the  idea  of  enlarging 
the  students'  horizon  is  that  in  lan- 
guage.    The  basis  for  a  good  knowl- 

4 


Supervised  Field  Work  (5) 
Business  Law  (5) 
Industrial  Chemistry  (5) 

edge  of  French,  German,  or  Spanish 
should  be  laid  before  the  student  comes 
to  college,  but  it  is  usually  wise  to 
make  sure  that  he  has  an  easy  reading 
knowledge  of  at  least  one  foreign  lan- 
guage before  he  leaves.  The  study  of 
this  subject  should  be  carried  on  with 
the  aim  of  equipping  the  student  to 
make  first-hand  acquaintance  with 
what  other  people  are  thinking  and 
doing.  There  is  no  time  or  room  for 
the  dry-as-dust  methods  of  teaching  a 
language  which  all  too  often  are  found 
in  our  schools  and  colleges.  The  study 
of  languages,  English  as  well  as  foreign, 
has  been  sterilized  by  carrying  the 
methods  of  the  philologist  into  the 
elementary  classroom.  Modern  books 
and  magazines  on  current  topics  will 
serve  to  give  the  student  a  much 
broader  view  of  this  world  even  though 
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he  misses  some  of  the  cultural  develop- 
ment he  might  obtain  from  a  study  of 
the  belles  lettres. 

It  is  curious  to  find  how  many  uni- 
versity graduates  are  lamentably 
ignorant  of  the  first  principles  of  geog- 
raphy. A  recent  instance  of  this  came 
to  the  attention  of  the  writer  when  a 
graduate  of  a  well-known  university 
disclosed  the  fact  that  he  thought 
Chicago  was  somewhere  on  the  rail- 
road route  between  Detroit  and  New 
York.  Perhaps  to  a  manufacturer,  an 
acquaintance  with  geography  is  not  so 
important  as  to  its  commercial  neigh- 
bor, but  it  is  essential,  nevertheless,  as 
a  part  of  the  general  background  which 
he  needs.  History  is  meaningless 
without  some  knowledge  of  geography, 
and  if  any  man  is  to  make  wise  deci- 
sions for  the  future,  he  must  base 
them  in  part  on  his  knowledge  of  what 
has  happened  in  the  past.  The  par- 
ticular part  of  geography  which  is  of 
most  importance  to  the  student  in  this 
course  is,  naturally,  that  which  deals 
with  the  economic  and  commercial 
phases,  and  which  will  serve  to  orient 
him  in  his  thinking  about  business 
problems.  Such  a  matter  as  location, 
for  example,  cannot  really  be  studied 
properly  without  some  familiarity  with 
economic  and  commercial  geography. 

A  very  natural  element  in  this  de- 
velopment of  a  background  is  the  study 
of  history,  particularly  economic  his- 
tory, although  in  a  course  of  this  kind 
not  more  than  a  survey  could  be  at- 
tempted of  both  European  and  Ameri- 
can economic  history.  With  the  basis 
of  a  course  in  economic  geography 
such  as  has  been  suggested  above,  a 
good  grasp  of  the  outstanding  events 
which  have  influenced  our  present 
development  should  be  secured.  This 
course  should  serve  to  give  a  perspec- 
tive of  the  present  industrial  situation 
in  this  country  and  help  to  explain  the 
need  of  business  and  social  institutions. 


Another  course  which  will  be  men- 
tioned later  in  a  different  connection  is 
that  in  business  law.  It  seems  ap- 
propriate, however,  to  point  out  that 
if  properly  organized  and  taught,  it 
should  aid  very  materially  in  supplying 
the  desired  general  background.  Law 
as  it  exists  in  this  country  is  the  result 
of  the  crystallization  of  customs,  and 
serves  as  one  of  the  important  means 
of  control.  Expressing  as  it  does,  even 
though  imperfectly,  the  viewpoint  of 
society  as  a  whole,  its  study  should 
materially  aid  a  man  in  finding  himself 
in  the  outside  world.  Too  often  the 
individual  whose  prime  problems  lie 
inside  a  factory  is  prone  to  forget  that 
all  that  he  does  is  modified  by  many 
outside  conditions  which  are  quite 
beyond  his  control. 

It  is  perfectly  clear  that  these  few 
courses  can  serve  to  do  no  more  than 
sketch  very  hazily  this  wide  back- 
ground which  is  always  growing  larger 
and  which  is  always  exerting  more  of  a 
controlling  effect  on  everyone  who 
lives  in  this  world.  These  few  courses 
are  supplemented  in  some  measure  by 
others  in  the  curriculum  which  will  be 
discussed  later,  under  different  heads, 
because  of  their  intimate  connection 
with  other  problems.  The  courses  in 
business  administration,  psychology, 
physics,  chemistry,  as  well  as  most  of 
those  which  are  primarily  to  meet  the 
second  need — an  acquaintance  with 
the  whole  business  field — all  help  to 
orient  a  student  and  give  him  a  greater 
realization  of  the  place  of  his  work. 
This  preparation  should  be  supple- 
mented at  all  times  and  on  all  occasions 
by  constant  reading  on  the  part  of  the 
student  both  while  at  the  university 
and  after  he  leaves  it,  by  association 
with  men  of  other  interests  and  experi- 
ences as  well  as  with  those  of  his  own 
group,  and  by  a  constant  alertness  to 
gather  up  and  piece  together  the  many 
fragments  of  information  which  may 
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come  his  way  into  a  united  and  co- 
ordinated whole.  In  short,  he  must 
carry  forward  his  own  education  and 
fill  in  the  outline  presented  to  him  in 
these  and  other  courses. 

VI 

The  list  of  courses  prepared  to  give 
a  man  a  good  grasp  of  the  business 
field  as  a  whole  is  longer.  This  must 
necessarily  be  so  for  the  work  becomes 
more  definite  and  the  factory  executive 
finds  in  these  courses  material  which  is 
constantly  touching  his  field  and  on 
which  he  must  rely  for  the  adequate 
handling  of  his  own  tasks.  The  first 
of  these  is  one  in  business  administra- 
tion, a  course  surveying  from  the  view- 
point of  the  general  manager  of  a 
company  the  principal  problems  with 
which  he  must  deal.  Just  as  the 
course  in  industrial  economics  should 
be  planned  to  give  an  idea  of  the  eco- 
nomic world  as  a  whole,  so  this  course 
should  be  arranged  to  give  a  picture  of 
all  the  many  ramifications  of  a  busi- 
ness in  order  that  the  student  may  have 
a  background  against  which  to  place 
his  study  of  the  various  fields  into 
which  the  business  problems  of  a  par- 
ticular company  are  naturally  divided. 

Following  the  survey  of  business 
integration,  its  elements  should  be 
considered  in  turn,  the  problem  of  each 
noted  and  their  solution  studied.  Of 
the  various  fields  of  business  endeavor, 
that  of  marketing  in  many  cases  is, 
perhaps,  of  fundamental  importance. 
In  a  manufacturing  concern,  produc- 
tion and  marketing  are  like  two  halves 
of  a  pair  of  scissors.  It  is  impossible 
to  cut  cloth  without  both  parts.  So, 
also,  both  halves  should  have  the  same 
length  and  bear  a  definite  relation  one 
to  the  other,  if  the  work  of  our  tool  is 
to  be  done  efficiently.  And  just  so, 
too,  in  the  case  of  marketing  and  pro- 
duction, they  must  be  balanced  and 


proportioned  if  the  business  is  to  at- 
tain its  greatest  success.  In  order  to 
give  this  acquaintance  with  the  market- 
ing field  which  is  so  necessary  to  the 
factory  executive,  a  coiu-se  in  market- 
ing should  be  given  in  which  the 
student  learns  about  the  essentials 
of  selling,  advertising,  price  pohcies, 
means  of  reducing  risks,  credits  and 
collections,  the  direction  of  salesmen, 
the  planning  of  sales  campaigns,  and 
the  internal  organization  of  the  selling 
side  of  the  business.  Equipped  with 
such  knowledge  the  future  factory 
executive  will  be  in  a  position  to  under- 
stand and  co-operate  with  the  sales 
manager  in  the  development  of  that 
all-important  instrument  of  control 
that  is  often  called  the  master  schedule 
and  serves  to  balance  production  and 
sales. 

Scarcely  less  important,  in  general, 
than  marketing  and  sometimes  out- 
weighing it  in  its  influence  in  the  shap- 
ing of  production  policies  is  the  matter 
of  finances.  No  plans  for  either  mar- 
keting or  manufacturing  can  be  laid 
without  reference  to  the  resulting  dol- 
lars and  cents.  If  the  company  can- 
not finance  its  sales-production  pro- 
gram, it  will  be  obliged  to  modify  it  in 
some  way.  Usually  the  executive  in 
charge  of  production  is  not  responsible 
also  for  finances,  but  if  he  is  equipped 
to  understand  the  treasurer's  problems 
he  may  be  able  to  suggest  help  through 
modifications  of  his  own  plans.  Hence 
a  course  in  finance  is  needed  in  which 
the  financial  organization  of  our  indus- 
trial world  is  described.  In  it  should 
be  included  a  discussion  of  the  funda- 
mentals of  our  present-day  financial 
institutions — banks,  trust  companies, 
bond  houses,  insurance  companies, 
underwriting  syndicates,  brokerage  con- 
cerns, the  stock-exchange,  etc. — and 
how  they  function  to  supply  the  needs 
of  the  manufacturer.  In  addition,  the 
way  in  which  the  treasurer  of  a  com- 
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pany  can  work  with  and  through  these 
institutions  in  order  to  obtain  fixed 
and  working  capital  should  be  pre- 
sented and  a  general  siu^vey  of  business 
cycles  and  their  significance  should  be 
included.  This  last  topic  is  of  peculiar 
interest  to  the  factory  executive  since 
it  will  aid  him  particularly  in  the  mak- 
ing of  production  plans. 

In  a  very  peculiar  way,  the  labor 
problem  in  all  its  many  ramifications 
is  a  question  for  the  factory  manager 
to  grapple  with.  He  is  the  one  who 
handles  the  largest  part  of  the  working 
force  employed  by  the  company ;  under 
his  direction  comes  the  settlement  of 
the  rate  of  wages  for  most  of  the  work- 
ers ;  and  the  f ailiu-e  to  obtain  and  main- 
tain an  adequate  and  efficient  force  of 
workers  is  bound  to  result  in  trouble 
which  is  his  to  meet  and  overcome.  If 
any  man  in  a  manufacturing  organiza- 
tion should  be  interested  in  the  labor 
problem,  the  factory  manager  is  the 
one,  and  a  course  dealing  with  this 
question  and  the  answers  which  have 
been  given  to  it  is  essential  to  a  coiu-se 
in  manufacturing.  A  course  of  this 
kind  should  include  study  of  the  imder- 
lying  causes  of  the  problem  as  a  whole 
and  of  the  various  means  which  have 
grown  up  for  dealing  with  it,  such  as 
trade  unions,  employers'  associations, 
shop  committees,  political  and  legis- 
lative action,  and  other  devices  now 
employed.  In  addition  a  survey  should 
be  made  of  the  various  phases  of  labor 
administration  from  the  company 
point  of  view — employment,  promo- 
tion, discharge,  training,  labor  turn- 
over, health,  safety  and  sanitation, 
wages  and  welfare  work.  With  such  a 
background  as  a  course  like  this  can 
give,  the  factory  executive  would  be  in 
a  position  to  understand  the  problem 
of  the  worker  and  would  be  able  to 
give  him  an  intelligent  control  and 
support  to  the  great  mutual  benefit 
of  both. 


A  subject  which  has  one  of  its  chief 
business  applications  in  the  field  just 
described,  but  which  also  has  a  part  to 
play  in  the  marketing  field,  is  psychol- 
ogy. While  one  of  the  newest  of  the 
sciences,  it  has  already  made  impor- 
tant contributions  to  the  business  world, 
and  it  will  probably  add  far  more  dur- 
ing the  next  generation.  Machinery 
may  be  developed  to  a  remarkable 
degree  and  attain  an  automaticity 
which  is  beyond  any  of  our  present 
dreams,  and  organization  and  sys- 
tems of  control  may  be  developed  to 
match  it,  but  nevertheless,  human  be- 
ings will  still  play  the  important  and 
absolutely  indispensable  part.  A 
course  which  gives  the  fimdamentals 
of  psychological  methods  and  the  way 
in  which  those  methods  may  be  applied 
in  the  manufacturing  field,  should  find 
a  place  in  the  curriculum. 

One  of  the  features  which  has  most 
characterized  our  modern  industrial 
organization  has  been  the  development 
of  various  ways  for  the  eliminations 
and  shifting  of  risks.  Not  until  some 
progress  had  been  made  in  this  direc- 
tion could  commerce  and  industry  ex- 
pand, nor  could  it  have  attained  the 
present  proportions  without  the  aid  of 
some  of  our  important  risk-bearing 
institutions.  Some  attention  should 
be  given  to  certain  phases  of  the  ques- 
tion of  risk-bearing  in  the  course  in 
finance  where  speculation,  hedging,  and 
the  work  of  insm-ance  companies  should 
be  briefly  described.  One  of  these 
forms  of  risk-bearing — insurance — is  of 
particular  importance  to  the  man- 
ufacturer. The  adequate  protection 
of  his  property  by  means  of  fire  insur- 
ance is  a  prerequisite  to  the  carrj'ing 
on  of  his  business.  With  the  growing 
importance  of  employee  liability  laws, 
it  is  necessary  to  give  more  attention 
to  this  feature  of  the  problem  also. 
Hence  a  course  in  the  fundamentals  of 
insurance   including  a  study  of  both 
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property  risks  of  the  more  important 
kinds  and  actuarial  science  would  find 
a  real  need  to  serve  in  this  course. 

VII 

The  problem  of  getting  materials 
into  the  plant  is  often  a  task  set  before 
the  factory  executive  and  not  infre- 
quently the  shipment  of  the  finished 
product  is  left  to  his  care  also.  In  any 
event,  his  work  is  greatly  influenced  by 
the  movement  of  materials  outside  the 
factory,  and  to  be  most  efficient  in  his 
work  he  should  know  something  about 
traffic  and  transportation.  A  course 
briefly  outlining  the  most  important 
topics  in  this  complex  field  would 
enable  the  manufacturing  executive  to 
understand  the  magnitude  and  dif- 
ficulty of  the  problem  and  to  work  more 
efficiently  with  those  whose  task  it  is 
to  deal  with  it. 

One  of  the  most  important  tasks 
which  fall  to  business  men  as  a  class  is 
to  present  their  ideas  to  others  in  such 
a  definite  and  concise  way  that  they 
may  be  readily  grasped  and  under- 
stood. The  sales  manager  is  very 
likely  to  be  fairly  well  equipf>ed  in  this 
respect  since  it  is  his  task  to  sell  ideas 
quite  as  much  as  goods.  It  is  usually 
foimd,  however,  that  the  factorj'  execu- 
tive is  woefully  weak  in  this  respect. 
Time  and  again  he  will  have  good  ideas 
that  are  valuable  to  the  company  and 
of  worth  to  him,  if  only  he  could  get 
them  across  to  the  higher  executives. 
AU  too  often,  a  man  is  kept  in  a  sub- 
ordinate position  because  he  is  inar- 
ticidate  and  cannot  express  himself. 
The  ability  to  communicate  to  others 
is  all  important  at  this  present  time 
and  age  and  the  factory  executive 
should  be  trained  to  avail  himself  of 
all  the  means  which  may  exist  at  his 
command. 

Fundamentally,  the  ability  to  write 
good    English    and    prepare    a    satis- 


factory report  is  the  most  important 
part  of  this  question,  but  business 
communication  involves  more  than 
that.  The  use  of  illustrations,  charts, 
diagrams,  drawings,  to  mention  only  a 
few  of  the  more  important  WTitten 
means  of  communication,  has  never 
been  developed  for  the  benefit  of  the 
factory  as  it  should  have  been.  Very 
few  factories  have  at  hand  all  the 
mechanical  devices  which  might  eco- 
nomically be  employed,  and  the  reason 
is  often  found  in  the  fact  that  few 
factory  executives  know  of  the  possi- 
bilities. A  course  in  business  com- 
munication, lajang  emphasis  on  the 
preparation  of  adequate  reports  but 
not  neglecting  the  other  phases  of  the 
problem,  would  be  probably  one  of  the 
most  helpful  courses  which  could  be 
integrated  in  a  curriculum  of  this  kind. 
The  topic  of  business  law  has  al- 
ready been  mentioned  in  another 
paragraph  in  this  article,  but  its  chief 
ser^^ce  will  be  found  in  connection 
with  the  general  business  background 
which  a  manufacturer  ought  to  have. 
Just  as  psychology  deals  with  the  mul- 
titudinous phases  of  human  thinking, 
so  the  law  deals  with  the  varied  forms 
which  indivadual  relationships  take, 
and  which  govern  not  only  persons 
but  companies  as  well,  in  many  of 
these  contracts  with  others.  The 
manufacturer  is  constantly  finding  his 
path  circumscribed  in  the  various 
plans  which  he  lays.  Contracts  with 
regard  to  materials  and  labor,  legisla- 
tive control  of  factory  conditions,  pro- 
tection against  outside  damage,  all 
these  and  many  other  problems  in 
which  the  law  takes  a  part  affect  the 
factory  executive  in  his  work.  In  no 
field  in  the  business  world  probably  is 
the  technique  so  complex  and  the  fine 
distinctions  so  important  and  so  diffi- 
cidt  to  make  as  in  the  law.  Hence  to 
be  properly  equipped  for  his  work, 
some  knowledge  of  legal  principles  and 
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concepts  is  very  much  to  be  desired, 
and  a  course  in  business  law  should  be 
prepared  to  meet  that  need. 

VIII 

This  brief  seems  to  be  the  minimum 
of  training  in  general  business  which 
can  satisfy  the  needs  of  the  factory 
executive,  and  it  also  seems  to  repre- 
sent about  the  maximum  of  time  which 
can  be  given  to  this  kind  of  instruction. 
In  none  of  these  fields  can  the  student 
secure  enough  to  be  considered,  in 
even  the  remotest  sense,  a  specialist. 
In  fact,  if  the  student  should  go  away 
from  any  of  these  courses  feeling  that 
he  knows  all  about  the  subject,  or  even 
a  very  considerable  portion  of  all  that 
there  is  to  be  known,  the  course  is  a 
distinct  failure.  One  of  the  prime 
objects  of  all  these  courses  should  be  to 
open  up  the  expanse  of  each  of  these 
phases  of  business  to  the  students  and 
make  them  realize  their  owti  limita- 
tions. The  student  should  learn 
enough  to  realize  that  he  does  not  know 
very  much  about  these  problems,  and 
to  appreciate  the  need  of  specialists  in 
these  various  fields  just  as  he  wants 
others  to  understand  his  value  as  a 
specialist  in  his  chosen  sphere.  He 
should,  of  course,  learn  that  in  order  to 
deal  with  some  of  the  simpler  phases  of 
the  problems  in  other  lines,  and  to  be 
able  to  judge  as  to  when  he  needs  ex- 
pert assistance,  and  to  be  in  a  position 
to  co-operate  when  he  has  obtained  it. 
He  should  gain  enough  from  these 
courses  of  the  specialized  vocabulary 
and  the  technical  methods  in  use  to  be 
able  to  do  this  with  care.  Many  may 
question  the  desirability  of  these 
courses  in  comparison  with  other 
courses  which  might  have  been  added 
to  the  curriculum  but  which  have  been 
left  out.  Others  may  look  askance  at 
the  distribution  of  time  among  these 
several  courses  as  shown  on  the  outline 


of  the  curriculum.  There  is  probably 
little  question  but  what  improvement 
can  be  made  in  both  these  respects, 
and  it  is  hoped  that  suggestions  may 
be  made.  The  main  object  to  be 
gained  from  this  work  should  always 
be  kept  in  mind.  It  is  here  that  the 
student  begins  to  develop  that  which 
will  enable  him  to  get  such  a  perspec- 
tive of  his  own  field  that  he  will  neither 
exaggerate  its  scope  nor  minimize  its 
importance.  He  should  attain  that 
balanced  perspective  of  his  work  which 
^nll  enable  him  to  form  correct  judg- 
ments ;  for  correct  judgments  which  are 
economically  wise  and  morally  sound 
are  the  most  needed  elements  in  our 
industrial  organization  as  it  now  exists. 

So  far  nothing  has  been  said  about 
the  courses  which  are  necessary  to 
train  the  student  for  the  particular 
problem  in  the  solving  of  which  he 
expects  to  take  a  part.  These  courses 
are,  of  course,  the  backbone  of  the  cur- 
riculum and  extend  from  the  beginning 
of  the  second  year  to  the  end  of  the 
training.  At  the  very  beginning  of 
the  specialized  work,  a  general  intro- 
ductory course  should  be  given  which 
will  acquaint  the  students  with  the 
fundamentals  of  manufacturing.  Such 
a  course  should  survey  the  whole  of  the 
later  work  and  should  do  for  this  part 
of  the  curriculum  what  the  course  in 
industrial  economics  should  do  for  the 
curriculum  as  a  whole  —  give  a  general 
view,  a  perspective  of  all  the  subse- 
quent work.  Such  general  surveys 
are  almost  always  necessary  when  an 
extensive  field  is  to  be  covered  in  more 
or  less  detail.  Not  to  do  this  leaves 
the  student  without  any  standard  for 
judging  the  relative  importance  of  the 
various  details  as  they  are  developed. 

In  this  introductory  course,  which 
may  appropriately  be  called  "funda- 
mentals of  manufacturing,"  the  vari- 
ous means  of  production  should  first 
be  described,  beginning  with  functions 
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and  their  organization  as  a  point  of 
departure.  There  naturally  follows 
an  analysis  of  the  various  manufactur- 
ing functions  into  the  detailed  methods 
and  processes  of  the  several  factoiy 
departments,  and  from  this  the  study 
leads  to  the  machinery'  and  other 
equipment  used  for  carrying  on  the 
operations  in  the  shop.  This  function- 
alization  of  a  business  and  the  proper 
co-ordination  of  the  several  functions 
in  the  form  of  an  organization  should 
be  worked  out  with  considerable  care 
in  this  course.  It  is  a  basis  for  the 
study  of  so  many  problems  in  actual 
business — and  for  their  solution  also — 
that  its  importance  should  be  thor- 
oughly impressed  on  the  students. 

IX 

Next,  the  equipment  problem  in 
general  should  be  outlined.  At  this 
place  most  of  the  average  class  mil 
not  have  sufficient  background  to 
imderstand  any  very  thorough  dis- 
cussion of  this  matter,  but  the  prin- 
cipal phases  can  be  outlined  to  them 
and  so  help  them  to  get  some  of  the 
possibilities  which  should  be  taken  up 
much  more  in  detail  in  later  courses. 
At  this  time  some  of  the  more  common 
and  important  kinds  of  equipment 
may  well  be  discussed  in  more  or  less 
detail.  Such  equipment  as  that  for 
power  production  and  transmission, 
internal  transportation,  machinery, 
tools,  and  that  most  important  bit  of 
all,  buildings,  can  be  sketched  as  illus- 
trative of  the  larger  problem.  At  this 
place,  it  would  be  wise  to  take  up  the 
maintenance  of  all  these  forms  of 
equipment,  a  matter  which  must  be 
carefully  and  thoroughly  cared  for,  if 
production  is  to  be  easily  controlled. 

Materials  are  an  important  means 
of  production,  and  a  discussion  of  some 
of  the  problems  which  arise  in  connec- 
tion with  their  utilization  for  produc- 


tive purposes  should  be  brought  up  at 
this  point.  Such  questions  as  the 
proper  specifications  and  the  classifica- 
tion of  materials  are  suggested  as  illus- 
trative of  the  kind  of  topics  meant. 

Finally  among  the  means  of  produc- 
tion is  found  labor.  Not  much  time 
can  be  afforded  this  subject  here,  but 
the  fact  that  labor  is  absolutely  essen- 
tial, that  it  must  be  carefully  selected 
and  that  the  efficiency  of  all  the  other 
means  of  production  depends  on  sys- 
tematic training  of  the  worker  should 
be  brought  out.  Other  phases  of  the 
labor  questions  can  be  better  dealt 
with  elsewhere  in  the  curriculum,  but 
the  start  may  well  be  made  at  this 
place. 

A  second  section  of  this  course 
should  be  devoted  to  sketching  the 
control  of  production.  A  start  would 
necessarily  be  made  -n-ith  the  master 
schedule,  the  means  for  balancing 
sales  possibilities  against  production 
capacity,  from  this  point  going  on  to 
consider  planning  and  scheduling  of 
production,  the  work  of  the  planning 
department,  the  purchasing  of  ma- 
terial, material  records,  receiving  and 
storing  material,  dispatching  work 
through  the  factory,  inspecting  the 
product,  and  finally  stocking  and  ship- 
ping it.  Some  of  these  topics  should 
be  covered  rather  fully,  such  as  the 
routine  of  the  purchasing  department, 
and  the  stocking  and  shipping  of  the 
product.  Other  units  like  planning 
and  scheduling  and  material  records 
can  be  touched  on  much  more  briefly. 
This  is  because  the  first  group  of  topics 
should  be  covered  in  this  course  in  as 
much  detail  as  may  be  necessary 
while  the  other  topics  should  be  de- 
veloped in  other  courses. 

In  a  third  section  of  this  introduc- 
tory course  the  development  of  manu- 
facturing standards  should  be  taken 
up  and  briefly  discussed.  Timc-and 
motion-studies   are   the   essentials   of 
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this  subject,  but  such  matters  as  fa- 
tigue, the  proper  routing  of  work 
through  the  factory,  the  adequate  de- 
sign of  tools  and  equipment,  the  im- 
portance of  quality  and  quantity 
standards,  the  necessity  of  standard 
practice  instructions  and  instruction 
cards  and  how  they  are  to  be  prepared, 
and  the  setting  of  incentive  methods 
of  wage-payment  as  a  means  for  main- 
taining standards  once  set  should  all 
be  outlined.  These  all-important 
topics  cannot  be  more  than  sketched 
at  this  point  but  they  can  be  shown  in 
their  proper  place  and  their  importance 
indicated. 

X 

As  a  final  section  of  this  course,  a 
brief  history  of  the  development  of 
modern  phases  of  manufacturing 
should  be  given  and  the  bibliography, 
both  current  and  permanent,  dis- 
cussed. Possibly  the  suggestion  to 
bring  these  matters  in  at  the  end  of  the 
course  instead  of  having  them  at  the 
beginning  may  seem  a  little  strange  to 
some.  Experience  has  shown,  how- 
ever, that  such  an  arrangement,  while 
perhaps  illogical,  works  out  very  well 
from  the  point  of  view  of  instruction. 
When  the  history  of  this  subject  is 
given  at  the  beginning  of  a  course,  the 
students  do  not  have  sufficient  knowl- 
edge of  the  subject  to  appreciate  the 
significant  points.  At  the  end  of  a 
survey  course  like  this  one  they  are  in 
a  position  to  grasp  the  essentials  and 
yet  they  have  further  opportunity  in 
later  courses  to  appreciate  them  more 
thoroughly.  It  also  helps  to  orient 
them  before  they  begin  more  advanced 
work.  Much  the  same  can  be  said  in 
regard  to  the  discussion  of  the  bibli- 
ographies. At  the  beginning  of  the 
course  the  students  are  not  ready  for 
such  a  topic,  but  after  they  have  had  an 
opportunity  to  read  they  have  a  basis 
for  the  discussion  of  these  matters. 


Before  anyone  can  begin  an  intimate 
study  of  factory  operations  and  their 
control,  it  is  essential  that  they  learn 
something  of  the  vocabulary  used  by 
shop  men.  It  is  also  important  that 
they  learn  a  little  about  the  way  in 
which  information  is  carried  around 
the  shop,  the  manner  in  which  the 
ideas  of  a  designer  are  recorded,  so  that 
others  may  work  with  them.  One  of 
the  most  satisfactory  ways  for  learn- 
ing these  things  is  by  a  study  of  draw- 
ing— drawing  as  it  is  used  for  indus- 
trial purposes.  For  this  reason  a 
course  in  industrial  drawing  should  be 
arranged  to  give  the  students  the  es- 
sentials which  they  need.  Such  a 
course  should  be  prepared  with  the 
idea  not  of  making  draftsmen  of  the 
students,  or  of  developing  manual 
dexterity  with  pencil  and  pen,  but  to 
use  the  work  in  drawing  as  a  means  of 
teaching  them  the  matters  described 
above.  Of  course,  this  does  not  mean 
that  they  should  be  permitted  to  turn 
in  work  without  any  regard  for  neat- 
ness and  accuracy  of  execution,  but  it 
does  mean  that  the  time  necessary  to 
attain  skill  in  making  drawings  can 
very  much  better  be  devoted  to  other 
matters.  A  man  in  the  production 
work  of  a  company  seldom  has  occa- 
sion to  make  anything  more  than 
sketches  in  the  line  of  drawings — and 
one  of  the  objects  of  this  course  should 
be  to  teach  him  how  to  make  both 
three-view  and  isometric  sketches  from 
objects — but  he  will  often  need  to  use 
drawings,  and  very  frequently  will 
find  it  necessary  to  talk  with  shop 
men  about  their  work  in  terms  which 
they  can  understand.  Such  a  course 
should  give  the  principles  of  three- 
view  and  isometric  drawing,  and  the 
material  used  for  practice  should  be 
chosen  to  give  the  students  some  idea 
of  common  shop  needs,  such  as  fasten- 
ers of  various  kinds,  bearings,  clutches, 
pulleys,  and  other  elements  of  niachiu- 
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ery  which  are  found  in  factories  of 
ahnost  every  description. 

With  the  introduction  given  by 
these  two  courses,  the  students  should 
be  ready  to  begin  a  series  of  courses 
which  should  be  planned  to  form  a  unit 
and  only  divided  into  separate  courses 
for  ease  of  administration.  This  group 
of  courses,  or  one  course  in  several 
parts,  represents  a  rather  different 
approach  to  work  which  is  funda- 
mentally engineering  from  any  which 
is  now  being  made,  so  far  as  the  writer 
knows,  and  he  has  taken  care  to  fa- 
miliarize himself  with  what  most  of  the 
schools  which  are  working  along  this 
line  are  doing.  It  will  be  noted  as 
these  courses  are  more  fully  described 
that  the  backbone  of  their  content  is 
just  the  kind  of  work  which  is  being 
done  in  most  technical  and  engineer- 
ing schools.  It  is  not  intended  in  any 
way  to  try  to  disguise  something  well 
established  under  a  new  name  and  pass 
it  off  as  new.  Something  more  than, 
and  in  some  respects  different  from 
what  is  given  in  engineering  schools 
should  be  contained  in  these  courses, 
which,  for  want  of  a  better  name,  may 
be  called  courses  in  "practical  manu- 
facturing." In  the  field  of  engineer- 
ing the  idea  is  to  make  the  student 
acquainted  with  machinery  from  the 
point  of  view  of  its  design  and  some- 
times also  from  that  of  its  technical 
operation.  Very  seldom  is  anything 
said  about  it  from  the  standpoint  of  a 
manufacturer  who  is  operating  a  busi- 
ness for  profit.  Too  little  attention  is 
given  to  the  economic  understanding 
and  appreciation  of  machinery  as 
contrasted  with  the  purely  technical 
interpretation.  It  is  not  meant  by 
this  that  engineering  curricula  in  gen- 
eral are  visionary  and  too  theoretical — 
a  few  are,  but  not  many — but  the 
approach  of  the  practical,  technical 
engineer  is  necessarily  divergent  from 
that  of  the  manufacturer,  and  these 


courses  should  be  given  from  the  point 
of  view  of  the  manufacturer. 

The  object  of  these  courses  should 
be  to  bring  design  of  the  product,  its 
actual  production  in  the  shop  and  the 
control  of  that  production,  into  their 
correct  relationship.  Hence  the  stu- 
dent should  have  technical  training  in 
the  work  of  design,  practice  in  the 
operation  of  machinery,  instruction 
in  the  theory  which  underlies  its  con- 
struction, as  well  as  exercise  in  the 
development  of  manufacturing  stand- 
ards and  their  application  in  the  fac- 
tory. For  this  reason  the  students 
receive  technical  instruction  in  the  de- 
signing of  machinery  which  can  best 
be  carried  on  in  the  drafting-room  on 
the  boards,  and  by  means  of  lectures 
and  recitations.  They  should  also 
receive  training  in  the  shops  in  the 
actual  handling  of  machinery,  for  no 
one  is  equipped  to  set  manufacturing 
standards  who  is  not  familiar  with  the 
work  by  which  the  standards  are  being 
prepared.  A  realization  of  this  impor- 
tant fact  would  have  prevented  failures 
among  those  who  have  attempted  to 
make  time-studies,  prepare  instruction 
cards,  and  set  rates. 

As  soon  as  shopwork  is  mentioned, 
the  question  as  to  what  kind  of  shop 
shall  be  chosen  immediately  arises. 
In  general,  there  is  a  very  practical 
answer  to  this  question  for  there  are 
only  a  very  few  kinds  which  are  avail- 
able. Most  engineering  schools  and 
many  universities  are  equipped  with 
wood-working  shops,  and  machine 
shops,  and  frequently  also  forge  shops 
and  foundries.  Even  though  these 
shops  were  not  so  generally  available 
and  it  were  necessary  to  select  and 
install  equipment  for  these  courses, 
they  would  undoubtedly  be  the  ones 
chosen.  Not  only  are  the  processes 
which  they  represent  among  the  most 
common  in  the  manufacturing  world 
and  hence  worthy  of  special  attention, 
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but  it  is  in  these  shops  that  almost  all 
other  kinds  of  machinery  are  made; 
and  hence  experience  in  them  ^"ill  aid 
in  understanding  the  possibilities  and 
limitations  of  machinery  because  of 
knowledge  of  how  they  are  made.  Of 
course,  if  other  shops  are  available 
such  as  printing  or  spinning  or  weav- 
ing, no  hesitation  should  be  felt  about 
using  them.  Since  the  shops  above 
mentioned  are  the  ones  most  commonly 
available,  the  discussion  vrill  make 
reference  only  to  them. 

XI 

In  the  development  of  these  courses 
full  use  should  be  made  of  a  source  of 
material,  the  possibilities  of  which  do 
not  seem  to  have  been  fully  realized  as 
yet  by  schools  and  universities  which 
are  working  in  this  field — the  cata- 
logues published  by  manufacturers  of 
machinery.  With  hardly  an  exception 
it  will  be  found  that  manufacturers 
are  only  too  glad  to  supply  enough 
copies  of  their  catalogues  for  a  refer- 
ence library  and  often  they  are  -nailing 
to  supply  an  entire  class,  or  to  do  so 
on  payment  of  a  very  small  sum  to  par- 
tially pay  for  the  cost  of  the  catalogues. 
In  many  instances  the  catalogues  are 
bound  like  books  and  very  freely 
illustrated  in  a  fashion  which  makes 
them  almost  invaluable.  In  some 
cases  they  are  veritable  textbooks  and 
often  their  explanations  are  clearer, 
and  more  concise  and  definite  than 
those  found  in  texts. 

The  first  of  these  courses  in  practical 
manufacturing  should  continue  the 
work  begun  in  the  course  in  industrial 
dra^nng,  and  begin  with  instruction  in 
detail  and  assembly  drawings  in  such  a 
way  as  to  form  an  introduction  to  the 
work  in  the  wood-working  shop  and 
foundry.  Since  the  real  test  of  a  pat- 
tern lies  in  the  ability  to  put  it  into  and 
take   it   out   of   the   sand   easilv   and 


quickly,  the  work  in  these  two  shops 
should  be  integrated  and  not  carried 
on  separately.  The  close  interrela- 
tionship which  exists  between  these 
two  shops  should  be  constantly  em- 
phasized. The  work  of  this  course 
should  include  the  laying  out  and  mak- 
ing of  solid  and  cored  patterns,  a 
study  of  woods  and  their  uses  in  a 
factory,  and  the  place  of  the  pattern 
shop  and  foundry  in  the  organization 
of  a  modern  plant.  The  foundry  work 
should  consist  of  the  making  of  moulds 
for  each  pattern  made  by  the  student, 
the  pouring  of  the  casting,  the  use  and 
care  of  the  cupola,  and  something  of 
the  chemistry  of  cast  iron.  The  work 
of  moulding  lends  itself  very  well  to 
the  making  of  time-studies  and  train- 
ing in  the  other  steps  of  the  develop- 
ment of  manufacturing  standards. 
The  expense  is  kept  at  a  minimum 
since  the  sand  can  be  used  over  and 
over  again,  the  work  is  relatively 
simple,  it  can  be  standardized  without 
serious  difficulty,  and  it  gives  excellent 
training  in  the  measurement  of  hand 
operations  where  the  variables  of  the 
worker  are  the  all-important  factor. 
Since  work  in  these  shops  can  be  car- 
ried on,  on  onlj'  a  very  small  scale, 
visits  should  be  made  to  commercial 
foundries  where  the  students  may  be 
shown  the  various  operations  being 
performed  on  a  commercial  scale,  and 
where  such  processes  as  machine 
moulding  and  die-casting  may  be  in- 
vestigated. All  through  the  course 
the  work  in  the  shop  should  be  sup- 
plemented by  assigned  outside  read- 
ings. 

The  next  course  should  take  the 
student  into  the  machine  shop  and 
forge  shop.  The  first  work  should  be 
done  in  the  machine  shop.  After  a 
little  work  in  chipping  and  filing  and 
the  use  of  precision  instruments  in 
laying  out  the  work,  the  students 
begin  work  on  the  lathe.     On  this  ma- 
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chine  they  can  become  familiar  wnth 
the  cutting  of  metals  in  general  and 
learn  something  about  speeds  and 
feeds  and  belting  problems.  At  this 
point  a  few  days  can  well  be  spent  on 
the  drawing-board  solving  a  belting 
problem  or  two,  both  by  the  graphical 
and  theoretical  methods.  As  soon  as 
the  student  has  become  familiar  with 
the  problem  which  the  selection  of  the 
right  tools  involves,  work  should  be 
begun  in  the  forge  shop  where  he  can 
make  a  study  of  different  kinds  of 
steel.  Naturally  the  practical  work 
should  begin  with  the  operation  of  the 
forge  and  of  a  steam-hammer,  and  be 
carried  along  to  the  heat  treatment  of 
metals.  The  making  of  welds  and  the 
actual  production  of  a  few  tools  should 
be  included  in  this  course.  A  study  of 
coal  and  coke  as  used  in  the  production 
of  metals  is  appropriate  at  this  place. 

\Mien  the  student  has  finished  the 
work  in  the  forge  shop,  he  should  re- 
tiu"n  to  the  machine  and  familiarize 
himself  with  the  use  of  various  steels 
as  tools  on  an  engine  lathe,  when, 
with  his  experience  in  the  forge  shop, 
he  should  be  better  able  to  under- 
stand and  appreciate  the  importance 
of  the  whole  question.  Throughout 
this  course,  constant  reference  should 
be  made  to  such  books  as  Taylor's 
"Art  of  Cutting  Metals,"  and  "Notes 
on  Belting."  The  work  in  this  shop 
should  be  continued  by  training  on  the 
milling  machine,  the  shaper,  planer, 
drill-press,  boring  mill,  and  any  other 
tools  which  may  be  available  in  the 
shop.  Time-studies  should  be  made 
on  work  done  on  the  engine-lathe  and 
on  such  other  machines  as  it  is  possible 
to  arrange  for.  In  this  case,  the  stu- 
dent should  learn  to  deal  with  variables 
of  the  machine  as  well  as  variables  of 
the  worker.  It  would  be  wise  to  take 
up  at  this  point  the  planning,  schedul- 
ing, and  dispatching  of  orders  and 
study  the  control  of  work  going  through 


the  shop.  The  use  of  manufacturers' 
manuals  for  reference  purposes  should 
find  an  important  place  in  this  course 
as  many  of  them  are  veritable  mines  of 
practical  information.  Visits  to  ma- 
chine shops  to  see  the  working  of  com- 
mercial machines  and  to  study  produc- 
tion on  a  commercial  scale  should  be 
made  an  integral  part  of  this  course. 
Throughout  these  courses  in  the  shop 
the  emphasis  should  be  laid  on  produc- 
tion and  its  control,  and  the  technical 
features  so  dear  to  the  heart  of  the 
professional  mechanical  engineer  should 
be  subordinated  to  the  training  in 
operation. 

XII 

The  student  is  now  ready  to  return 
to  the  drawing-room  to  study  the 
theory  of  the  machinery  with  which  he 
has  been  working.  Machine  design 
and  mechanism  should  be  taken  up 
together.  Gears  of  various  kinds  and 
cams  of  different  sorts  should  be  a 
basis  for  this  course  and  around  these 
may  be  grouped  si;ch  other  topics  as 
gear  trains,  link-work,  belting  and 
bearings  which  are  needed  for  a  thor- 
ough understanding  of  the  operation 
of  machinery.  The  machine  design 
which  should  form  a  part  of  this 
course  should  be  given  from  the  point 
of  view  of  interpreting  machinery  and 
its  mechanism,  rather  than  with  the 
object  of  making  machine  designers  of 
the  students. 

The  next  course  in  practical  manu- 
facturing should  be  devoted  to  the 
study  of  power  production  and  trans- 
mission. The  problems  involved  in 
these  subjects  are  many  and  varied 
and  should  be  more  fully  appreciated 
by  factorj^  executives  than  is  the  case 
at  present.  It  would  hardly  be  pos- 
sible in  most  cases  to  do  very  much 
laboratory  work  along  these  lines,  but 
the  drawing-room  is  always  available 
and  it  is  usually  possible  to  arrange 
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inspection  trips  with  which  to  illus- 
trate the  various  details  taken  up. 
The  principles  of  thermodynamics 
should  be  studied  in  their  relation  to 
steam  machinery  and  to  internal  com- 
bustion engines,  and  particular  atten- 
tion should  be  given  to  the  economical 
production  and  utilization  of  steam. 
A  certain  portion  of  the  course  should 
be  devoted  to  the  investigation  of  the 
production  of  electrical  energy,  par- 
ticularly by  means  of  the  hydraulic 
turbine,  that  the  manufacturer  may 
realize  both  the  possibilities  and  limita- 
tions of  this  source  of  power.  The 
study  of  belting  and  gears  would  make 
a  natural  introduction  to  a  study  of 
other  forms  of  power  transmission 
such  as  ropes,  chains,  and  shafting. 
The  investigation  of  electrical  ma- 
chinery should  be  continued  by  study 
of  the  electric  motor  and  the  various 
other  kinds  of  equipment  for  the  con- 
trol of  electric  current. 

By  this  time,  the  student  should  be 
ready  to  co-ordinate  his  machinery  and 
house  it,  and  hence  the  last  course  in 
practical  manufacturing  should  take 
up  a  detailed  investigation  of  plant 
layout,  means  of  internal  transporta- 
tion, and  the  construction  of  factory 
buildings.  The  most  satisfactory 
place  to  work  on  the  first  and  last  of 
these  problems  is  in  the  drawing-room. 
For  the  investigation  of  the  second 
topic,  catalogues  and  manuals  furnish  a 
really  remarkable  supply  of  informa- 
tion, and  this  should  be  supplemented 
by  inspection  trips.  The  elimination 
of  transportation  inside  a  plant  so  far 
as  possible  and  the  use  of  gravity  as  its 
motive  force  whenever  possible  should 
be  the  goal  of  the  plant  layout,  and 
remarkable  progress  has  been  made  in 
these  directions  during  the  past  few 
years.  In  studying  buildings,  investi- 
gations should  be  made  of  materials, 
and  training  should  be  given  in  the 
application  of  elementary  graphics  to 


trusses,  roofs,  and  framed  structures. 
Various  structural  details  of  impor- 
tance should  be  considered  and  such 
matters  as  heating,  lighting,  sanitation, 
and  fire  protection  should  be  taken  up. 

The  completion  of  this  series  of 
courses  ought  to  give  the  prospective 
manufacturer  a  fairly  good  idea  of  the 
relation  of  design  to  production,  of  the 
various  factors  which  are  involved  in 
the  technique  of  factory  processes,  of 
the  development  of  manufacturing 
standards  and  their  application  to  the 
control  of  production.  They  need  to 
be  supplemented  by  certain  work 
which  should  be  given  in  other  courses 
— to  be  described  in  following  para- 
graphs— but  with  this  addition  they 
should  adequately  prepare  students 
for  the  course  in  field  work  in  manu- 
facturing. 

In  order  to  be  able  to  do  the  work  of 
the  later  courses  in  practical  manu- 
facturing, it  is  evident  that  a  certain 
amount  of  training  is  needed  in  mathe- 
matics and  physics.  These  subjects 
should  be  integrated  to  form  one 
course  and  not  subdivided  and  segre- 
gated as  they  are  at  present  at  most 
schools.  The  fundamentals  of  ana- 
Ij'tic  geometry  and  calculus  can  read- 
ily be  combined  with  the  mechanics, 
heat,  light,  sound,  and  electricity  of 
physics,  to  form  a  much  more  satis- 
factory course  than  is  usually  found  at 
present,  and  such  a  course  could  well 
be  made  to  supplement  the  course  in 
practical  manufacturing.  It  will  be 
felt  by  many,  particularly  the  engi- 
neers, that  more  training  should  be 
given  in  that  subject  which  is  the  theo- 
retical background  of  all  engineering — 
mechanics.  There  is  no  question  but 
what  a  course  in  this  subject  would  be 
most  valuable  if  time  could  be  spared 
for  it,  and  it  will  be  noted  that  the 
curriculum  has  been  arranged  with  this 
idea  in  mind.  It  seems  in  general, 
however,  that  this  course  is  perhaps 
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the  least  needed  of  any,  and  if  it  is 
necessary  to  find  more  time  in  the  cur- 
ricuhim,  it  is  probably  the  one  which 
can  be  most  easily  dropped  or  com- 
bined with  some  of  the  work  in  prac- 
tical manufacturing. 

Another  subject  which  is  of  vital 
importance  to  the  manufacturer  is 
industrial  cost  accounting.  This  ex- 
pression should  be  construed  broadly 
to  include  all  the  internal  business 
statistics  which  the  business  manager 
may  need  for  the  control  of  his  busi- 
ness. Hence  a  course  on  this  subject 
is  indispensable  to  a  curriculum  on 
manufacturing.  It  should  be  based 
on  the  courses  in  accounting,  funda- 
mentals of  manufacturing,  and  the 
earlier  courses  in  practical  manufactur- 
ing. It  should  cover  both  direct  and 
indirect  costs,  the  classification,  budget- 
ing, and  distribution  of  expenses,  the 
costing  of  the  product,  supplementary 
statistics  of  such  matters  as  the  cost  of 
idle  machinery,  wastes,  etc.,  and  the 
visualized  presentation  of  these  facts. 

When  possible  a  course  in  industrial 
chemistry  or  the  chemistry  of  manu- 
facturing processes  would  be  very  val- 
uable to  a  curriculum  in  manufacturing. 
It  should  be  based  on  an  elementary 
course  in  chemistry  and  should  give 
the  student  some  idea  of  the  applica- 
tion in  manufacturing  and  of  the  ma- 
nipulation of  chemical  processes  on  a 
commercial  scale.  Such  materials  as 
coals,  lubricating  oils,  cements,  metals, 
paints,  soaps,  acids,  etc.,  would  be  of 
particular  interest. 

XIII 

The  course  which  should  crown  the 
whole  curriculum  and  help  to  bind 
together  all  the  various  courses  which 
have  been  described  is  a  course  in  field 
work.  To  be  most  successful  such  a 
course  would  need  several  summers' 
work  in  various  capacities  as  an  addi- 


tional background  to  the  training 
received  in  the  courses  in  practical 
manufacturing.  In  this  course,  the 
students  should  be  put  into  a  factory 
to  investigate  the  conditions  which 
they  find  there  and  to  prepare  a 
report  of  their  finds  embodying  therein 
suggestions  for  improvements  which 
they  feel  ought  to  be  made.  This 
ought  to  give  them  the  opportunity 
to  see  how  interlocking  are  most  of 
the  problems  of  a  manufacturing 
business,  and  should  help  them  to  deal 
with  both.  If  it  is  possible  to  arrange 
to  have  these  reports  criticized  by 
some  one  in  the  company  who  is  fa- 
miliar with  the  field  for  the  work,  it 
would  be  especially  helpful  to  the  stu- 
dent. A  course  of  this  kind  also  gives 
the  student  the  opportunity  to  come 
in  contact  with  the  kind  of  people  he 
is  going  to  meet  when  he  leaves  the 
school  or  vmiversity.  Contacts  of  this 
kind  are  invaluable  for  the  student, 
for  all  too  often  he  goes  out  without 
any  real  idea  of  how  to  make  his  way 
among  those  who  are  to  direct  his 
work,  and  those  who  may  soon  come 
under  his  supervision. 

After  this  long  description  of  the 
various  units  of  the  work  it  will  hardly 
be  necessary  to  present  any  detailed 
discussion  of  their  place  in  the  cur- 
riculum in  so  far  as  time  is  concerned. 
It  will  be  noted  that  the  general  back- 
ground courses  come  principally  in  the 
first  two  years,  that  the  introduction 
to  the  business  field  in  general — the 
course  in  business  administration — 
comes  in  the  second  half  of  the  first 
year's  work,  that  the  introductory 
course  to  the  manufacturing  courses — 
fundamentals  of  manufacturing — 
comes  immediately  after — in  the  first 
part  of  the  second  year's  work.  From 
this  point  on  the  specialized  courses  in 
practical  manufacturing  and  their  sup- 
plementary studies  are  shown  as  paral- 
leled  by   the   survey   courses   of   the 
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other  business  fields,  in  this  way  ob- 
taining balance.  At  the  same  time 
the  amount  of  time  devoted  to  each 
course  during  each  semester  is  planned 
to  be  considerably  greater  than  is 
usually  the  case,  due  to  giving  fewer 
courses  at  a  time,  and  in  this  way  a 
much  desired  concentration  of  effort 
may  be  obtained.  The  field  work  has 
been  postponed  to  a  graduate  year, 
which  is  made  necessary  not  only  by 
the  need  of  adequate  training  but  also 
to  make  sure  that  the  students  are 
sufficiently  equipped  to  undertake  such 
work  to  advantage.  Nothing  would 
be  more  undesirable  than  to  give  im- 
mature students  such  a  task.  It 
would  be  a  waste  of  time  for  them  and 
they  would  almost  certainly  be  a 
nuisance  to  the  company  where  they 
would  be  working.  Many  business 
men  are  willing  to  co-operate  in  this 
and  in  other  ways,  and  care  should  be 
taken  to  see  that  they  are  not  imposed 
upon.  Business  law  and  industrial 
chemistry  are  also  postponed  to  this 
year  because  other  courses  seemed  to 
demand  a  place  earlier  in  the  curricu- 
lum. 

XIV 

It  is  hoped  that  the  reader  of  this 
long  article  will  not  feel  that  the  writer 
intends  to  convey  the  idea  that  he  has 
said  the  last  word  on  this  subject. 
On  the  contrary,  he  feels  that  what  he 
has  presented  is  much  more  in  the 
nature  of  opening  remarks.  He  has 
spent  some  little  time  investigating 
this  problem  and  has  come  to  the  con- 
clusions set  forth  here.  He  realizes 
fully  how  meager  and  incomplete 
they  are,  and  that  they  are  likely  to 
change  as  he  learns  more  of  the  prob- 
lem. He  hopes  that  what  he  has  said 
will  not  be  taken  in  a  controversial 
spirit,  but  that  the  criticisms  which 
may  be  evoked  will  be  constructive 


in  their  purpose,  and  destructive  only 
so  far  as  is  necessary  in  clearing  the 
way  for  constructive  thought. 

There  are,  however,  certain  points 
which  the  writer  wishes  to  stress.  In 
the  first  place,  the  whole  problem 
should  be  approached  from  a  different 
point  of  view  than  that  taken  in  most 
cases.  The  object  should  be  to  pre- 
pare a  program  of  study  for  the  train- 
ing of  those  going  into  a  manufacturing 
business,  and  not  to  try  to  remodel 
courses  in  engineering  or  business  ad- 
ministration to  an  end  which  they 
were  never  intended  to  serve,  thus 
spoiling  good  courses  to  form  poor 
ones.  In  the  second  place,  the  train- 
ing should  be  considered  as  a  whole  at 
the  start  and  then  broken  up  into  such 
courses  as  will  make  the  administra- 
tion of  instruction  easy  and  efficacious. 
Most  programs  of  study  are  a  collec- 
tion of  courses  loosely  bound  together 
by  external  pressure  and  not  integrated 
and  united  by  the  force  of  mutual  at- 
traction, by  being  parts  of  a  whole 
whose  functioning  depends  on  each 
unit  being  in  its  place.  In  the  third 
place,  emphasis  should  be  laid  on  the 
student's  making  early  contact  with 
practical  manufacturing  problems  and 
hence,  with  machinery;  but  it  should 
always  be  borne  in  mind  that  this  ac- 
quaintance with  machinery  should  be 
a  means  to  an  end  and  not  the  end 
itself  as  in  the  case  of  technical  engi- 
neering. Finally  the  background  of 
knowledge  of  other  pha.ses  of  business, 
of  the  world  in  which  the  student  is 
going  to  do  his  work,  of  the  technical 
means  of  production  which  he  is  going 
to  use,  should  be  .systematically  de- 
veloped for  him  so  that  he  will  go  out 
from  the  university  a  well-rounded 
man,  as  well  as  a  specialist,  and  not  be 
one  of  those  narrow-minded  bigots 
who  are  a  curse  to  all  with  whom  they 
come  in  contact. 


THE  PSYCHOLOGY  OF  A   GOOD   STATEMENT 


BY  NEILL  HUTCHINGS^ 


A  GOOD  statement  is  one  that 
presents  facts  clearly  and  in  an 
attractive  fashion. 

Facts,  or  results,  can  be  expressed 
clearly  enough  in  either  statement  or 
graphic  form;  but  unless  the  state- 
ment is  neat  and  attractive  it  may  fail 
entirely  as  to  result.  \Miy?  Because 
a  badly  arranged  and  carelessly  exe- 
cuted statement  is  like  a  poor  window 
display — it  fails  to  catch  the  eye  and 
engage  the  direct  attention  desired.  A 
well  conceived  and  neatly  typed  state- 
ment attracts  immediate  interest  as  a 
stunning  window  display  often  stops 
the  passer-by  in  his  tracks. 

The  psychology,  then,  of  a  good  state- 
ment lies  in  its  ability  to  command 
attention,  which  is,  as  statements  go, 
the  mother  of  results.  Those  who  make 
up  statements  must  remember:  they 
must  not  only  present  facts  clearly,  but 
must  present  them  attractively.  The 
latter  is  the  prime  factor  of  statement 
psychology. 

A  large  and  growing  industrial  city 
recently  built  municipal  docks  at  a 
round  cost  of  $500,000  with  funds 
patriotically  contributed  by  its  busi- 
ness men.  The  construction  work 
was  done  by  a  so-called  dock  corpo- 
ration formed  for  this  purpose.  The 
man  in  charge  might  have  been  a 
builder,  but  he  was  no  bookkeeper; 
consequently  the  accounting  for  the 
expenditure  of  a  half  million  dollars  of 
the  public's  money  received  scant  at- 
tention. At  the  completion  of  the  job, 
the  city  took  over  the  operation  of  the 
docks — the  first,  by  the  way,  it  had 
ever  owned.     In  a  few  months,  the 
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docks  instead  of  yielding  returns  on  the 
investment,  were  not  producing  enough 
revenue  to  pay  operating  expenses. 
The  trouble  was  that  the  city  was  try- 
ing to  run  something  about  which  it 
knew  nothing.  A  solution  lay  in  leas- 
ing the  new  docks  to  a  big  marine  con- 
cern which  appeared  interested.  The 
most  valuable  feature  of  such  a  lease  to 
the  city  was  the  per  cent  of  revenue 
return. 

The  city  said  to  the  marine  concern 
— "Here  are  five  hundred  thousand 
dollars  worth  of  docks ;  pay  us  a  yearly 
rental  of  $35,000,  or  7  per  cent  on  the 
invested  cost,  and  you  may  have  the 
use  of  the  docks  for  five  years." 

The  marine  concern  said — "No,  we 
are  willing  to  pay  a  yearly  rental  of 
7  per  cent  on  the  real  cost  of  the  docks, 
but  we  don't  believe  they  cost  that 
much.  A  lot  of  that  money  was 
wasted." 

The  city  comptroller  drew  from  the 
crude  records  available  a  statement  of 
how  the  money  was  spent.  It  was 
clear  there  had  been  no  wrongdoing 
anywhere,  but  the  poor  accounting 
records  made  it  difficult  to  draw  off 
clear  statements  covering  the  expendi- 
tures, also  the  comptroller  did  not 
present  the  figures  in  neat  form. 

The  marine  concern  again  demurred, 
claiming  they  could  not  find  the  state- 
ments convincing. 

The  city  then  secured  the  services  of 
a  big  corporation's  auditor  to  pre- 
pare more  illuminating  and  convincing 
statements.  In  him  they  found  the 
right  man.  He  charted  the  physical 
layout  to  show  the  location  of  test 
piling,  round  piling,  sheet  piling,  cubic 
yards  of  excavation,  filling,  concreting, 
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etc.,  together  with  each  separate  struc- 
ture and  item  of  equipment.  He  then 
laboriously  dug  out  of  the  records  the 
cost  of  each  item.  In  addition  he  as- 
certained the  amount  expended  for 
salaries  and  overhead  in  general  which 
he  added  to  each  item  in  correct  pro- 
portion. He  then  prepared  statements 
showing  the  cost  of  the  job  in  this 
detailed  way.  To  the  preparation  of 
the  statements  themselves  he  gave 
marked  attention.  The  paper  was  of 
special  bond,  the  typewriting  was  of 
distinctive  style,  every  letter  was  clear, 
punctuation  was  perfect,  a  neat  form 
of  flexible  binder  was  used.  In  fact 
everything  about  the  result  of  his  work 
fairly  shouted,  "Look  at  me!" 

The  manager  of  the  marine  concern, 
when  the  corporation  auditor  handed 
him  the  portfolio  containing  the  new 
statements,  instantly  said: 

"This  looks  like  a  much  better  pres- 
entation of  the  cost  of  those  docks 
than  the  city  comptroller  showed  me." 

The  job  was  done  then.  His  atten- 
tion completely  engaged  by  the  form 
in  which  the  facts  were  presented,  he 
was  soon  able  to  see  that  the  docks  did 
cost  $500,000  and  readily  agreed  to 
effect  a  lease  on  the  terms  prescribed  by 
the  city. 

It  was  the  psychology  of  the  state- 


ment that  did  it.  The  facts  were  in 
the  comptroller's  statements,  but  they 
were  not  convincingly  presented.  The 
city  saved  the  investment  of  its  public 
spirited  business  men  and  paved  the 
way  for  bigger  things  of  the  same  sort 
in  future  purely  because  it  found  a  man 
who  knew  the  psychological  value  of 
properly  prepared  statements. 

There  is  another  side  to  the  story  of 
the  industrial  city's  venture  into  dock 
building.  The  big  marine  concern 
soon  after  bid  for  the  services  of  the 
auditor  who  leased  the  docks.  They 
couldn't  get  him  because  his  own  con- 
cern wouldn't  let  him  listen  to  the  offer. 

The  moral  should  be  most  easily 
understood  by  the  business  men  every- 
where who  are  paid  to  prepare  state- 
ments : 

Make  them  hit  home  by  dressing 
them  up.  You  can't  compel  attention 
unshaven  and  unshined;  no  more  can 
written  or  graphic  statements  unless 
they  are  given  the  benefit  of  careful 
attention  to  every  detail  that  goes  to 
make  up  the  factor  of  Psychology — 
attractiveness  of  form.  But  the  moral 
need  not  be  lost  on  those  who  have  to 
read  and  study  statements.  They  can 
insist  on  the  kind  that  compel  attention 
and  achieve  results.  A  lot  of  the  rest 
represent  wasted  effort,  ink  and  paper. 


SIMPLIFIED  MANUFACTURING  ACCOUNTS 


BY  S.  B.  LEVm  * 


MANY  articles  have  appeared  dur- 
ing the  past  several  years  de- 
scribing systems  of  accounting  for  use 
in  manufacturing  establishments.  The 
writer  does  not  propose  to  discuss  the 
merits  or  demerits  of  any  of  these  in- 
dividual systems,  but  it  is  his  intention 
to  dwell  mainly  on  the  matter  of  sim- 
plicity in  accounts  without  de%aating 
from  standard  theory  and  practice  so 
faithfully  observed  by  the  professional 
of  today. 

This  article  is  primarily  for  the  so- 
called  "small"  manufacturer,  whose 
business  does  not  warrant  an  aug- 
mented office  force  or  system  involving 
minute  detail;  nevertheless,  the  basic 
principles  of  accounting  are  utilized, 
as  well  as  semistandardized  forms  in 
vogue  with  the  modern  accountant. 
Although  the  ideas  brought  forth  here 
are  not  new,  yet  it  is  the  author's  be- 
lief that  many  pointers  can  be  derived 
that  will  prove  somewhat  beneficial  to 
certain  manufacturers  who  are  now 
hampered  by  the  supposed  necessity  of 
endless  detail  and  "red  tape"  in  their 
accounting  systems.  With  that  end  in 
view,  the  writer  will  endeavor  to  out- 
line in  a  general  way,  the  system  that 
has  for  several  years  been  used  by  a 
representative  manufacturer  of  foimdry 
equipment,  whose  ledger  assets  and  an- 
nual business  run  into  seven  figures. 


II 

The  books  of  original  entry  comprise 
the  sales  journal,  cash  book,  combina- 
tion journal  and  voucher  register,  and 
the  general  ledger,  as  shown  by  Figures 

♦Auditor,  The  W.  W.  Sly  Manufacturing  Company, 
Cleveland,  Ohio. 


1,  2,  3,  4,  respectively.  All  of  these 
books  are  of  the  loose-leaf  type  and  are 
kept  intact  for  the  term  of  one  year  or 
fiscal  period,  after  which  the  sheets  are 
transferred  to  transfer  binders. 

Although  this  book  is  termed  a  sales 
journal,  it  is  in  reality  merely  a  record 
of  invoices  rendered.  A  "sale"  is 
often  considered  complete  upon  receipt 
of  customer's  order;  nevertheless,  from 
an  accoimting  standpoint,  it  is  not  a 
complete  "sale"  until  the  goods  have 
been  fabricated,  shipped,  and  invoice 
rendered.  It  is  from  these  invoices 
that  profits  are  figured,  and  not  from 
orders  on  file,  either  filled  or  imfilled. 
The  reason  that  this  method  is  resorted 
to  is  obviously  for  the  purpose  of  elimi- 
nating unnecessary  accounting  at  the 
end  of  the  month  or  other  fiscal  period. 

Entries  are  made  from  the  office 
copies  of  invoices  which  are  listed  in 
numerical  order,  debiting  "Accounts 
Receivable"  and  crediting  the  various 
products  or  other  accounts  that  may  be 
distributed  over  as  many  columns  as 
the  individual  business  may  require. 
The  Accoimts  Receivable  may  be  sub- 
divided into  several  columns,  such  as 
"Customers  A  to  E,"  "F  to  K,"  "L  to 
Q,"  etc.,  depending  on  how  many 
customers  ledgers  there  are  in  use. 
The  purpose  of  these  subdi\asions,  of 
course,  would  be  to  simplify  the  control 
over  each  customers  ledger,  although 
the  results  obtained  would  not  justify 
the  additional  work  involved  in  some 
particular  cases.  It  is  a  detail  that 
can  best  be  decided  by  the  individual. 

The  footings  of  the  various  columns 
are  posted  at  the  end  of  each  month  to 
the  respective  accounts  in  the  general 
ledger. 
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Figure  3.    Combination  Journal  and  Voucher 


Record  of  cash  received.  Each 
business  requires  a  distinctive  cash 
book,  containing  a  sufficient  number  of 
columns  to  suit  the  individual  needs, 
and  yet  not  so  many  that  there  would 
be  a  tendency  to  deviate  from  the  basic 
theory   of   accounts.     This   form  was 


devised  to  minimize  the  number  of 
daily  postings  to  the  general  ledger  and 
to  summarize  those  transactions  that 
occur  frequently  during  the  month. 
When  a  bank  deposit  is  made,  the 
total  of  that  deposit  is  entered  in  the 
"Bank    Deposits"    column,    and    the 
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REMITTANCE  STATEMENT  NO  . 


THE  W.  W.  Sly  MFG.  Co..  CLEVELAND.  OHIO 


NET  Amount-Check  - 


TO  THE  UNION  TRUST  COMPANY 

FIRST  OFFICE       6.10 


Cleveland.  Ohio.- 


chcck  no.  . 


Pay  to  the  order  of 


THE  VV.  W.  SLY  MANUFACTURING  CO. 


r 


L 
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Figure  5.    Voucher  Form 


total  of  that  column  must  necessarily 
agree  with  the  total  shown  in  the  "Net 
Cash"  column.  If  a  credit  memo  is 
received  from  the  bank,  for  interest,  or 
for  notes  collected,  the  amount  of  the 
memo  is  entered  in  the  "Net  Cash" 
and  in  the  corresponding  "Credit" 
column,  as  well  as  in  the  "Bank  De- 
posits" column.  Pencil  footings  are 
brought  down  daily  until  the  end  of  the 
month  and  then  posted  to  the  general 
ledger. 

Record  of  cash  disbursed.  This  form 
was  also  drawn  up  to  minimize  daily 
postings  to  the  general  ledger  and  will 
give  the  reader  an  idea  as  to  how  cer- 
tain cash  transactions  may  be  sum- 
marized in  columnar  form.  The 
method  of  issuing  checks  will  be  ex- 
plained in  connection  with  the  voucher 
register.  The  general  ledger  column 
should  be  used  only  in  isolated  cases 


where  a  voucher  check  is  not  used;  for 
example,  when  a  debit  memo  is  received 
from  the  bank  covering  an  item  that 
was  charged  to  the  depositor's  account, 
such  as  a  draft  on  the  depositor,  etc. 

The  purpose  of  the  cash  book  is  to 
record  any  and  all  transactions  that 
may  affect  the  Bank  account,  so  that 
when  the  bank  statement  is  received  it 
may  be  checked  item  for  item  with  the 
entries  in  the  cash  book.  WTien  the 
final  entry  for  the  month  has  been 
made,  space  should  be  reserved  for  the 
reconcilement  of  the  Bank  account,  and 
a  new  sheet  started  for  the  following 
month. 

This  record  is  designed  for  the  pur- 
pose of  minimizing  the  number  of  post- 
ings as  well  as  consolidating  both 
journal  vouchers  and  accounts  payable 
vouchers  into  one  summary.  Both 
voucher  forms  are  similarly  numbered, 
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VOUCHER  NO.- 


CONTRA  ACCT. 


Net  Amount-Check  . 


_CK.  No.- 
_CK.  No.- 


OATE  OF  CHECK 


VOUCHER  No- 
Check  No. 


AMOUNT  OF   CHECK    S- 


IN     FAVOR    OF 


VOUCHER   RE0I{ 


.  Cash  Book- 


(kUDITED-REAOY   FOR  CLOSED  FiL 


_J 


FiGUEE  6.     Voucher  Form — Alphabetical  File  Cot 


TRIPLICATE— File  Alphabetically. 

THIS  COPY  TO  BE  USED  ONLY  POR  CROSS-INDEX  PURPOSE. 
DO  NOT  ATTACH  TO  OTHER  PAPERS  DO  NOT  POST  FROM 
THIS  COPY.  FILE  ALPHABETICALLY  IMMEDIATELY  AFTER 
VOUCHER  IS  DRAWN. 


VOUCHER  No._ 


CONTRA  ACCT., 


NET  AMOUNT--CHBCK 


FiGUEE  7.    Voucher  Form — Alphabetical  File  Copt — Tripucate 


with  the  exception  that  the  prefix  "J" 
is  used  on  the  journal  vouchers.  One 
or  more  sheets  are  reserved  each  month 
for  hsting  the  journal  vouchers,  and  a 
new  sheet  started  for  accounts  payable 
vouchers,  the  sheet  footings  being  car- 
ried forw^ard  until  the  register  has  been 
closed  for  the  month. 


Operating  expenses  are  divided  into 
as  many  controlling  accounts  as  the 
business  may  require,  such  as  Manu- 
facturing Expense  (M),  Selling  Ex- 
pense (S),  General  Expense  (G),  etc. 
These  controls  are  subdivided  into 
as  many  subsidiary  accounts  as  de- 
sired; e.g., 
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Thii  Form  to  be  used  for  Adjastmenu  in  Various  Ledger 
Accounts.  To  be  explained  on  fac9  hereof  and  filed  namer- 
ically.      Enier  in  Voucher  Register. 

THE  W.  W.  SLY  MFG.  CO.,  Cleveland,  O. 


JOURNAL  VOUCHER '"' ' 


CREDIT   ACCOUNT 


DEBIT  ACCOUrfT 


EXPLANATION 


Figure  8.    Journal  Voucher 


Advertising 
Commissions 

S-1 

S-2 

Clerk  Hire 

G^ 

Factory  Supplies 
Stores  Salaries 

M-6 
M-10 

Under  this  arrangement,  only  the 
controlling  accounts  are  entered  into 
the  monthly  trial  balance,  the  subsid- 
iary accounts  being  merely  secondary 
ledger  accounts  for  the  purpose  of 
drawing  off  the  monthly  report  of  de- 
partmental expense  detail.  The  sub- 
sidiary accounts  are  kept  at  the  end  of 
the  general  ledger  separated  by  indexes 
corresponding  with  the  control  titles 
appearing  in  the  voucher  register: 
Manufacturing  Expense,  Selling  Ex- 
pense, etc. 

The  voucher  system  of  paying  credi- 
tors' bills  is  generally  accepted  by  the 
modern  accountant  as  the   most   de- 


sirable method  of  handling  accounts 
payable.  It  is  the  author's  aim  to 
discuss  this  system  in  detail  and  at  the 
same  time  bring  out  a  number  of  ideas 
that  will  assist  the  reader  to  adopt 
many  "short-cuts"  to  minimize  the 
amount  of  work  in  the  bookkeeping  de- 
partment. 

In  a  great  majority  of  cases  it  is 
possible  for  the  manufacturer  to  make 
arrangements  with  his  regular  creditors 
whereby  he  will  be  permitted  to  dis- 
count his  bills  by  paying  them  on  a 
certain  date  each  month,  or  in  extreme 
cases,  twice  a  month.  Of  course,  cer- 
tain types  of  invoices  must  be  paid 
within  a  specified  period  to  secure  ad- 
vantage of  the  discount.  This  class  of 
invoices,  however,  should  be  considered 
as  the  exception  to  the  general  rule,  and 
will  not  seriously  hamper  the  system. 
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The  reason  for  arranging  with  creditors 
for  one  or  two  definite  payment  dates, 
is  that  on  these  dates  all  unpaid  in- 
voices, alphabetically  arranged,  can  be 
vouchered  and  recorded,  thereby  re- 
stricting the  handling  of  invoices  to  one 
or  two  days  each  month.  A  more  con- 
solidated voucher  record  can  thus  be 
kept,  obviating  the  necessity  of  draw- 
ing up  innumerable  vouchers  during 
the  month. 

The  voucher  forms,  with  explana- 
tory remarks  are  sho\\-n  in  Figures  5, 
6,  and  7.  The  check,  voucher,  and 
alphabetical  file  copy  are  all  drawn  up 
at  once  in  triplicate.  The  triplicate,  or 
alphabetical  file  copy,  is  used  to  elimi- 
nate the  customary  card  index  of 
creditors'  invoices.  It  retains  all  the 
information  necessary  to  trace  pay- 
ment of  a  bill  and  serves  as  a  cross- 
index  to  the  voucher  itself,  which  is 
filed  numerically.  The  voucher  num- 
bering system  is  such  that  every  month 
begins  with  No.  1,  as  follows: 

January    1-1,    1-2,  1-3,  etc. 
October  10-1,  10-2,  etc. 

It  is  not  necessary  to  add  the  year, 
such  as  10-21,  for  the  reason  that  when 
the  invoices  or  creditors'  statements  are 
listed  on  the  remittance  form,  full  dates 
are  mentioned,  and  furthermore,  the 
filing  of  alphabetical  copies  as  well  as 
vouchers  can  be  arranged  so  that  each 
year's  records  are  complete  in  them- 
selves. The  voucher  numbers  are 
filled  in  at  the  time  the  vouchers  are 
tj-ped,  as  it  is  not  practicable  to  num- 
ber them  in  advance.  The  check 
numbers  are  also  left  blank  until  the 
bill  is  ready  to  be  paid,  when  a  number- 
ing machine,  set  to  duplicate,  is  used. 
Checks  are  numbered  in  the  same  man- 
ner as  the  vouchers.  An  ordinary  six- 
wheel  numbering  machine  is  used,  with 
the  first  two  wheels  used  to  specify  the 
month  in  which  the  check  is  mailed,  the 
third  wheel  set  at  blank,  and  the  other 


three  to  signify  the  number  of  the 
check.  This  system  of  numbering 
avoids  the  accumulation  of  large  nu- 
merals, and  at  the  same  time  automati- 
cally records  the  month  affected. 

One  piece  of  double-faced  carbon  is 
used  between  the  alphabetical  copy, 
which  is  made  of  thin  tissue,  and  the 
voucher  itself,  which  is  of  light  card- 
board stock,  to  facilitate  filing  and  to 
withstand  frequent  perusal.  The 
forms  are  arranged  in  pad  form  as 
follows:  Check,  alphabetical  copy,  and 
voucher.  The  dates  of  checks  are  of 
course  not  filled  in  until  the  bill  is  ready 
to  be  paid,  when  a  dater  is  used  as  well 
as  the  numbering  machine,  both  on  the 
original  check  and  the  voucher  copy. 
The  alphabetical  copy  is  merely  what 
its  name  implies  and  nothing  more 
should  be  shown  on  it,  other  than  the 
voucher  number,  items  for  payment, 
payee,  and  amount.  It  is  intended 
that  this  copy  be  filed  away  immedi- 
ately after  the  voucher  is  drawn  up. 

The  original  check  is  of  the  safety 
paper  variety,  and  the  name  and  ad- 
dress of  the  payee  are  spaced  so  as  to 
allow  the  use  of  a  window  envelope. 
These  voucher-check  forms  are  the 
standard  bill  size  (83/^  x  73^)  and  are 
kept  in  filing  cabinets  properly  indexed. 

If  there  is  reason  for  allowing  in- 
voices to  remain  unpaid  for  a  consider- 
able period,  the  vouchers  are  drawn  up 
in  the  same  manner  during  the  month 
affected,  entered  in  the  voucher  regis- 
ter, and  kept  in  the  open  file  until  paid. 
It  will  also  be  noted  from  the  explana- 
tions on  the  above  forms  that  provision 
has  been  made  for  the  payment  of  a 
voucher  in  part,  where  the  entire 
amount  is  not  paid  at  once. 

The  reader  will  also  note  the  absence 
of  unnecessary  lines  on  the  remittance 
form  of  the  check.  This  is  done  to 
permit  listing  either  one  or  a  dozen  in- 
voices without  wasting  time  to  adjust 
the  tj'pewriter  to  any  certain  line  or 
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space.  The  distribution  of  expense  is 
also  typed  anywhere  on  the  face  of 
the  remittance  statement,  using  the 
adopted  symbols;  e.g., 

11-15-21    240.80     P      (Purchases) 

or 
11-23-21      20.60     S-1  (Advertising) 

Let  us  take,  for  example,  a  certain 
date  on  which  we  have  arranged  to 
voucher  a  number  of  our  due  invoices. 
These  invoices  are  in  our  bookkeeping 
department,  already  checked  and  ap- 
proved by  our  purchasing  department, 
and  arranged  in  alphabetical  order. 
The  invoices  are  given  to  the  typist, 
who  draws  up  the  voucher  checks, 
entering  all  the  necessary  information 
including  distribution  as  previously 
noted  on  the  face  of  the  invoices  by  the 
purchasing  department,  and  sorting 
the  voucher  forms  into  three  divisions : 
(1)  Checks,  (2)  Alphabetical  Copies, 
and  (3)  Vouchers.  The  alphabetical 
copies  are  immediately  filed,  and  the 
vouchers  are  entered  in  the  voucher 
register.  The  invoices  are  then  firmly 
stapled  to  their  respective  vouchers. 
Those  vouchers  which  are  ready  to  be 
paid  are  sorted  out  in  numerical  order, 
with  corresponding  checks  similarly  ar- 
ranged, both  voucher  and  check  then 
being  stamped  with  the  dater  and 
check-numbering  machine.  The  paid 
vouchers  thus  stamped  are  next  listed 
in  the  cash  book  and  later  filed. 

Should  an  invoice  be  received  that 
is  found  to  be  incorrect,  either  as  to 
weight,  price,  or  extensions,  a  debit 
memo  is  made  out  in  duplicate,  the 
original  mailed  to  the  creditor,  and  the 
duplicates  retained  in  the  bookkeeping 
department  and  attached  to  the  in- 
voice affected,  and  deducted  when  the 
voucher  is  drawn  up,  in  the  same  man- 
ner as  if  the  creditor  had  mailed  us  his 
credit  memo. 

It  will  be  noted  from  the  illustrations 
that  provision  is  also  made  for  Contra 


accounts,  or  accounts  with  creditors 
who  are  also  debtors.  If  it  is  the  policy 
of  the  establishment  to  deduct  Contra 
accounts  from  their  remittances  to 
avoid  interchange  of  checks,  space  is 
provided  on  the  remittance  form,  the 
Contra  account  deducted  and  listed  in 
the  Contra  column  in  the  cash  book. 
If  the  Contra  account  is  greater  than 
the  account  payable,  the  voucher  is 
canceled  by  a  journal  entry  crediting 
Accounts  Receivable  and  charging  Ac- 
counts Payable,  thus  leaving  a  net 
balance  due  from  the  debtor.  In  such 
a  case  the  original  check  (unnumbered) 
is  attached  to  the  journal  voucher,  and 
explanatory  notation  written  across  the 
face  of  the  accounts  payable  voucher, 
indicating  that  no  check  was  issued  in 
payment  thereof. 

This  form  (Figure  8)  is  used  for  ad- 
justment of  various  ledger  accounts, 
and  where  a  debtor's  account  is  also 
affected,  is  drawn  in  duplicate,  the 
duplicate  being  called  the  adjustment 
voucher,  which  is  mailed  to  the  cus- 
tomer for  his  record.  Whenever  the 
adjustment  voucher  is  used  it  is  best  to 
leave  out  the  "Debit"  items  on  that 
form,  as  it  is  not  necessary  to  let  the 
customer  know  the  local  distribution 
of  the  amount  of  his  credit.  To  the 
journal  voucher  is  attached  corre- 
spondence or  other  advice  authorizing 
the  entry.  These  are  also  numbered 
similar  to  the  other  vouchers,  but  desig- 
nated by  the  prefix  "J,"  and  filed 
separately. 

Question  may  be  raised  by  the  reader 
as  to  the  deviation  from  the  American 
system  of  accounts  by  having  the 
Credit  account  on  the  left  side.  This  is 
done  for  the  reason  that  all  standard 
voucher  registers  record  the  credits  on 
the  left,  followed  by  the  distribution  of 
the  debits  to  the  right.  As  this  journal 
voucher  is  posted  to  the  voucher  regis- 
ter, this  deviation  from  the  standard 
rule  appears  to  be  justified. 
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Journal  vouchers  are  recorded  in  the 
voucher  register,  on  the  sheets  reserved 
for  that  purpose,  and  the  respective 
column  totals  are  carried  forward  to  be 
included  in  the  Accounts  Payable 
totals,  thus  leaving  only  one  list  of 
totals  to  be  posted  into  the  general 
ledger. 

The  General  Ledger  accounts  are 
arranged  under  four  classifications 
separated  by  indexes  termed:  assets, 
liabilities,  income,  and  expense.  The 
ledger  sheets  under  each  index  are 
arranged  alphabetically. 

It  has  been  the  experience  of  the 
writer  that  the  most  desirable  form  of 
general  ledger  consists  of  a  minimum 
number  of  accounts  carrying  only  such 
headings  as  are  absolutely  necessary  for 
drawing  off  a  comprehensive  balance 
sheet, statement  of  income  and  expense, 
and    manufacturing    cost    report;    in 
other  words,  only  such  accounts  as  are 
frequently  called  for  on  the  customary 
property  statement,  and  as  required  by 
federal  and  state  tax  reports.     It  is,  of 
course,  also  important  that  certain  de- 
tailed accounts  be  kept  to  show,  for 
example,  the  distribution  of  the  Build- 
ings   account   by   individual   building 
numbers,     or     by     accounts     headed 
Foundation,   Construction,  Plumbing, 
etc.;  the  distribution  of  the  Machinery 
account  by  machine  numbers  or  other 
classifications  as  may  be  desired  by  the 
executive.     These   may,   however,   be 
carried  as  supporting  or  subsidiary  ac- 
counts, either  in  a  separate  ledger  or  on 
a  card  index   record,  showing  name, 
date  of  acquisition,  cost,  depreciation, 
etc.     The  principal  idea  is  to  restrict 
the  general  ledger  to  controlling  ac- 
counts as  much  as  possible. 

In  order  that  the  reader  may  com- 
pare the  writer's  general  ledger  ac- 
counts with  other  manufacturing  ac- 
counts, the  following  list  is  submitted 
which,  in  the  writer's  opinion,  meets  the 
usual  requirements: 


Assets 

Accounts  Receivable 
Accrued  Interest 
Automobiles 
Buildings 

Clark  Avenue  Bank — Special 
Employees'  Personal  Accounts 
Furniture  &  Fixtures 
Insurance  Prepaid 
Land 

Machinery  &  Equipment 
Notes  Receivable 
Patents 
Patterns 

Petty  Cash  Fund 
Prepaid  Items — Miscellaneous 
Raw  Materials  Inventory 
Union  Trust  Company— Regular  Acct. 
"  "  "  Special  Acct. 

"  "  "  Pay-roll  Acct. 

Liabilities 

Accounts  Payable 
Capital  Stock 
Commissions  Payable 
Income  Tax — Balance  Due 
Interest  Accrued 
Notes  Payable 
Profit  &  Loss  Adjustments 
Reserve  for  Depreciation — Bldgs. 
"         — Autos 
"         — Furn. 
"        — Mach'y 
Discounts  &  Doubtful  Accts. 
Contingencies 
Taxes — Real  &  Personal 
Surplus 
Income 

Discount  Earned — Accoimts  Payable 
Interest  Earned— Bank  Accounts 

"  "    — Notes  Receivable 

Miscellaneous  Cash  Sales 
Products  Shipped 
Scrap  Sales 
Expense 

Discounts  Allowed 

Interest 

Taxes 

*Engineering  Expense 

♦General  Expense 

♦Manufacturing  Expense 

♦Selling  Expense 

Direct  Material 

Productive  Labor 
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MATERIAL   REQUISITION 

ORDER 

NO. 

IQ 

OUAMTITT 

DESCRIPTION 

HOTES 

"wr 

TOT»L 

AT 

^S".' 

i"bor 

= 

[===================5==================^ 

L=:=^ 



Ls 

r~~n 

n^ 

DISTRIBUTED;                                                                               USAGE  ENTERED: 

1 

1 

BY 

DATE 

Figure  10.    IVLmerial  Requisition 


The  items  marked  with  an  asterisk 
(*)  are  controUing  accounts  supported 
by  subsidiary  accounts  carried  at  the 
end  of  the  general  ledger. 

It  mil  be  noted  that  there  are  but  49 
accounts  that  comprise  the  monthly 
trial  balance. 

Our  cost-finding  is  based  on  the  pro- 
duction order  method.  On  account  of 
the  nature  of  our  products  and  on  ac- 
count of  the  constant  interchanging  of 
men  and  processes  from  one  factory  de- 
partment to  the  other,  no  effort  is  made 
to  separate  operating  data  of  the  indi- 
vidual departments  on  the  general 
books.  Our  monthly  operating  state- 
ment covers  one  item  termed  "Prod- 
ucts Shipped"  without  endeavoring  to 
show  distribution  of  costs  applicable  to 
each  class.  Our  cost  department  rec- 
ords, however,  are  so  arranged  as  to 
show  within  24  hours  after  shipment, 
the  net  profit  on  each  job  completed. 

When  a  production  order  is  author- 
ized, either  for  a  piece  of  new  equipment 
or  for  repairs  ordered  by  a  customer,  or 
an  order  to  make  up  certain  parts  for 
stock,  an  individual  cost  sheet  is 
started,  on  which  the  various  cost 
items  are  summarized  until  the  order  is 
completed.  Each  class  of  order  is  given 
a  distinctive  number  with  specific  prefix 
letter  designating  the  nature  of  the 
order  and  for  what  it  is  intended. 


CLOCK  NO. 

yjLilE  OF  PIECE 

Or.DER  >0. 

OPERATION 

PIECES 
STARTED 

PLECE8 
FINISHED 

TOTAl  PERIODS 

RATE 

LABOR  COST 

PIECE 
WORK 

DAY 
WORE 

STOPPED 

COMPLETED 

Perlu^lof  npb  S^f  tem  -  Patented  -  Gisbolt  MicblDe  Cw..  HadUon,  Wis.,  C.  8.  A. 

SNIdl^JViS  N3HM 

INOHJ  3aiS  SlHi 

O                dn  aN3  SlHi             O 

FiGUHE  11.    Recordino  Labor  Time  Card 
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MATERIALS  USED - 

CONTROL  SHEET 

1 
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n 

"a" orders 

"b"  orders 

"S"  ORDERS 

"P"  ORDERS 
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SH  1121 
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Figure  12.    Total  Amount  in  Dollars  and  Cents  is  Represented  on  This  Form  by  Daily 
Requisitions  From  Stores  Department 


Material  is  recorded  on  these  cost 
sheets  (Figures  9  and  9a)  by  transcrip- 
tion from  the  requisition  sheets.  (See 
Figure  10.)  Labor  is  recorded  from 
Gisholt  time  cards  (see  Figure  11) 
which  record  the  amount  of  time  con- 
sumed in  each  operation,  these  opera- 
tions being  symbohzed  by  letters. 
After  all  the  cost  data  are  summarized 
on  the  individual  cost  sheet,  the 
amount  of  overhead  is  added,  selling 
price  recorded  from  the  invoice,  there- 
by giving  the  resultant  net  profit. 

The  total  amount  in  dollars  and  cents 
represented  by  the  daily  requisitions 
from  stores  department  is  entered  daily 
on  a  control  sheet  headed  "Materials 
Used,"  which  is  subdivided  into  col- 
umns for  each  class  of  orders.  (See 
Figure  12.)  The  total  of  this  control 
sheet  must  necessarily  be  accounted  for 
at  the  end  of  the  month  by  the  cost 
clerk's  summary  of  completed  orders 
and  report  of  goods  in  process.     This 


summary  also  accounts  for  all  produc- 
tive labor  as  shown  on  the  factory  pay- 
roll. 

A  report  is  rendered  to  the  auditor  at 
the  end  of  each  month,  showing  the 
total  material  taken  out  of  inventory 
and  its  distribution  as  to  each  individ- 
ual order,  indirect  supplies,  etc.  From 
this  report  a  journal  voucher  is  made, 
charging  the  various  accounts  afiPected 
and  crediting  inventorj\  On  this  sum- 
mary is  also  shown  the  factory  pay-roll 
distribution,  which  is  also  journalized 
on  the  general  books. 

At  the  end  of  each  year  a  physical 
inventory  is  taken  and  adjusted  on  the 
general  books  as  well  as  with  the  stock 
record  cards  in  the  stores  department, 
in  accordance  with  changes  in  market 
values,  obsolescence,  minor  losses,  etc. 
From  month  to  month,  the  inventory 
is  perpetuated  by  charging  it  with  all 
purchases  as  represented  by  the  "Pur- 
chases" column  on  the  voucher  register, 
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with  the  original  cost  of  goods  returned  amount  of  material  used  as  sho'^-n  on 

by  customers  as  represented  by  the  the  cost  clerk's  report.     The  balance 

"Returned  to  Inventory"  column  on  of  the  Inventory  account  at  the  end 

the  voucher  register,  and  with  that  por-  of  each  month  indicates    the    actual 

tion  of  the  cost  clerk's  summary  show-  amount  of  material  on  hand,  on  which 

ing  labor  on  parts  finished  for  stock,  the  manufacturing  cost  report  is  based. 

Inventor^'  is  credited  monthly  with  the  as  follows : 

MANUFACTURING  COST  OF  GOODS  SHIPPED 

Material : 

Inventory  First  of  Month $ 

Purchases 

Labor  on  Finishing  Parts 

Returned  by  Customers  (Cost) 

Total $ 

Less:  Inventory  Last  of  Month 

Net:  Direct  Material  Used $ 

Productive  Labor 

Total  Direct  Charges $ 

Manufacturing  Expense: 

Building  Repairs $ 

Depreciation 

Equipment  Repairs 

Factory  Accounting 

Freight 

Non-Productive  Labor 

Operating  Supplies 

Pattern  Repairs 

Power,  Light  &  Heat 

Shipping 

Small  Tools 

Stores  Expense 

Super\'ision 

Total  Indirect  Charges $ 

Total  Manufacturing  Cost $ 

INCOME  AND  EXPENSE 
Income: 

Products  Shipped  (Total  Invoices) $ 

Less:  Returns  and  Allowances 

Net  Shipments $ 

Miscellaneous  Cash  Sales 

Scrap  Sales 

Total  Income $ 

Manufacturing  Cost  of  Goods  Shipped 

Gross  Profit $ 
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Selling  Expense: 

Advertising 

Commissions 

General  Traveling  Exp. . 

Salesmen's  Salaries 

Sales  Office  Salaries .  .  .  . 

General  Expense: 
General  Office  Salaries .  . 

Insurance , 

Legal  &  Professional .  .  . 

Miscellaneous 

Office  Supplies , 

Officers'  Salaries , 

Telephone  &  Telegraph . 

Engineering  Expense: 

Development 

Engineering 

Supplies 


Total  General  Overhead . 

Net  Operating  Profit .  . 

Capital  Expense: 

Discounts  Allowed 

Interest  on  Notes  Payable .  .  . 
Real  &  Personal  Taxes 

Total  Capital  Expense. . 

Capital  Earnings: 

Discount  Earned 

Interest  Earned 

Total  Capital  Earnings . 
Net  Profit  or  Loss .  .  .  . 


The  author  has  endeavored  to  bring  endless  detail.  The  system  has  been 
out  in  this  article  a  brief  and  concise  ex-  covered  only  in  a  general  way;  but  it  is 
planation  of  a  simple  accounting  sys-  hoped  that  the  reader  will  be  benefited 
tern  for  the  manufacturer  whose  busi-  by  some  of  the  ideas  this  article  intends 
ness  does  not  warrant  employment  of  a  to  convey,  especially  the  short -cuts 
large  staff  of  clerks  to  keep  record  of  employed  in  the  voucher  check,  jour- 
costs  and  general  accounts,  and  still  re-  nal  voucher,  and  columnar  arrangement 
tain  proper  record  of  all  transactions  in  the  books  of  account.  Criticism  will 
without  unnecessary  printed  forms  and  be  welcome. 


CORPORATIONS  UNDER  THE  NEW  TAX  LAW 


BY   MILTON   RINDLER* 


ONE  of  the  most  important  planks 
in  the  Republican  platform  at  the 
recent  Presidential  election,  was  the 
promise  of  relief  to  business  from 
burdensome  taxation.  This  promise 
was  only  partially  fulfilled  by  the 
Revenue  Act  of  1921,  passed  on  Novem- 
ber 23,  1921.  Individuals  under  the 
new  law  are  given  very  little  relief. 
On  the  other  hand,  corporations  were 
favored  to  a  greater  extent  than  was 
anticipated. 

After  almost  a  year  of  discussion  and 
wrangling  in  Congress,  the  result  was 
a  law  which  is  unsatisfactory.  The 
Chairman  of  the  Finance  Committee, 
in  a  report  to  the  Senate,  says:  "The 
Revenue  Act  of  1921  is  a  transitional 
or  temporary  measure.  ...  It  does 
not  place  the  tax  system  on  a  stable 
or  scientific  basis.  .  .  ."  There  is 
very  little  doubt  that  a  new  revenue 
act  will  be  passed  in  1922  to  replace 
the  one  jast  passed. 

Corporations  have  much  to  be 
thankful  for  under  the  new  law.  First 
of  all,  the  excess  profits  tax  is  repealed 
as  of  January  1,  1922.  The  amount 
of  excess  profits  taxes  for  1921  as 
estimated  by  the  Secretary  of  the 
Treasury  is  $450,000,000.  The  repeal 
of  this  tax  was  not  effected  without 
opposition  in  Congress.  According 
to  Senator  Jones  "a  tremendous  effort 
was  made  in  this  body  to  have  an  ex- 
cess profits  tax  put  upon  corporations." 

It  was  suggested  by  Secretary  Mel- 
Ion  that  some  other  tax  on  corporations 
should  replace  the  excess  profits  tax. 
Accordingly,  the  Senate  recommended 
a  15  per  cent  normal  tax  on  corpora- 

•  Formerly  with  the  Treasury  Department  as  Federal 
Tax  Investigator. 


tions  in  place  of  the  former  10  per  cent 
tax.  However,  in  the  final  analysis, 
the  Senate  agreed  to  lower  the  original 
tax  to  123/^  per  cent.  Under  the  tax, 
as  it  now  stands  for  1922  and  succeed- 
ing years,  the  small  corporations  of  the 
country  will  pay  more,  or  almost  as 
much,  in  taxes  as  before,  whereas  the 
large  corporations  gain  greatly:  Some 
will  pay  from  20  to  30  per  cent  less 
than  they  paid  under  the  old  law. 
Thus  the  important  principle  of  taxa- 
tion, that  taxes  should  be  imposed 
upon  those  who  are  best  able  to  pay 
and  who  can  pay  with  the  least  burden, 
is  ignored  in  the  new  law  as  it  affects 
corporations. 

In  view  of  the  fact  that  the  reduction 
in  the  tax  rates  for  individuals  has  not 
been  nearly  as  great  as  in  the  corpora- 
tion tax  rates,  it  seems  likely  that  the 
new  law  will  cause  many  changes  from 
the  partnership  or  individual  form 
of  organization  to  the  corporate  form. 
The  new  law  provides  that  a  partner- 
ship or  individual  operating  a  business 
in  which  capital  is  a  material  income- 
producing  factor,  and  whose  earnings 
are  20  per  cent  or  more  of  its  invested 
capital  for  1921,  may  at  the  option  of 
the  individual  or  partnership,  if  in- 
corporated within  four  months  after 
November  23,  1921,  be  taxed  as  a 
corporation  on  the  net  income  for  1921. 
If  this  is  done,  however,  the  new  cor- 
poration must  also  pay  the  capital 
stock  tax  as  though  it  were  in  existence 
since  January  1,  1921. 

If  an  individual  or  individuals  in- 
corporate merely  to  evade  surtax,  the 
new  law  imposes  a  penalty  on  the 
corporation  of  25  per  cent  additional 
normal  tax,  or  upon  agreement  of  the 
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stockholders,  the  Commissioner  may, 
in  lieu  of  the  corporation  income  and 
excess  profits  taxes,  tax  the  stock- 
holders on  their  proportionate  shares 
of  the  net  income  as  in  the  case  of  a 
partnership.  This  is  similar  to  the 
same  section  in  the  1918  law.  The 
accumulation  of  profits  beyond  the 
reasonable  needs  of  the  business  is 
prima  facie  evidence  of  an  intention  to 
evade  the  surtax.  Proof  of  this, 
however,  is  very  difficult.  That  this 
section  is  not  very  effective  is  expressed 
by  Senator  Jones  in  the  statement, 
"What  is  to  prevent  any  man  from 
organizing  a  corporation  to  deal  in 
stocks  and  bonds  or  to  deal  in  any- 
thing in  which  he  has  an  interest?" 
A  corporation  formed  for  the  purpose 
of  investment  in  securities  can  never 
have  an  unreasonable  accumulation 
of  profits.  But  it  is  hoped  that  the 
next  law  will  make  incorporation  to 
evade  tax  less  desirable  by  equalizing 
as  much  as  possible  the  rates  on  in- 
dividuals and  corporations. 

II 

An  important  provision  of  the  new 
tax  law  is  Section  1332  dealing  with 
personal  service  corporations.  The 
1918  law  (Section  218a)  treated  a 
personal  service  corporation  as  a 
partnership,  taxing  the  stockholders 
on  their  proportionate  shares  of  the 
net  income,  whether  distributed  in 
dividends  or  not.  There  is  very  little 
doubt  that  in  a  test  case  in  the  near 
futiu"e,  the  Supreme  Court  will  declare 
Section  218(a)  of  the  1918  law,  invalid. 
In  such  event.  Section  1332  provides 
that  every  personal  service  corporation 
shall  file  a  return  of  net  income  for  the 
years  1918,  1919,  1920,  and  1921  on  or 
before  the  fifteenth  day  of  the  sixth 
month  following  the  date  of  entry  of 
decree  by  the  Supreme  Court.  The 
taxes  shall  be  computed  as  in  the  case 


of  non-personal  service  corporations 
for  each  of  those  years.  A  claim  for 
credit  or  refund  of  taxes  will  only  be 
allowed  if  filed  within  six  months  from 
the  date  of  entry  of  decree. 

If  none  of  the  stockholders  of  a 
personal  service  corporation  has  filed 
a  claim  for  credit  or  refund  within  the 
time  limit,  the  corporation  shall  not 
be  subject  to  the  tax  imposed  for  those 
years  on  non-personal  service  corpora- 
tions. If  stockholders  owning  less 
than  30  per  cent  of  the  outstanding 
stock  of  the  corporation  file  claims,  the 
taxes  imposed  upon  the  corporation 
shall  be  reduced  to  the  proportion 
thereof  which  the  number  of  shares 
owned  by  those  filing  claims  bears  to 
the  total  number  of  shares  outstanding. 
The  amount  of  tax  originally  paid  by  a 
stockholder  may,  upon  joint  written 
application  of  the  corporation  and  the 
stockliolder,  filed  wthin  six  months 
from  the  date  of  entry  of  decree,  be 
credited  against  the  tax  due  from  the 
corporation.  Nothing  is  said  about  a 
case  in  which  the  stockholders  filing 
claims,  represent  30  per  cent  or  more 
of  the  outstanding  stock.  It  appears, 
however,  that  this  situation  vAW  take 
care  of  itself.  Assume  a  corporation 
composed  of  A  who  owns  30  per  cent 
and  B  who  owtqs  70  per  cent  of  the 
stock.  Under  Section  1332,  A  is  en- 
titled to  a  refund  of  $5000  after  taking 
into  consideration  the  tax  imposed 
upon  the  corporation,  whereas  B 
through  his  interest  in  the  corporation 
will  suffer  an  additional  tax  of  $10,000, 
by  reason  of  the  imposition  of  tax  on 
the  corporation.  B  would  rather  pay 
A  $5000  for  his  right  to  file  a  claim  than 
suffer  a  loss  of  $10,000. 

Assume  the  f oUo^-ing :  A  corporation 
is  composed  of  A  who  owns  25  per  cent 
of  the  stock  and  B  who  owns  75  per 
cent.  A  files  a  claim  for  refund  based 
on  the  invalidation  of  Section  218(e) 
of  the  1918  law.     B  does  not  file  a 
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claim  because  his  original  tax  is  less 
than  he  would  have  to  pay  as  his 
share  of  a  corporation  tax.  Follow- 
ing the  law  literally,  a  tax  would  be 
imposed  on  the  corporation  of  25  p)er 
cent  of  the  total  income  and  excess 
profits  taxes.  If  agreeable  to  A  and 
the  corporation,  A  could  credit  the 
tax  paid  pursuant  to  Section  218(e) 
against  the  corporation  tax  or  he  could 
file  a  claim  for  refund.  His  total  tax 
on  the  corporation's  earnings  would 
then  be  (assuming  that  no  dividends 
had  been  paid)  25  per  cent  of  the  25 
per  cent  of  tax  paid  by  the  corporation, 
whereas  B  would  suffer  75  per  cent  of 
the  tax  on  the  corporation  in  addition 
to  what  he  had  paid  under  Section 
218(e).  Logically,  it  appears  that  A 
should  offset  his  tax  paid  under  Section 
218(e)  against  the  corporation's  tax 
which  is  based  only  on  A's  share  of  the 
earnings  of  the  corporation.  B  w^ould 
then  not  bear  any  of  the  tax  imposed 
under  Section  1332. 

If  no  claim  is  filed,  the  corporation 
is  not  subject  to  the  tax  imposed  on 
non-personal  service  corporations.  It 
is  the  opinion  of  the  writer  that  each 
year  is  to  be  considered  separately  in 
the  filing  of  a  claim  for  credit  or  refund. 

Ill 

Similar  to  a  certain  extent  to  Section 
204  of  the  old  law  is  the  section  in  the 
new  law  providing  for  net  losses.  A 
corporation's  net  loss  is  the  excess  of 
the  deductions  allowed  under  Section 
234  over  the  sum  of:  (1)  Gross  income, 
(2)  excess  of  non-taxable  interest  over 
non-deductible  interest,  (3)  dividends 
deducted  under  Section  234,  (4)  that 
part  of  the  depletion  deducted  which 
is  based  upon  discovery  value  in  lieu 
of  cost.  The  amount  of  net  loss  sus- 
tained in  any  taxable  year  beginning 
after  December  31,  1920,  may  be 
deducted  from  the  net  income  of  the 


corporation  for  the  succeeding  taxable 
year.  If  in  excess  of  the  net  income  for 
the  succeeding  taxable  year,  the  excess 
may  be  deducted  from  the  net  income 
for  the  next  succeeding  taxable  year. 
If  the  net  loss  is  sustained  in  a  fiscal 
year  beginning  in  1920  and  ending  in 
1921,  the  corporation  may  deduct  as  a 
net  loss  in  the  succeeding  year  such 
part  of  the  net  loss  as  the  part  of 
the  year  falling  within  the  calendar 
year  1921  is  of  the  entire  year.  No 
mention  is  made  in  this  section  of  a 
loss  for  a  fractional  part  of  a  year  or 
the  application  of  a  net  loss  against  a 
succeeding  fractional  year.  However, 
it  is  most  likely  that  the  government 
regulations  will  construe  the  term 
"taxable  year"  to  mean  "taxable 
period"  as  in  Section  238(e)  "an 
accounting  period  of  less  than  one 
year,  the  word  'year'  as  used  in  this 
subdivision  shall  be  construed  to  mean 
such  accounting  period." 

The  corporate  income  exempt  from 
tax  remains  the  same  as  formerly 
except  that  proceeds  of  life  insurance 
policies  received  by  corporations  upon 
the  death  of  the  insured,  are  now  ex- 
empt. Recognition  of  gain  or  loss  in  an 
exchange  of  property  for  other  property 
is  materially  changed  imder  the  new 
law.  However,  the  provision  is  un- 
important so  far  as  corporation  income 
tax  is  concerned. 

For  the  year  1921,  the  normal  tax 
and  excess  profits  tax  remain  as  im- 
posed by  the  Revenue  Act  of  1918. 
After  January  1,  1922,  the  excess 
profits  tax  is  repealed,  leaving  a 
normal  tax  of  12J^  per  cent.  A  credit 
of  $2000  is  allowed  only  to  corpora- 
tions having  a  net  income  of  $25,000 
or  less.  If  the  net  income  exceeds 
$25,000  the  tax  imposed  shall  not 
exceed  the  tax  which  would  be  payable 
if  the  $2000  credit  were  allowed,  plus 
the  amount  of  net  income  in  excess  of 
$25,000.     For  example,  a  corporation 
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having  a  net  income  of  $25,000  would  carry  obligations  of  the  United  States 
pay  a  tax  of  $2987.50  computed  as  issued  after  September  24,  1917  and 
follows:  "originally  subscribed  for  by  the  tax- 
Net  Income $25,100 .  00  P^.V^r "  '«  deductible. 

Credit 2,000 .  00  Taxes  imposed  upon  a  stockholder 

of   a   corporation   on   his   interest   as 

$23,100.00  stockliolder,   which   are   paid   by   the 

corporation     without     reimbursement 

121%  of  $23,100 $2,887 .  50  from  the  stockholder  are  now  allowable 

Z'^^  nL^''''°°'''  '"^  ^'''^^''  as  a  deduction.     These  taxes  usually 

of  $25,000 100.00  ••         •       .,                     f    V      1 

arismg    m    the    case    01    banks    were 

$2  987  50  formerly  considered  dividends  paid  by 
the  corporation  and  the  stockholders 

This  computation  is  made  only  on  reported   the    amount   paid   on   their 

net  incomes  between  $25,000  and  $25,-  behalf    as    dividends,    deducting    the 

250.     Above  the  latter  amount,  the  same  amoimt  as  taxes.     "Estate,  in- 

tax  is  12}4  per  cent  of  the  net  income,  heritance,  legacy,  and  succession  taxes 

Section  262  is  an  absolutely  new  accrue  on  the  due  date  thereof  except 
section.  This  section  is  the  final  as  otherwise  provided  by  the  law  of  the 
result  of  an  attempt  made  in  Congress  jurisdiction  imposing  such  taxes." 
to  exempt  from  tax  "foreign  traders."  Losses  sustained  diu-ing  the  taxable 
In  the  case  of  a  domestic  corporation  year  are  allowed  as  before,  unless  in- 
doing  50  per  cent  or  more  of  its  busi-  come  would  be  more  clearly  reflected, 
ness  within  a  possession  of  the  United  in  the  opinion  of  the  Commissioner,  by 
States  and  deriving  80  per  cent  or  more  accounting  for  the  loss  as  of  a  different 
of  its  gross  income  for  three  years  period.  No  deduction  is  allowed  for 
ending  with  the  close  of  the  taxable  loss  in  the  sale  of  stocks  or  securities 
year  from  sources  within  such  posses-  made  after  November  23,  1921,  if 
sion — gross  income  means  only  gross  within  30  days  before  or  after  the  date 
income  from  sources  within  the  United  of  sale  or  other  disposition,  the  tax- 
States.  A  corporation  entitled  to  the  payer  has  acquired  (otherwise  than  by 
benefits  of  this  section  is  treated  as  a  bequest  or  inheritance)  and  held  for 
foreign  corporation  throughout  the  any  period  after  the  sale,  substantially 
law.  identical  property.     If  only  a  part  of 

Slight  changes  are  made  by  the  new  the  amount  of  the  sale  is  reacquired  in 

law    in    exempt    corporations.      The  identical    property,    then     a    propor- 

changes  broaden  the  sections  relating  tionate  part  of  the  loss  will  be  dis- 

to    building    and    loan    associations,  allowed.    This  provision  does  not  apply 

cemetery     companies,    farmers,    fruit  to  transactions  made  in  the  ordinary 

growers     or     like    associations,     and  course   of  business   by   a  corporation 

exemption   is   also   provided   for   cor-  dealing  in  stock  or  securities, 

porations  organized  and  operated  ex-  It  is  now  T^-ithin  the  Commissioner's 

clusively  for  literary   purposes.    Per-  discretion  to  allow  a  reasonable  addi- 

sonal    service    corporations    are    not  tion  to  a  reserve  for  bad  debts.     A 

exempt  after  December  31,  1921.  reasonable  addition  to  a  reserve  would. 

There  are  several  changes  in  deduc-  no  doubt,  be  determined  on  the  basis 

tions  from  net  income  from  the  old  of  bad  debts  of  previous  years  in  rela- 

law.      Interest   paid   on   indebtedness  tion   to  the   accounts   receivable   and 

incurred  or  continued  to  purchase  or  sales  on  account  of  each  year.    If  only 
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part  of  a  debt  is  unrecoverable,  such 
part  may  be  charged  off  and  deducted 
in  the  tax  return.  Formerly,  the  entire 
debt  had  to  be  proved  worthless  before 
a  deduction  could  be  made. 

Dividends  received  from  foreign 
corporations  are  deductible  only  when 
it  is  shown  that  more  than  50  per  cent 
of  its  gross  income  for  the  three  years 
ending  with  the  close  of  the  taxable 
year  preceding  the  declaration  of  such 
dividends  was  derived  from  sources 
within  the  United  States. 

The  amortization  allowance  remains 
the  same  as  expressed  in  the  regula- 
tions on  the  1918  law.  In  place  of  the 
words  "tlu-ee  years  after  the  termina- 
tion of  the  war,"  the  new  law  uses  the 
date  March  3,  1924.  On  March  3, 
1921,  a  resolution  was  passed  provid- 
ing that  for  certain  purposes  that  date 
is  to  be  considered  the  date  of  termina- 
tion of  the  war. 

Depletion  is  allowed  as  before  except 
that  where  discovery  value  is  used  as  a 
basis,  the  allowance  is  not  to  exceed 
the  net  income  computed  wthout  this 
deduction,  except  where  the  net  income 
so  computed  is  less  than  the  depletion 
allowance  based  on  cost  or  value  as  of 
March  1,  1913. 

Provision  is  made  in  the  new  law  for 
replacements  of  property  "compul- 
sorily  or  involuntarily  converted  into 
cash  or  its  equivalent"  as  a  result  of 
its  destruction,  theft,  or  seizure,  requi- 
sition, condemnation,  or  the  threat  or 
imminence  thereof.  Articles  49  and  50 
of  Regulations  45  provided  that  in 
these  cases  the  gain  was  to  be  measured 
by  the  excess  of  the  amount  received 
over  the  amount  expended  to  replace 
the  property  in  kind.  The  new  law 
provides  that  the  gain  be  reported  and 
a  deduction  be  allowed  for  such  portion 
of  the  gain  derived  as  the  amount  ex- 
pended to  replace  the  property  bears 
to  the  entire  proceeds.  This  provision 
is  retroactive  and  replaces  so  far  as 


practicable,    the    provision    made    in 
Articles  49  and  50  of  Regulations  45. 

As  under  the  1918  law,  a  domestic 
corporation  is  allowed  to  credit  against 
the  tax  due  on  its  return,  any  income, 
war  profits  and  excess  profits  taxes 
paid  or  accrued  to  a  foreign  country 
or  possession  of  the  United  States.  But 
under  the  new  law  this  credit  shall  not 
exceed  the  same  proportion  of  the 
taxes  against  which  the  credit  is  taken 
which  the  corporation's  net  income 
(^vithout  deduction  for  such  taxes) 
from  sources  without  the  United  States, 
bears  to  the  entire  net  income  (without 
such  deduction)  for  the  taxable  year. 
This  also  applies  in  the  case  of  a  fiscal 
year  ending  within  1921,  and  any  excess 
credit  taken  may  be  disallowed. 

IV 

A  credit  is  also  allowed  as  in  the  1918 
law  to  a  domestic  corporation  which 
owns  a  majority  of  the  voting  stock  of  a 
foreign  corporation  from  which  it  re- 
ceives dividends  not  deductible.  The 
provision  differs,  however,  in  that  it 
allows  credit  for  a  proportion  of  taxes 
accrued  as  well  as  taxes  paid  (see 
Section  200 — "the  term  'paid'  means 
'paid  or  accrued'")  by  such  foreign 
corporation  to  any  foreign  country  or 
possession  of  the  United  States  upon 
the  accumulated  profits  from  which 
the  dividends  were  paid.  The  propor- 
tion of  such  taxes  allowed  as  a  credit 
under  the  new  law  is  the  proportion 
which  the  amount  of  dividends  re- 
ceived from  the  foreign  corporation 
bears  to  the  amount  of  profits  in  excess 
of  such  taxes  from  which  the  dividends 
were  paid.  The  Commissioner  will 
determine  from  which  year's  profits 
the  dividends  were  paid;  this  determi- 
nation shall  follow  the  same  rule  as  that 
used  in  the  treatment  of  dividends  of 
domestic  corporations  in  computing 
invested  capital. 
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Returns  are  to  be  filed  as  before  ex- 
cept that  each  corporation  is  required 
to  include  in  its  return  a  statement 
showing  declarations  and  pajTnents  of 
dividends  during  the  taxable  year. 

After  January  1,  1922,  affiliated 
corporations  may  make  separate  re- 
turns or  a  consolidated  return.  How- 
ever, the  affiliated  group  is  required, 
unless  permitted  to  change,  to  con- 
tinue the  basis  used  in  the  1922  return. 
A  consolidated  return  will  be  advanta- 
geous where  one  corporation  shows  a 
net  loss,  as  this  may  then  be  deducted 
from  the  net  income  of  the  others, 
although  in  a  separate  return  a  net 
loss  may  be  used  as  a  deduction  in  the 
succeeding  taxable  year  of  the  corpora- 
tion. On  the  other  hand,  where  there 
is  no  net  loss  and  several  or  all  of  the 
consolidated  corporations  show  a  net 
income  of  $25,000  or  less,  it  ■will  be 
advantageous  to  file  separate  returns. 

The  new  law  also  provides  that  the 
Commissioner  may  consolidate  the 
accounts  of  two  or  more  related  trades 
or  businesses  whether  incorporated  or 
unincorporated  and  whether  domestic 
or  foreign  if  owned  or  controlled  by  the 
same  interests  in  order  to  make  an 
accm-ate  apportionment  of  income, 
deductions,  or  capital  of  such  related 
businesses. 

There  have  been  several  changes  in 
the  administrative  features  of  the  law. 
Under  the  new  law  interest  at  the  rate 
of  one-half  of  1  per  cent  per  month  shall 
be  paid  on  any  additional  tax  discovered 
if  not  due  to  negligence.  The  same  pen- 
alty and  interest  apply  as  in  the  1918 
law  in  case  of  negligence  causing  a  de- 
ficiency in  tax.  Likewise  interest  is  to 
be  allowed  under  the  newlawon  refunds 
or  credits  under  certain  circumstances. 


Taxes  due  for   1921  or  succeeding 
years   must  be   assessed   •n-ithin   four 


years  after  the  return  was  filed.  Taxes 
due  under  all  previous  tax  laws  must 
be  assessed  within  five  years  after  the 
return  was  filed.  A  later  assessment 
may  be  made  where  the  Commissioner 
and  the  taxpayer  consent  in  writing. 
No  suit  for  collection  of  taxes  due  under 
this  act  or  the  previous  tax  laws  may  be 
begun  after  five  years  from  the  date  of 
filing  the  return.  This  is  not  to  affect 
suits  begun  at  the  time  of  passage  of 
the  present  law.  These  limitations  do 
not  apply  in  cases  of  fraud  or  failure 
to  file  a  return.  In  cases  of  amortiza- 
tion or  in  cases  of  final  settlement  of 
losses  and  other  deductions  allowed 
pending  a  determination  of  the  exact 
amount  deductible,  the  amount  of  tax 
or  additional  tax  may  be  assessed  and 
collected  at  any  time;  "but  prior  to  the 
assessment  thereof  the  taxpayer  shall  be 
notified  "  and  given  30  days  in  which  to 
file  an  appeal  and  arrange  for  a  hearing. 

The  1918  law  provided  that  $5  be 
added  to  the  tax  where  it  is  necessary 
to  serve  a  warrant  of  distraint.  This 
is  omitted  in  the  present  law. 

An  extension  of  not  more  than  18 
months  from  November  23,  1921  may 
be  granted  by  the  Commissioner  with 
approval  of  the  Secretary  for  payment 
of  additional  tax  (if  it  is  not  due  to 
negligence  or  fraud).  Interest  shall  be 
added  at  the  rate  of  two-thirds  of  1 
per  cent  per  month  from  the  time  ex- 
tension was  granted. 

If  additional  tax  is  discovered  imder 
the  acts  of  1916,  1917,  1918  or  the 
present  act,  the  taxpayer  shall  be  noti- 
fied by  registered  mail  and  given  30 
days  after  notice  in  which  to  file  an 
appeal  and  show  why  the  additional 
tax  should  not  be  paid.  Hearing  shall 
be  granted  and  final  decision  made. 
Assessment  made  after  this  decision 
cannot  be  abated.  The  commissioner 
may,  in  extreme  cases,  make  assessment 
without  giving  notice  or  awaiting  con- 
clusion of  hearing. 


February 
19    2  2 


CORPORATIONS  UNDER  THE  NEW  TAX  LAW 


229 


No  claim  for  credit  or  refund  of  taxes 
paid  under  any  tax  law  from  1909  to 
1921  may  be  filed  after  five  years  from 
the  date  when  the  return  was  due.  If 
vmder  the  1917,  1918,  or  present  law 
invested  capital  is  decreased  due  to  the 
taxpayer's  failure  to  take  adequate 
deductions  in  previous  years,  then  re- 
gardless of  the  expiration  of  the  five- 
year  period,  the  amount  overpaid  as  a 
result  of  such  deductions,  "shall  with- 
out the  filing  of  any  claim  therefor,  be 
credited  or  refunded."  The  law  does 
not  bar  from  allowance  claims  filed 
prior  to  its  passage  under  the  laws  of 
1916  or  1918.  Section  3228  of  the 
Revised  Statutes  is  amended  to  provide 
that  all  claims  for  refimd  or  credit  of 
tax  must  be  presented  within  four  years 
after  pajTuent  of  such  tax.  This  is 
retroactive  to  claims  under  the  1916, 
1917,  and  1918  laws.  It  was  held  under 
the  1918  law  that  Section  3228  R.  S. 
and  Section  252  "are  statutes  in  pari 
viateria  and  must  be  construed  ^-ith 
reference  to  each  other."  (Solicitor's 
Opinion  79.) 

No  suit  for  recovery  of  tax  may  be 
maintained  unless  claim  has  first  been 
made  to  the  Commissioner.  No  suit 
may  be  begun  before  the  expiration  of 
six  months  from  the  date  of  filing  claim 
unless  a  decision  has  been  rendered 
■nnthin  that  time.  Nor  may  any  suit 
be  begun  after  the  expiration  of  five 
years  from  the  date  of  payment  of  the 


tax.  Moreover,  the  new  law  does  not 
affect  any  suit  instituted  prior  to  its 
passage. 

The  present  law  provides  that  the 
Commissioner,  with  the  approval  of 
the  Secretary,  may  apply  without  re- 
troactive effect  revised  treasury  deci- 
sions and  regulations,  except  those 
"occasioned  or  required  by  a  decision 
of  a  court  of  competent  jurisdiction." 

The  excess  profits  tax  remains  the 
same  as  provided  in  the  1918  law  and 
Regulations  45  for  the  year  1921,  after 
which  it  is  repealed. 

The  new  law  amends  title  of  the 
1917  law  by  two  provisions.  One  pro- 
vides for  the  exemption  from  excess 
profits  tax  of  income  derived  from  the 
mining  of  gold.  The  other  provides 
for  the  consolidation  in  1917  of  domes- 
tic corporations  and  partnerships  which 
were  affiliated  and  engaged  in  the  same 
or  closely  related  businesses  or  had 
intercompany  transactions  affecting 
profits  or  capital. 

In  order  to  simplify  the  tax  and 
procedure,  there  has  been  established 
by  the  law  a  Tax  Simplification  Board 
whose  duty  it  is  to  investigate  procedure 
and  forms  used  and  to  make  recom- 
mendations for  improvements.  This 
board  is  expected  to  pave  the  way  to 
the  best  procedure  and  be  prepared  to 
advise  Congress  this  year  in  the  draft- 
ing of  a  more  stable  and  scientific  tax 
law. 


SYMBOLIZATION  OF  EXPENDITURES  AS  AN  AID   TO 
EXECUTIVE   CONTROL 

BY  DWIGHT  T.  FAENHA3I  * 


UPON  one  of  my  earliest  efforts  as 
factory  superintendent,  I  in- 
dulged in  the  somewhat  daring  experi- 
ment of  firing  a  clerk  at  the  plant  who 
happened  to  be  the  son  of  the  general 
manager.  This  beau  geste  on  my  part 
hardly  added  to  the  popularity  of  a 
newcomer,  as  I  soon  discovered.  In 
answer  to  a  curt  inquiry  from  head- 
quarters shortly  after  my  accession  to 
power,  I  began  the  preparation  of  a 
detailed  explanation  of  just  why  fac- 
tory costs  had  risen  so  sharply. 

Since  that  time  there  has  never  been 
any  doubt  in  my  mind  of  the  value  of 
arranging  a  cost  system  in  such  a  man- 
ner that  the  slightest  variation  from 
normal  expenditure  can  be  traced  to 
its  lair  with  certainty  and  dispatch. 

The  surest  and  cheapest  way  to  do 
this — and  it  must  be  done  if  the  execu- 
tive would  really  control  his  plant  and 
hold  his  cost  of  production  at  the  min- 
imum— is  to  install  some  system  of 
symbolizing  expenditures  that  will 
enable  each  to  be  broken  down  into 
just  as  great  detail  as  common  sense 
and  due  regard  for  the  fact  that  all 
clerical  work  must  earn  a  profit,  wiU 
allow.  Just  what  I  mean,  the  follow- 
ing paragraphs  will  make  clear. 

Purpose.  The  purpose  of  a  symboli- 
zation  system  is  to: 

1.  Save  clerical  labor  by  making  it  pos- 
sible to  indicate  exactly  what  is  meant  with 
the  fewest  written  characters. 

2.  Insure  an  arrangement  of  accounts 
which  is  simple,  logical,  and  easily  remem- 
bered. 

3.  Make  it  possible  to  analyze  all  ex- 

*  Viop-Presiflent  of  C.  E.  Knoeppel  and  Company' 
Inc.,  Industrial  Engineers,  New  Vork  City, 


penditures  for  purposes  of  intelligent  execu- 
tive and  administrative  control  quickly 
and  accurately. 

Procedure.  The  first  step  is  a  survey 
of  the  plant  and  the  listing  in  the  order 
of  their  performance  of  all  operations 
of  sufficient  importance  to  warrant 
their  being  made  a  matter  of  record 
in  a  system  of  symbolization. 

Once  the  operations  have  been  listed 
in  the  most  common  order  of  per- 
formance in  each  department,  the 
departments  should  be  arranged  in  the 
order  in  which  the  material  most  com- 
monly travels.  This  makes  it  possible 
for  anyone  reasonably  familiar  with 
the  processes  of  manufacture  to  locate 
an  operation  in  the  list  quickly  and 
to  memorize  the  symbols  in  a  short 
time. 

Letters  which  will  suggest  the  class 
under  which  the  operation  falls  should 
be  used — whenever  such  use  is  com- 
patible with  maintaining  clerical  effort 
at  the  minimum. 

A  combination  of  symbols  shoiUd  be 
selected  which  allows  unlimited  ex- 
pansion under  any  heading.  The  dif- 
ficidty  with  the  old  simple  numbering 
systems  is  that  the  quant itj^  of  the 
numbers  left  for  future  development 
verj'  often  subsequently  proves  inade- 
quate and  the  renumbering  of  every 
operation  becomes  necessarj'  with 
consequent  disorganization  throughout 
the  plant. 

Study  of  the  following  system  of 
symbolization  which  has  been  suc- 
cessfully used  in  plants  of  all  sorts  and 
which  is  adaptable  to  any  combination 
of  continuous  production  and  of  job 
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production    will    illustrate    what    we 
mean: 

I.  Major  Divisions.  In  the  first 
place  all  expense  is  divided  into  the 
following  major  divisions  which  be- 
come control  accounts  on  the  books: 

L.  All  Labor  employed  in  manufacture. 
M.  All  Material  and  supplies.^ 

C.  All  Charges  for  insurance,  deprecia- 
tion, and  the  like  for  which  the  plant  is 
responsible  not  covered  by  L  or  M.^ 

A.  Administrative  Charges. 

S.  Sales  Charges. 

G.  General  Charges  which  cannot  be 
included  elsewhere.' 

II.  Minor  Divisions.  The  major  di- 
visions just  described  are  subdi\'ided 
as  follows : 
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Labor 

(L) 

Direct 

(D) 

Power 

(P) 

Maintenance 

(M) 

Supervision 

(S) 

Rent 

(R) 

Construction^ 

(C) 

Material 

(M) 

Directs 

(D) 

Power 

(P) 

Maintenance 

(M) 

Supervision 

(S) 

Rent 

(R) 

Construction*   (C) 

3.  Charges  (C) 

Direct  (D) 

Power  (P) 

Maintenance  (M) 

'  L+M  then  becomes  Factory  Expenditures. 

'L+M+C  then  becomes  Manufacturing  Expend- 
itures and  (fL+M+O  — Production  Losses]  divided  by 
the  number  of  units  produced,  gives  the  factory  cost 
per  unit  in  a  continuous  production  plant.  In  a  job 
production  plant  it  is  necessary,  in  order  to  obtain  fac- 
tory costfi,  to  distribute  these  charges  and  certain  in- 
direct L  and  M  charges  in  the  form  of  burden  against 
productive  man-hours  in  proportion  to  the  equipment, 
buildings,  etc.,  used  by  each  job. 

-  The  sum  of  all  expense  entered  under  L,  M,  C,  A,  S, 
and  G  represents  the  total  expenditure  incurred  in  the 
operation  of  the  business. 

*  Not  chargeable  to  Manufacturing  Expenditure 

^  Direct  Material  includes  all  that  appears  in  the 
finished  product.  Supplies  such  as  oil,  coal,  etc.,  come 
under  the  subsequent  headings. 


Supervision  (S) 

Rent  (R) 

Construction  *      (C) 

4.  Administration  (A) 

5.  Sales  (S) 

6.  General  (G) 

III.  Labor  Subdivisions  (L).  The 
minor  divisions  are  in  turn  subdivided 
thus: 

1.  L-D.  Direct  Labor  is  subdivided  ac- 
cording to  departments  as: 

L-D-1.  Open  Hearth 
L-D-2.  Blooming  Mill 
I^D-3.  Rolling  Mill 
L-D-4.  Machine  Shop,  etc.,  to 
L^D-0.  Total  Direct  Labor 

2.  These  departments  are  in  turn  sub- 
divided into  major  operations  as : 

L-D-1-1.  Transporting    Material    to 

Open  Hearth 
Lr-D-1-2.  Melting,  etc. 

3.  Major  operations  are  then  subdivided 
into  minor  operations  as: 

L-D-1-l-A.  Operation    of    Magnetic 

Crane ^ 
L-D-1-l-B.  Operation  of  Locomotive 

Crane 
L-D-1-l-C.  Operation  of  Dinky 
L-D-1-l-D.  Wheehng  and  Trucking, 

etc. 

This  division  permits  the  superin- 
tendent to  analyze  every  fluctuation  in 
cost  and  expense  with  a  view  to  elim- 
inating unnecessary  expenditure  and 
to  making  low  costs  permanent.  How 
far  it  pays  to  go  in  such  subdivision 
work  will  depend  upon  conditions 
existing  at  each  plant.  There  is  no 
limit  to  the  data  which  can  be  col- 
lected, but  no  statistics  should  be  col- 
lected whose  collection  does  not  earn  a 
profit. 

•This  system  can  be  used  in  connection  with  the 
various  mechanical  statistic  collection  systems  by  ar- 
ranging for  an  automatic  translation  when  the  cards 
are  punched, 
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4.  L-P.  Power  Labor  is  subdivided  ac- 
cording to  the  expense  there  incurred  for 
major  operations  as: 


L-P-1.  Power  Plant  Labor 
L-P-2.  Maintaining  Power  Plant 
L-P-3.  Extraordinary      Repairs 

Power  Plant,  etc.,  to 
L-P-0.  Total  Power  Labor 


to 


5.  L-P-1.  Power  Plant  Labor  is  then 
subdivided  according  to  minor  operations 
arranged  in  the  sequence  of  performance  as : 

L-P-l-A.  Unloading  Boiler  Coal 
L-P-l-B.  Coal  Passers  and  Firemen 
L-P-l-C.  Engineers  and  Helpers 
L-P-l-D.  Removal  of  Boiler  Ashes, 
etc. 

With  figures  of  this  sort  available 
it  does  not  take  a  superintendent  very 
long  to  reahze  the  necessity  for  instal- 
Ung  an  ash  conveyor  to  supplant  wheel- 
ing out  by  hand. 

6.  L-M.  Labor  Maintenance  is  sub- 
divided according  to  the  expense  incurred 
for  major  operations  as: 

L-M-1.  Factory  Equipment^ 
L-M-2.  Furnaces,  Stack,  and  Flues' 
L-M-3.  Wagons,  Truck,  and  Trailers, 

etc.,  to 
L-M-0.  Total     Maintenance     Labor 

Expense. 

7.  Other  major  operations  are  expanded 
into  minor  operations  as  shown  in  the 
previous  paragraphs.  Care  should  be 
exercised  to  go  far  enough  in  this  work  to 
make  figures  comparable  where  desirable, 
but  statistical  work  for  its  own  sake  should 
be  avoided. 

8.  L-S.  Labor  Supervision  is  subdivided 
into: 

L-S-1.  Supervision 

I^S-2.  Factory  Office 

L-S-3.  Efficiency  Bonus  (which  in- 
sures quantity  and  quality  produc- 
tion just  as  does  personal  super- 
vision) 

'  Repair  expense  for  individual  furnaces,  etc.,  is  com- 
piled under  Expense  Authorization  Requisition  Num- 
bers which  are  assigned  to  the  various  furnaces,  etc., 
upon  which  it  is  desired  to  keep  separate  costs. 


L-S-4.  Special  Order  Moulds,  Dies, 

and  Patterns 
L-S-5.  Stable  and  Garage 
L-S-6.  Stores 
L-S-7.  Miscellaneous 
L-S-0.  Total  Supervision  Labor 

9.  L-R.  Rent  Labor  includes  such  things 
as  are  usually  paid  for  by  the  landlord  as : 

L-R-1.  Upkeep  of  Buildings,  Yards, 

etc., 
L-R-2.  Janitors  and  Watchmen,  etc., 

to 
L^R-0.  Total  Rent  Labor 

10.  The  sum  of  all  these  L  accounts  is  L 
representing  Grand  Total  Factory  Labor. 

IV.  Material  Subdivisions  (M)  fol- 
low the  same  lines  as  the  minor  labor 
subdivisions,  M-D-1,  2,  etc.,  covering 
the  indivndual  raw  materials  used, 
M-P-1,  M-P-2,  etc.,  covering  the 
Power  Materials  as  Boiler  Coal,  INIain- 
tenance.  Materials,  and  so  on.  The 
sum  of  these  M  accounts  is  3/  repre- 
senting Grand  Total  Material. 

V.  Charges  (C)  are  divided  into  the 
minor  di\asions  as  shown  under  II. 
These  are  subdivided  as: 

1.  C-D.  Direct  Charges  into: 

C-D-1.  Lisurance  on  Labor  and  Pro- 
ductive Equipment 

C-D-2.  Depreciation  on  Productive 
Equipment,  etc. 

C-D-3.  Welfare  and  Safety  Work 

2.  C-P.  Power  Charges  into : 

C-P-1.  Insurance  on  Boilers,  etc., 
C-P-2.  Depreciation  on  Power  Plant, 
etc. 

3.  C-M.  Maintenance  Charges 
C-M-1 .  Insurance  on  Non-productive 

Equipment 
C-M-2.  Depreciation     on     Non-pro- 
ductive Equipment,  etc. 

4.  C-S.  Supervision  Charges 

C-S-1.  Insurance  and  Liability  and 
Factory  Office 

C-S-2.  Depreciation  on  Factory  Of- 
fice Furniture,  etc. 
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5.  C-R.  Rent  Charges 

C-R-1 .  Insurance  on  Buildings 
C-R-:2.  Depreciation     on     Buildings, 

etc. 
C-R-3.  Taxes,  etc. 

6.  The  sum  of  these  C  accounts  is  C  rep- 
resenting Grand  Total  Charges. 

VI.  The  sum  of  L,  ]M,  and  C  repre- 
sents Grand  Total  INIanufacturing 
Expenditure  which,  in  the  simple  Con- 
tinuous Production  Plant  (turning  out 
a  single  product,  like  a  coflFee  mill)  can 
be  credited  with  the  cost  of  depart- 
mental losses  and  the  total  expense  so 
procured  divided  by  the  number  of 
units  produced  and  the  cost  per  imit  to 
manufacture  so  obtained. 

VII.  Administrative  Charges  (A) 
are  divided  into : 

A-1-0.  Salaries 

A-2-0.  Traveling  Expense 

A-3-0.  Office  Rent 

A-4-0.  Staff  Expense 

A-5-0.  Commimication  Expense 

A-6-0.  ^Miscellaneous 

A-0.      Total  Administrative  Expense 

These  charges  can  be  subdi\'ided  as 
much  as  seems  desirable  as : 

A-o-1.  Stamps 
A-5-2.  Stationery 
A-5-3.  Telegrams 
A-5-4.  Telephone,   etc. 

Vm.  Sales  Charges  (S)  are  divided 
into: 

S-1-0.  Salesmen's  Salaries 

S-2-0.  "  Expense  accounts 

S-3-0.  Office  Rent 

S-4-0.  Advertising 

S-5-0.  Communication  Expense 

S-6-0.  Commissions  and  Discounts 

S-7-0.  Drafting 

S-8-0.  Rejections 

S-9-0.  Miscellaneous  Sales 

S-0.      Total  Sales 

IX.  General  Expense  (G)  is  divided 
into  G-1-0  Interest  and  exchange,  etc. 

X.  The  sum  of  the  A-S  and  G 
charges  represents  the  total  non-manu- 


facturing expense  for  the  business  for 
the  month.  WTien  the  L-!M  and  C 
accounts  are  added  the  six  represent  all 
expenditures  made  for  any  purpose 
whatsoever  during  the  month. 

Method  of  Accumulation.  These 
charges  which  should  be  symbolized 
and  listed  in  the  Expenditure  Book, 
which  is  the  basis  of  all  budget  work, 
are  accumulated  roughly  as  shown 
below : 

Labor — The  complete  symbol — ^as : — 
L-D-1-l-A  or  translated — Labor — Direct 
-1st  department  (Open  Hearth) -Irf  oper- 
ation (Transporting  Material)— Operation 
of  Magnetic  Crane — is  entered  on  the 
work-ticket  of  the  man  who  does  the  work 
before  he  starts  it.  When  he  has  finished 
this  job,  he  turns  in  his  ticket  at  the  con- 
trol office.  Work-tickets  representing  this 
and  all  other  work  done  in  the  plant  are 
sorted  to  operations  by  means  of  the  sym- 
bols. The  total  wages  figured  on  each 
ticket  in  each  such  pile  of  work-tickets  is 
then  totaled  by  means  of  an  adding  ma- 
chine and  the  total  expense  for  the  day — 
in  this  case  of  operating  magnetic  cranes 
in  the  Open  Hearth  department — is  en- 
tered upon  the  Daily  Labor  Accumulation 
Sheet  under  the  date  in  question.  The 
sum  of  all  the  operation  costs  under  this 
date  must  check  against  the  total  pay-roll 
for  the  day.  If  this  check  is  made  daily 
the  total  expenditure  for  the  month  should 
be  available  by  noon  of  the  day  following 
the  last  day  of  the  month. 

Material — The  complete  symbol — as : 
M-M-1-l-l-A-or  translated — Material- 
IMaintenance-Factory  Equipment — 1st  de- 
partment (Open  Hearth) — 1st  operation 
(Transporting  Material) — Magnetic  Crane 
— is  entered  upon  the  requisition  for  sup- 
plies together  with  the  description  of  the 
particular  bolts  required.  These  requisi- 
tions are  priced  and  assembled  on  the  Daily 
Material  Accumulation  Sheet  in  as  great 
detail  as  common  sense  dictates  in  the 
same  manner  as  the  labor  expense. 

Charges — are  similarly  accumulated  al- 
though their  completion  on  the  second  or 
third  of  the  month  usually  represents 
maximum  speed.    It  is  assumed  of  course 
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that  there  is  no  "waiting  for  all  the  bills 
to  come  in"  but  that  every  bill  not  in  by 
the  first  of  the  month  is  charged  against 
the  month  following. 

Burden  Distribution.  In  the  con- 
tinuous production  type  of  plant  com- 
plete costs  should  be  available  by  the 
fifth  or  sixth  of  the  month.  In  the 
case  of  job  production  plants  a  little 
more  time  may  be  required  to  assemble 
the  Burden  Charge  items  from  the 
Expenditure  Book  and  to  distribute 
them  against  the  various  job  costs 
which  have  been  accumulated  by  sort- 
ing the  work-tickets  to  job  numbers. 
WTiere  the  Standard  Burden  System 
is  used  the  job  costs  can  be  assembled 
as  soon  as  the  job  costs  have  been  ac- 


cumulated from  the  work-tickets,  as 
the  unabsorbed  burden  can  be  de- 
termined and  charged  to  profit  and 
loss  after  the  costs  are  completed. 

This  system  gives  absolute  executive 
control  of  all  departments  of  the  busi- 
ness, makes  it  possible  to  place  respon- 
sibility for  economy  or  for  waste,  facili- 
tates the  preparation  of  the  Budget, 
and  the  Financial  Forecast,  and  can  be 
introduced  with  a  minimum  of  efPort 
because  of  the  simplicity  of  the  sym- 
bolization  system  which,  once  the 
general  plan  is  understood,  can  be 
rapidly  assimilated  by  every  clerk  con- 
cerned with  its  use.  This  is  impor- 
tant, if  mistakes  are  to  be  avoided  and 
effective  control  established. 


REVIEWS  OF  BUSINESS  BOOKS 


THE  ORGANIZATION  OF  MODERN  BUSINESS 

By  William  R.  Bassett,  Author  of  "  When  the  Workmen 
Help  You  Manage,"  "Accounting  as  an  Aid  to  Busi- 
ness Profits,"  etc.     271  pp.     Dodd,  Mead  and  Company 

Reviewed  by  E.  B.  Ransom  * 


It  appears  quite  unnecessary  for  one  to 
assume  the  attitude  of  a  real  critic  in  re\'iew- 
ing  this  very  practical  publication.  The 
author  is  evidently  a  man  of  profound 
thought,  and  this  together  with  his  30  years 
of  practical  experience  has  thoroughly  fitted 
him  for  discussion  of  the  subject  matter. 
From  the  viewpoint  of  one  who  has  also 
had  large  experience  in  manufacturing  and 
whose  ideas  involve  only  common-sense 
methods,  there  is  comparatively  little  foimd 
to  criticize.  A  few  comments,  however,  ap- 
pear to  be  in  order. 

I  do  not  find  the  author's  diction  of  the 
sort  easiest  to  comprehend.  My  fiirst  im- 
pression was  that  it  required  too  intense 
thought  to  readily  follow  and  grasp  the  full 
meaning  of  some  of  the  comparisons  and  ex- 
pressions used. 

The  book,  as  I  understand  it,  is  intended 
to  benefit  the  average  manufacturer  who  in 
many  instances  does  not  enjoy  the  benefits 
of  a  broad  education  and  who  is  not  familiar 
with  the  more  advanced  expressions  so 
common  to  most  writers.  WTiile  one  need 
not  necessarily  be  entirelj'  familiar  with  all 
the  expressions  and  comparisons  used,  their 
quick  comprehension  leads  to  a  fuller  under- 
standing of  the  subject  matter. 

A  book  of  this  nature  falls  almost  entirely 
to  busy  business  men  who  do  not  care  to 
spend  their  time  on  anj'thing  too  deep. 
His  inclinations  are  toward  something  in- 
structive and  still  enervating  and  recreative. 
I  am  speaking  now  of  the  average  business 
man — the  average  manufacturer — whose 
duties  through  the  day  have  taxed  his 
energy  somewhat  and  left  his  mind  receptive 
only  to  that  which  rests  and  recuperates. 

•  Secretary  and  Treasurer  ot  The  Jay  Burns  Baking 
Company,  Oniftha.  Nebraska. 


To  such  a  man  clearness  and  easily  under- 
stood literature  make  the  greatest  appeal- 

I  do  not  wish  to  convey  the  impression 
that  this  very  excellent  book  is  all  diflicult 
to  understand.  There  are  many  verj-  read- 
able and  quite  instructive  paragraphs.  In 
fact  this  feature  is  prevalent  in  the  book  as 
a  whole. 

If  books  like  this  were  thoroughly  studied 
and  heeded  by  the  manufacturer  generally, 
his  success  would  surely  be  very  much  more 
pronounced,  failures  would  reduce  to  the 
vanishing  point,  and  the  manufacturer  be- 
come much  more  successful. 

In  times  past,  and  even  now,  the  greed 
for  large  production  and  big  profits  has  led 
many  manufacturers  into  bankruptcy. 
Taking  on  orders  which  their  machinery 
and  help  were  not  fitted  to  produce  and 
having  no  cost  system,  it  was  realized  too 
late,  or  perhaps  never,  that  a  considerable 
proportion  of  the  product  was  being  sent 
out  at  less  than  actual  cost. 

The  title  of  Mr.  Bassett's  book— "The 
Organization  of  Modern  Business" — is  very 
adaptable  to  the  needs  of  the  hour.  Many 
businesses  torn  almost  asunder  by  the 
ravages  of  warfare  must  be  completely  re- 
organized. !Many  firms  and  corporations 
awakened  at  the  signing  of  the  armistice  to 
find  an  entirely  new  condition  of  things. 
For  many  of  them  it  was  like  starting  out 
in  a  new  world.  With  labor  out  of  pro- 
portion, machinery  unfitted  for  the  duty 
for  which  it  was  originalh-  intended,  and 
raw  material  at  a  cost  too  high  to  com- 
pete with  falling  prices,  they  faced  a  sit- 
uation that  had  sprung  up  as  a  mush- 
room over  night.  Many  manufacturers 
readily  acceded  to  the  inevitable,  and 
wrote  off  their  losses — often  mounting  into 
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the  millions — and  started,  as  it  were,  over 
again.  This,  however,  was  only  a  part  of 
the  battle — the  labor  question  was  even 
more  serious,  and  the  machinery  of  tlieir 
various  plants  had  in  a  measure  to  be  rebuilt 
or  thrown  out  altogether  because  of  the 
damage  caused  by  unskilled  workmen.  In 
a  number  of  plants  the  order  of  things  had 
been  entirely  changed  for  the  making  of 
war  materials.  It  was  a  new  world — a  new 
order  of  things.  Many  industries  unwill- 
ing to  take  their  loss  after  having  made 
enormous  profits  during  the  war,  have  clung 
to  the  highest  prices  possible,  and  as  a  con- 
sequence are  suffering  the  greatest  loss  of 
business,  and  prices  have  become  very 
chaotic. 

By  all  such,  this  book  should,  and  no 
doubt  wUl  be,  received  as  a  welcome  mes- 
senger. It  is  brimful  of  good  suggestions 
for  every  manufacturer  and  merchant. 

In  Chapter  I  page  10  is  this  statement: 
"Men  never  gain  real  acclaim  through  the 
possession  of  money.  There  has  never 
been  a  multi-millionaire  who  attained  the 
position  of  Colonel  Roosevelt." 

If  Mr.  Bassett  had  used  the  word  "es- 
teem" instead  of  "acclaim,"  the  expression 
could  be  accepted  without  comment.  But 
to  assert  that  the  possession  of  wealth  is 
entirely  void  of  acclamation  is  taking  away 
from  it  the  only  word  that  can  be  used  to 
fuUy  and  appropriately  express  its  value  to 
its  possessor.  He  may  consistently  receive 
applause — a  shout  of  joy  or  praise  for  his 
success — but  that  ends  it.  On  what  he 
does  with  his  wealth  and  how  he  uses  it 
depends  the  degree  of  esteem  in  which  he  is 
held  in  his  community.  On  the  other  hand 
he  may  be  a  highly  respected,  valuable 
citizen  wholly  without  resources.  There 
have  been  a  number  of  instances  of  philan- 
thropists who,  by  their  generous  gifts  to 
private  and  public  institutions  and  to  in- 
dividuals, have  gained  higher  positions  in 
the  realms  of  human  thought  than  Roose- 
velt. Among  them  may  be  named  Carnegie 
and  his  libraries,  Rockefeller  and  his  educa- 
tional foundation,  Stanford  and  his  Univer- 
sity, Hill  and  his  railroads,  and  many  others. 

Again,  in  the  same  paragraph:  "The 
more  money  a  man  has  the  less  he  cares  for 
it  .  .  .  that  whenever  a  so-called  '  Red '  is 
brought  before  a  jury  his  lawyers  always 


try  for  a  jury  of  rich  men  on  the  ground 
that  the  rich  man  is  willing  to  judge  fairly 
the  propaganda  to  redistribute  wealth 
while  the  comparatively  poor  man  is  not." 

It  is  a  trait  inherent  in  human  nature  to 
hold  on  to  what  we  have  and  to  get  more, 
while  the  poor  man  is  trying  with  persistent 
effort  to  obtain  a  part  of  that  wealth  for  his 
own  and  others'  use.  It  seems  strange  that 
the  reverse  would  be  true  in  a  jury  case. 
As  stated  above  it  does  not  seem  natural 
that  any  man  would  do  anything  to  redis- 
tribute wealth  when  we  are  all  trying  to  get 
all  we  can  of  the  world's  goods.  If  this  is 
true  of  the  Easterner  the  Westerner  has 
been  greatly  misinformed,  especially  re- 
garding Wall  Street. 

Chapter  IV  page  64 — "We  are  all  too 
prone  to  forget  that  the  buyer  who  goes 
away  from  us  feeling  that  he  has  been 
cheated  is  the  seed  of  our  future  bankruptcy. 
The  man  who  declares  that  he  will  'get  his 
now  while  getting  is  good '  never  does  get 
his  for  the  short-sighted  greed  that  prompts 
his  action  never  knows  when  to  stop,  and 
the  end  is  financial  shipwreck." 

I  am  pleased  to  find  this  declaration  in 
print,  for  it  completely  conforms  to  my 
way  of  thinking.  I  wish  it  were  true  in 
every  case.  A  man  of  that  spirit  and 
character  certainly  does  not  deserve  enough 
to  eat.  In  some  cases,  however,  there  are 
men  of  this  stripe  who  are  cunning  enough 
to  indulge  in  such  practices  and  yet  avoid 
bankruptcy — but  the  man  he  cheats  is 
damaged  just  the  same,  while  the  trickster 
goes  comparatively  free.  These  things  are 
non-comprehensive  and  still — the  world 
goes  on.  There  should  be  a  law  made  to 
prevent  such  occurrences,  or  one  by  which 
the  cheater  should  be  brought  to  suffer  the 
same  as  the  other  fellow.  He  should  not  be 
immune. 

Chapter  IV  page  71 — "We  can  discuss 
the  morality  of  prices  and  we  can  shed  long, 
salt  tears  as  we  pay  our  bills.  .  .  .  We  can 
carry  on  our  sorrow  into  the  process  of  pass- 
ing the  additional  cost  on  to  those  to  whom 
we  sell,  but  really  are  we  getting  anj-Tv-here 
with  all  of  this  self-deception  about  prices? 
Is  it  not  better  to  recognize  right  off  that 
good  business  is  founded  upon  enlight- 
ened selfishness  and  go  forward  on  that, 
principle?" 
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The  unfortunate  situation  is  that  so  long 
as  we  have  a  lot  of  hoodlums  in  business,  so 
long  will  one  copy  after  the  other,  and  soon 
all  are  charging  unwarranted  prices  to  the 
public.  I  had  occasion  to  ask  one  of  our 
Omaha  restaurant  men  why  he  charged  so 
much  for  a  certain  dish,  since  the  raw  arti- 
cle had  declined  so  much  in  price — his  very 
quick  answer  was  "because  they  are  all 
charging  it."  ^^^lat  is  our  business  coming 
to  when  a  business  man  has  not  sufficient 
backbone  to  stand  up  for  what  is  his  plain 
duty  to  himself  and  to  the  public?  The 
great  trouble  is  the  lack  of  manhood — a 
sense  of,  and  love  for,  ethical  dealings. 
There  are  certain  classes  of  business  that 
are  purposely  holding  up  prices  to  a  high 
level,  notwithstanding  the  declines  in  raw 
material.  The  profiteer  is  not  usually 
found  in  the  cases  which  Mr.  Bassett  re- 
cites— it  is  the  cliques  in  business,  so  to 
speak,  the  classes  of  trade  about  which  the 
public  give  little  or  no  thought. 

Chapter  VI  page  105.  "Executive  in- 
capacity or  disability  is  responsible  for  a 
larger  share  of  industrial  disquietude  than 
most  of  us  realize." 

How  true!  If  half  the  men  occupying 
responsible  positions  were  thrown  back  into 
the  workrooms  we  would  have  enough  left, 
and  the  other  half  be  required  to  deal  with 
the  workmen  as  man  to  man,  the  greater 
part  of  the  ill-feeling  now  existing  would  be 
eliminated.  I  thoroughly  believe  in  deal- 
ing, and  co-operating  with  the  workmen. 
A  plant's  best  investment  is  the  good-will 
of  its  employees.  They  are  human  and  but 
a  little  way  removed  from  the  executive. 
The  sooner  the  executive  realizes  this  the 
better  it  will  be  for  him  and  those  associated 
with  him  in  the  industry. 

The  greatest  damage  to  a  plant  run  under 
these  conditions  is  the  resulting  dissatisfied 
undercurrent  and  disinterestedness  of  the 
employees.  One  could  not  expect  good  re- 
sults from  a  lot  of  employees  whose  man- 
ager sits  in  his  easy  chair  the  greater  part  of 
his  time  smoking  high-price  cigars.  i^Jl 
executive  must  give  considerable  thought 
to  the  affairs  of  the  company,  but  he  is  unfit 
as  an  executive  unless  he  can  both  work 
and  think  at  the  same  time. 

In  Chapter  VII  page  124,  speaking  of 
service,  Mr.  Bassett  very  properly  includes 


among  other  things  the  phrase  "the  cus- 
tomer is  always  right."  As  one  of  the 
weaker  principles  of  salesmanship  no  phrase 
was  ever  coined  that  so  completely  shattered 
the  doctrines  of  sincerity  and  truth.  As 
if  any  human  being  could  always  be  right — 
infallible!  That  person  has  not  yet  been 
born. 

If  the  manufacturer,  or  clerk,  would  for- 
get all  such  fallacies,  omit  a  large  part  of 
his  palaverings  and  dwell  more  on  quality, 
adaptability  of  the  article  for  the  purpose 
intended,  together  with  a  reasonable  degree 
of  courtesy,  the  goods  would  be  sold  quicker 
and  a  permanent  customer  oftener  added 
to  his  list.  The  more  intelligent  customer 
does  not  want  a  lot  of  "bunk."  This 
"salesman"  proposition  is  largely  over- 
worked, and  sales  are  often  lost  through  a 
poor  salesman's  lack  of  knowledge  of  what 
he  is  selling.  The  fundamental  thing  is 
knowledge.  I  have  in  mind  now  a  firm 
whose  slogan  consists  of  just  two  words 
"quality"  and  "service."  Their  salesmen 
are  taught  quality.  Quality,  first,  last 
and  always — and  the  house  backs  them  up 
to  the  letter  in  both.  Stand  squarely  be- 
hind the  salesman  and  there  will  be  no  need 
of  using  extra  smiles  or  coined  phrases. 

In  Chapter  IX  the  author  dwells  some- 
what at  length  upon — "The  use  of  money 
in  business" — and  very  properly  advises 
against  every  form  of  speculation  in  a  man- 
ufacturing plant.  Of  course  what  applies 
to  a  manufacturing  plant  would  not  apply 
to  a  merchandising  establishment — that  in 
itself  is,  largely,  a  speculative  proposi- 
tion. Some  managers  have  become  ob- 
sessed with  the  idea  that  the  selling  depart- 
ment is  the  all  important  and  every  other 
should  be  auxiliary  to  it.  I  cannot  share 
in  this  view  of  the  matter,  and  I  am  pleased 
to  note  Mr.  Bassett  has  placed  considerable 
stress  upon  the  fact,  in  this  and  in  other 
chapters,  that  the  manufacturing  of  the 
product  as  to  economy  and  quality  is  the 
most  essential  to  success.  The  economical 
cost  to  insure  a  low  price  and  the  quality  to 
insure  satisfactory  and  continuous  sales, 
are  in  my  opinion  the  most  important.  We 
must,  however,  not  overlook  the  impor- 
tance of  a  thorough  knowledge  of  what  the 
customer  wants — what  the  demand  is  con- 
servatively found  to  be  within  a  reasonable 
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radius  of  the  plant.  One  might  exert  the 
whole  force  of  the  sales  department  and  fill 
all  the  newspapers  with  flaring  advertise- 
ments but  if  articles  sold  in  this  way  were 
not  the  right  price  or  of  satisfactory  quality 
the  repeat  orders  would  fail  to  appear  and 
the  business  would  prove  a  failure. 

I  cannot  reconcile  the  statement  of  the 
author  on  page  207  that  "supply  never 
exceeds  demand."  Demand  emanates 
from  one  or  both  of  two  words,  "desire" 
and  "ability."  One  may  have  the  desire 
and  not  be  able  financially  or  otherwise  to 
satisfy  his  inclinations.  Just  as  those 
people  of  the  cotton  states  whom  he  men- 
tions, may  have  the  desire,  but  not  the 
other  important  factor — the  ability — and 
the  supply  maj'  exceed  the  demand  to  the 
degree  in  which  they,  or  perhaps  the  other 
people  in  that  community  are  "unable"  to 
purchase.  In  other  localities  where  the 
crops  are  good  the  people  may  have  plenty 
of  money  but  fail  to  appreciate  their  ability 
to  look  upon  the  good  things.  They  may 
have  no  desire  for  automobiles,  silks,  satins, 
overcoats  and  the  like.  Having  used  "Old 
Dobbin"  so  long,  worn  calicoes  and  ging- 
hams since  childhood,  and  for  many  years 
having  managed  to  get  up  "pep"  enough 
to  keep  them  warm — it  requires  consider- 
able persuasion  to  create  demand,  and 
supply  exceeds  it. 

The  phrase  on  page  233 — "No  sum  of 
monej'  paid  for  anything  can  ever  be  wholly 
satisfactory  and  we  have  to  reach  every 
conclusion  by  a  series  of  compromises," 
impresses  the  reader  as  rather  broad  and 
not  altogether  founded  on  fact.     ^Miile  it 


is  true  we  are  a  nation  seeking  out,  creating, 
changing  and  reconstructing  the  material 
universe,  there  are  many  things  along  the 
way  creating  entire  satisfaction.  We  may 
become  tired  of  a  thing  and  want  something 
else,  or  may  desire  our  routine  of  duties 
changed,  not  because  we  never  were  entirely 
satisfied  but  because  they  have  become 
monotonous  from  continuous  use. 

The  argument  (Rule  4,  page  259)  that 
"Philanthropy  has  no  place  in  business, 
and  prices,  wages,  or  profits  are  not  to  be 
considered  in  the  light  of  being  fair  or  un- 
fair," and  "The  only  point  necessary  for 
decision  is — AMiat  is  business?"  are  state- 
ments hardly  consistent  with  the  view  of 
the  thoroughly  conscientious  business  man. 
To  "put  oneself  in  the  other  fellow's  place" 
and  vnew  matters  from  that  standpoint,  or 
to  "do  unto  the  other  fellow  as  you  would 
have  him  do  unto  you,"  or  to  "meet  the 
other  fellow  more  than  half-way,"  in  order 
to  avoid  a  controversy,  are  in  my  opinion 
essentials  that  make  for  good  business. 

The  manufacturer  or  merchant  who  fails 
to  recognize  his  employees — and  also  his 
customers — as  his  best  asset,  by  looking 
out  for  their  welfare  and  extendiug  such 
assistance  as  he  can  consistently,  fails  to 
measure  up  to  the  standard  set  for  Ameri- 
can manhood.  If  he  is  in  it  for  all  he  can 
get  out  of  it,  his  failure  is  certain;  if  his 
policy  is  to  "live  and  let  live"  he  must 
necessarily  involve  certain  philanthropical 
ideas  toward  those  associated  with  him. 

On  the  whole  this  book  is  well  written  and 
deserves  a  wide  circulation  among  the 
manufacturing  fraternity. 


WINDOW  AND  STORE  DISPLAY 

By  A.  T.  Fischer.    198  pp.    Doubleday,  Page  and  Company 
Reviewed  by  John  H.  Befer* 


No  greater  strides  have  been  made  in  any 
individual  profession  of  recent  years  than 
in  that  of  window  display.  Today  the 
proper  display  of  goods  is  recognized  as  the 
most  valuable  and  direct  means  of  contact 

•  Formerly  Display  Manager  for  James  McCreery  and 
Company,  New  York  City. 


between  the  manufacturer  and  the  custo- 
mer. Organizations  which  heretofore  have 
considered  it  as  a  matter  of  minor  impor- 
tance are  employing  leaders  in  the  profession 
to  so  display  their  output  that  it  may  not 
only  attract  sales  but  reflect  credit  on  the 
house.     Chain  stores  have  been  particularly 
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quick  to  realize  its  possibilities  and  con- 
tinual opportunities  are  presenting  them- 
selves to  men  with  the  combined  abilities  of 
attracting  the  public  through  creative  dis- 
play and  the  power  of  so  offering  it  that 
it  has  merchandising  quality.  They  may 
almost  be  said  to  have  it  in  their  own  hands 
to  so  dignify  display  that  it  becomes  not 
only  a  profession,  but  an  art. 

Today  shop  windows  are  used  to  forecast 
future  fashions,  to  introduce  customs  or  to 
make  the  public  familiar  with  some  new 
kind  of  food.  Their  setting  is  considered 
as  carefully  as  the  background  of  some 
beautiful  picture,  their  grouping  stimulates 
the  imagination  and  their  lighting  effects 
are  not  only  artistic  but  real. 

Comparatively  few  books  have  been 
written  on  window  display  and  it  is  there- 
fore with  special  interest  that  I  have  read 
^Ir.  Fischer's  very  complete  anah-sis  of  the 
value  of  properly  utilizing  all  opportunities 
of  display  in  their  direct  relation  to  creating 
and  stimulating  sales. 

Beginning  with  a  brief  resume  of  adver- 
tising and  display  dating  back  to  the  red 
and  black  pigment  which  was  used  on  the 
walls  of  Pompeii  to  advise  the  citizens  of 
matters  of  commercial  interest,  and  running 
dovra  to  tlie  refinements  of  window  display 
which  mark  the  present  decade,  he  takes  up 
in  logical  sequence  the  %ntal  points  which 
finally  result  in  sales  for  the  manufacturer. 
These  points  cover  such  questions  as :  Get- 
ting the  windows;  securing  co-operation 
from  the  dealer;  the  reasons  why  so  much 
display  material  is  wasted;  how  display 
material  should  be  distributed;  the  actual 
life  of  display  material ;  the  value  of  counter 
space;  the  actual  relation  of  display  to  sales 
and  the  reaction  of  the  public  to  pictorial 
presentation.  Color,  construction,  size, 
continuity,  tie-up,  and  display  as  an  actual 
business  force — all  are  carefully  treated  in  a 
marmer  that  warrants  the  statement  in  the 
preface  that  the  work  of  12  years  of  fact- 
gathering  has  gone  into  the  building  of  this 
Httle  book. 

The  facts  which  Mr.  Fischer  presents  are 
well  worth  remembering.     He  says: 

"Dealer  display  on  the  spot  where  cash 
and  commodity  change  hands  creates  action. 
He  argues  that  dealers  have  a  right  to  cen- 
sor and  designate  what  shall  be  placed  in 


their  windows;  that  manufacturers  who 
base  the  planning  of  tlieir  display  material 
for  dealers  on  the  basis  of  "how  little  we 
will  lose  if  this  is  not  utilized"  are  not  mak- 
ing constructive  efforts  to  increase  their 
sales;  that  it  is  always  advisable  to  get  the 
dealer's  point  of  view  before  planning  the 
display  and  that  display  material  is  value- 
less if  it  is  not  followed  up. 

The  fact  tliat  sales  depend  on  proper 
picturization  is  one  even  the  inexperienced 
dealer  is  ready  to  admit,  but  Mr.  Fischer 
drives  the  point  home  in  a  number  of  ways, 
giving  statistics  that  clinch  his  arguments. 

In  a  special  chapter  entitled,  "How  much 
does  display  increase  sales.'"  he  gives  us 
some  mighty  interesting  statistics.  Sum- 
ming it  up  briefly  we  find  that  in  certain 
cases  where  the  results  following  display 
were  carefully  analyzed  the  sales  jumped 
anj'where  from  70  per  cent  to  725  per  cent. 
The  latter  increase  is  so  great  that  it  is  an 
excellent  demonstration  of  what  may  be 
accomplished  by  studying  your  trade  and 
properly  directing  your  effort  to  attract 
their  attention. 

Another  point  he  emphasizes  is  the  fact 
that  all  action  is  stimulated  by  imagination 
and  that  picturing  the  use  of  the  product 
results  in  arousing  in  the  mind  of  the  on- 
looker a  desire  to  put  it  in  use.  In  de- 
termining the  right  way  to  make  the  appeal 
he  analyzes  it  psychologically  and  then 
moves  along  the  lines  of  least  resistance. 
The  reaction  induced  by  certain  colors  is 
also  carefully  treated  in  its  relation  to  selling. 

In  addition  to  his  many  valuable  sug- 
gestions for  increasing  the  efficiency  of  the 
presentation  Mr.  Fischer  makes  one  ex- 
cellent point  we  would  all  do  well  to  re- 
member and  that  is  the  enormous  waste  of 
money  and  effort  resultant  on  unrelated 
and  misdirected  display,  and  the  great  sales 
increase  which  would  result  if  manufac- 
turers would  make  a  more  careful  survey  of 
their  markets  and  would  exercise  more  care 
in  suiting  their  display  to  the  actual  needs 
of  the  dealer. 

Not  the  least  important  part  of  the  book 
is  the  well-arranged  index  at  the  back.  Mr. 
Fischer's  book  is  carefully  compiled  and  is 
a  distinct  contribution  to  the  progressive 
movement  toward  more  carefully  prepared 
and  more  thoughtfully  arranged  display. 
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THE  ROMANCE  OF  BUSINESS 

By  Cameron  Forbes.    258  pp.     The  Houghton  Mifflin  Company 
Reviewed  by  Clementine  Paddleford* 


In  his  book  "The  Romance  of  Business" 
W.  Cameron  Forbes  attempts  to  pass  on  to 
business  men  something  of  his  own  vision 
of  the  romance  of  the  commercial  world. 
His  object  is  to  give  a  true  picture  of  the 
essence  of  business  in  the  hope  that  it  will 
serve  to  chase  away  some  of  the  fog  of  mis- 
understanding, and  lead  to  a  clear  vision  of 
what  business  means  to  human  develop- 
ment. 

The  beginning  of  business  is  first  shown 
as  it  manifests  itself  in  the  home,  where 
specialization  begins,  then  in  the  village, 
from  there  to  the  state  and  to  the  nation, 
and  finally  it  is  followed  through  until  it 
assumes  world-wide  proportions.  Some  of 
this  development  is  traced  from  its  be- 
ginnings, as  in  the  things  we  eat,  the  things 
we  wear,  and  other  things  we  use.  One 
part  of  the  book  indicates  the  magnitude 
of  the  service  rendered  by  steel,  the  manner 
and  extent  to  which  electricitj'  has  entered 
into  our  lives,  and  how  the  essential  art  of 
transportation  formed  and  grew.  Next 
Mr.  Forbes  explains  how  far  all  of  this  has 
been  made  possible  by  the  system  of  banks 
and  currency  that  has  grown  inseparably 
with  the  rest.  In  the  latter  part  of  the 
book  he  examines  some  of  the  more  diffi- 
cult problems  that  have  arisen  in  connec- 
tion with  this  development,  especially  that 
of  capital  and  labor. 

The  history  of  textiles,  steel,  transpor- 
tation, electricity,  finance,  and  banking  as 
told  by  I\'Ir.  Forbes  reads  much  the  same  as 
an  interesting  story.  A  story,  which  in 
spite  of  the  use  of  statistics  and  teclmical 
subject  matter,  is  told  in  a  human  language. 
These  figures  and  facts  seem  almost  strange 
taken  from  their  special  fields,  stripped  of 
their  technicalities  and  presented  in  the 
language  of  the  business  world.  The  facts 
presented  are  the  result  of  much  research 
in  technical  encyclopedias  and  histories, 
and  of  the  co-operation  of  experts  in  special 

*  Special  Reviewer  for  Administration. 


fields.  But  though  much  of  the  data  is  of 
a  heavy  technical  nature  the  author  has 
presented  the  material  in  such  a  way  that 
the  book  may  be  considered  unique  because 
of  its  simplicity  of  treatment. 

The  first  chapter  deals  with  the  funda- 
mental nature  of  business,  particularly  big 
business,  and  was  prepared  especially  for 
young  men  who  are  making  or  will  soon 
make  their  start.  Too  often  a  business 
career  is  looked  upon  as  organized  and 
lawful  robbery  or  piracy.  There  is  a  fairly 
prevalent  feeling,  Mr.  Forbes  points  out, 
that  there  is  a  fixed  amount  of  money  or 
wealth  in  the  world  and  that  what  is  made 
by  one  is  necessarily  taken  away  from  an- 
other, and  that  the  principal  job  of  the  man 
of  business  is  to  see  how  successful  he  can  be 
in  separating  other  people  from  their  pos- 
sessions in  order  to  augment  his  own.  This 
naturally  leads  to  the  conclusion  that  big 
business  differs  from  lesser  business  only  in 
that  iniquities  are  practiced  on  a  larger 
scale — wholesale  robbery  instead  of  petty 
thievery. 

To  show  the  fallacies  of  such  reasoning 
the  author  explains  business  in  its  highest 
sense: 

Business  is  really  service.  One  who  devotes 
himself  to  legitimate  business  devotes  himself 
to  the  service  of  mankind;  and  if  the  business  is 
done  properly  it  must  naturally  follow  that  the 
bigger  the  business,  the  greater  the  service. 
Under  an  ideal  social,  political,  and  economic  sys- 
tem the  return  in  wealth,  comfort,  conveniences, 
and  privileges  should  be  reasonably  proportion- 
ate to  the  service  rendered  by  each  individual 
or  his  ancestors.  In  so  far  as  the  returns  are  not 
proportionate  to  the  service  rendered,  our  system 
is  faulty.  The  remedy,  however,  is  to  seek  out 
and  correct  the  abuses,  and.  by  proper  laws  and 
practices  to  make  the  conduct  of  business  such 
that  the  community  is  weU  served.  .\  skilful 
gardener  will  not  cut  a  tree  down  to  make  it  grow 
better;  he  will  cultivate  it  and  prune  it. 

To  give  a  clearer  vision  of  the  essence  of 
business  the  system  is  stripped  of  most  of 
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its  complexities  and  goes  back  to  origins 
because  they  are  easier  to  understand  and 
are  more  strikingly  illustrative.  Using 
primitive  examples,  Mr.  Forbes  shows  how 
business  was  born,  how  values  of  exchange 
and  measurements  of  exchange  came  into 
use,  and  how  the  capitalist  was  created. 
In  each  case  the  advantages  and  the  serv- 
ices rendered  by  the  development  of  such 
customs  is  emphasized. 

If  every  man  engaged  in  every  kind  of 
business  were  imbued  with  the  spirit  of 
service  and  had  grasped  the  elemental  fact 
that  underlies  all  transactions,  namely, 
that  a  trade  is  a  good  trade  only  if  it  is  good 
to  both  parties,  there  would  be  less  mis- 
understanding and  criticism  of  business. 
The  trouble  is,  the  author  says,  that  peo- 
ple get  so  one-sided  in  their  point  of  \new 
that  they  cannot  see  things  fairly,  and  as  a 
result,  there  are  many  unfair  transactions 
resulting  in  disagreements,  lawsuits,  in- 
junctions, strikes,  lockouts,  and  very  often 
violence. 

In  referring  to  capital  and  labor  he  says 
(page  15) : 

Capital  and  labor  are  one,  and,  as  capital  is 
the  direct  product  or  offspring  of  labor,  may  be 
said  to  be  the  same  thing.  Their  interests  are 
identical.  Everj-thing  that  hurts  capital  hurts 
labor;  everj-thing  that  hurts  labor  hurts  capital. 
Capital  is  nothing  more  nor  less  than  accumu- 
lated or  stored  up  labor — labor  put  in  permanent 
or  lasting  form. 

After  devoting  25  pages  to  a  discussion  of 
what  business  really  is,  Mr.  Forbes  delves 
into  the  subject  of  business  and  romance. 
He  takes  business  out  of  its  common  setting, 
the  office,  and  treats  it  from  a  new  and  re- 
freshing angle,  namely,  as  we  encounter  it 
at  the  breakfast  table.  It  is  pointed  out 
that  through  the  development  of  business, 
the  things  which  we  use  to  satisfy  our  daily 
wants  are  drawn  from  so  many  and  such 
various  parts  of  the  world  that  the  tale  of 
it  nearlj-  staggers  the  imagination.  To 
illustrate  his  point  he  traces  through  to 
their  origin  some  of  the  things  of  common 
use  on  the  breakfast  table.  He  speaks  of 
the  linen,  of  the  china,  and  of  the  various 
kinds  of  food,  taking  each  back  to  its  origin 
and  giving  briefly  its  development  down 
through  the  years,  thus  showing  how  a  study 
of  the  things  we  use  at  the  beginning  of  the 


day  would  lead  us  inevitably  through  the 
whole  process  of  the  human  race. 

Interesting  facts,  bits  of  statistics,  un- 
usual fragments  of  information  regarding 
these  common  commodities  have  been 
gathered  from  encyclopedias,  histories, 
experience,  and  personal  observation,  and 
are  presented  in  a  condensed  story-like 
form.  The  purpose  of  the  breakfast  table 
review  is  merely  to  give  the  reader  some 
idea  of  the  scope  of  the  romantic  possibili- 
ties to  be  found  in  the  common  things  we 
use  each  day.  On  our  breakfast  tables  are 
found  the  products  of  every  nation,  and  in 
the  manufacture  and  preparation  of  these 
products  aU  the  forces  of  business  and  hu- 
man ingenuity  are  brought  into  use. 

Business,  as  Mr.  Forbes  sees  it,  is  so 
steeped  in  the  romance  of  all  ages  that  one 
small  book  is  insufficient  space  to  do  justice 
to  his  subject.     He  says : 

If  one  can  tell  of  interesting  things  that 
happened  to  inanimate  objects  such  as  forks  or 
butter  plates,  think  how  much  more  our  interest 
could  be  piqued  if  we  could  get,  for  a  minute,  in 
touch  with  the  lives  of  the  people  who  did  the 
work.  How  long  ago  were  the  plates  made.' 
Who  conceived  the  idea  that  changed  the  bit  of 
clay  and  other  mineral  substances  to  this  useful 
and  convenient  form  and  substance.'  How  did 
they  learn  to  mix  the  p:iint  with  which  it  is 
colored,  that  it  will  last  while  many  generations 
of  men  live  and  die.'  \Miat  a  mine  of  hidden  and 
lost  romance  lies  about  us! 

The  book  endeavors  to  show  that  in 
business  there  is  romance  for  the  man  who 
will  open  his  eyes  and  his  mind  to  absorb  it. 
Business  is  the  result  of  the  development  of 
theh  uman  race,  a  development  made  up 
of  adventures,  of  mystery,  of  chivalry,  of 
visionary  fabrications,  that  is  romance. 

Five  chapters  of  the  book  are  given  over 
to  the  story  of  textiles,  steel,  transportation, 
electricity,  finance  and  banking  in  their 
interrelation  to  each  other  and  to  business. 
The  development  of  each  of  these  agents  of 
business  is  given  from  its  origin  down  to  the 
present  time.  Mr.  Forbes  makes  the  reader 
feel  something  of  the  romance  which  he 
himself  feels  by  his  treatment  of  his  subject 
matter.  Woven  in  with  facts  and  statistics 
is  a  touch  of  romanticism. 

The  following  paragraphs  show  his 
method  of  treatment : 
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The  Greeks  and  the  Egyptians  contend  for  the 
honor  of  first  manufacturing  woolen  cloth,  but 
before  history  began  wool  was  one  of  the  com- 
modities used  by  our  barbaric  ancestors.  Wher- 
ever traces  of  prehistoric  men  are  found,  there 
also  are  found  traces  of  his  sheep.  Woolen  stuffs 
have  survived  the  centuries  among  the  relics  of 
the  lake  dwellers;  bodies  ^^Tapped  in  woolen 
cloths  are  found  among  the  burrows  of  the  early 
Britons.  Throughout  the  history  of  Greece  and 
Rome  sheep-raising  was  one  of  the  leading  occu- 
pations and  thence  through  the  Dark  Ages, 
through  the  Renaissance,  through  all  the  splen- 
did mercantile  adventures  of  the  late  sixteenth 
and  early  seventeenth  centuries,  straight  down 
to  the  rise  of  cotton  manufacturing,  wool  was  the 
principal  staple  in  the  commerce  of  the  world. 

The  importance  of  the  woolen  industry  is 
reflected  a  thousand  times  in  the  world's  great 
books.  Homer  and  Virgil,  among  others,  bear 
witness  to  the  importance  of  the  woolen  indus- 
try in  the  lives  of  the  Greeks  and  Romans  over 
widely  separated  periods.  .  .  . 

The  very  woolens  that  you  glance  at  in  shop 
windows  may  come  from  distant  continents  and 
remote  mountain  passes.  The  alpaca,  the  llama, 
the  angora  goat,  and  the  camel,  each  yields  a  sort 
of  wool,  and  the  cashmere  goat  of  the  Himalaya 
Mountains  yields  the  most  costly  wool  in  the 
world.  Where  thousands  of  years  ago  the  boy 
David  tended  his  father's  sheep  in  the  land  of 
Israel,  swarthy  boys  are  tending  their  fathers' 
sheep  today. 

Unusual  facts,  dropped  in  here  and  there, 
add  much  to  the  interest  of  the  story  of 
textiles,  steel,  and  electricity.  This  odd 
information  sifted  in  with  the  more  cut  and 
dried  facts  gives  the  work  an  informal  touch 
which  makes  it  readable. 

Specialization  in  the  various  fields  of 
commerce  is  traced,  and  we  watch  it  grow 
and  spread,  until  now  a  few  people  by  the 
use  of  modern  methods,  appliances,  power, 
and  machinery,  can  do  the  work  formerly 
done  by  many  of  their  fellows;  as  is  shown 
most  strikingly  in  the  case  of  the  locomotive 
engineer,  who,  with  a  train  crew  of  not  more 
than  10  men,  carries  loads  that  would 
formerly  have  required  more  than  a  million 
men. 

A  similar  development  of  the  carrying 
power  by  sea  is  noted  and  the  great  increase 
of  efficiency  that  has  come  from  the  de- 
velopment of  the  water-power  and  its  trans- 
mission in  the  form  of  electricity,  tracing  it 
from  it.s  first  beginnings  in  the  flour  mill  of 
the  aucicnis  to  its  present  marvelous  de- 


velopment at  Keokuk,  where  more  than 
150,000  horsepower  is  handled  by  a  small 
staff  of  employees.  Of  that,  some  60,000 
horsepower  is  carried  nearly  150  miles  to 
St.  Louis,  where  it  performs  wonderful  serv- 
ices for  the  fortunate  people  of  that  city. 

In  this  thumbnail  history  of  the  develop- 
ment of  transportation  the  facts  presented 
are  not  new,  except  for  an  occasional  odd 
bit  of  information;  but  the  old  facts  are 
presented  with  a  new  slant  in  both  arrange- 
ment and  treatment.  The  author  has 
gathered  a  vast  store  of  material  on  the 
development  of  roads;  and  choosing  from 
this  the  outstanding  incidents  he  has  con- 
nected them  in  a  story  form  givmg  the 
history  of  the  development  of  transporta- 
tion in  successive  stages.  The  story  of 
electricity  is  handled  in  much  the  same  way, 
emphasis  being  laid  on  the  part  that  elec- 
tricity has  come  to  play  in  modern  life. 

Something  of  the  romance  that  the  author 
feels  in  watching  the  developments  of  these 
agents  of  business  is  hinted  when  he  says: 

Just  think  how  many  millions  of  the  human 
race  throughout  the  long  centuries  during  which 
paleontologists  tell  us  human  life  has  endured, 
have  stood  watching  the  play  of  lightning  in  the 
clouds,  and  then  think  that  none  of  them  ever 
dreamed  that  the  same  agency  that  so  manifested 
itself  could  be  made  to  carry  messages,  transmit 
talk  and  laughter  and  song,  light  us  by  night, 
warm  us  in  cold  weather,  cool  us  in  hot  weather, 
carry  us  about,  lift  us  in  the  air,  and  do  all  the 
other  bits  of  service  which  man  has  foimd  for  it. 
Two  or  three  centuries  ago  anybody  who  pre- 
sumed to  be  able  thus  to  use  the  elements  would 
have  been  charged  with  witchcraft  and  hanged. 

The  author  speaks  of  how  this  was  done; 
how  electricity  was  tamed;  how  it  is  trans- 
ported about  and  changed  into  light,  heat, 
and  motion.  It  is  the  telling  of  an  old  story 
in  a  new  way  of  how  man  learned  to  send 
messages  over  wires  with  the  aid  of  elec- 
tricity and  then  out  in  the  circumambient 
atmosphere,  and  how  through  other  inven- 
tions these  messages  can  be  picked  up  again 
and  made  so  they  can  be  read  or  heard. 
The  fact  is  emphasized  that  this  element 
which  is  now  harnessed  to  do  a  thousand 
services  for  man  has  become  an  actual  part 
of  the  business  world. 

The  object  of  the  story  of  banking  is  to 
set  forth  the  nature  and  growth  of  the  tj-pe 
of  .service  rendered  to  man  by  those  whose 
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business    is   connected   wnth    finance — the 
banks,  the  bankers,  and  the  brokers. 

In  the  following  paragraph  something  of 
the  scope  of  this  service  is  expressed: 

In  every  step  of  finamce  the  bank  helps  the 
farmer,  the  tradesman,  the  broker,  the  railroad 
that  transports  the  raw  or  unmanufactured 
material,  and  later  the  finished  product,  the 
manufacturer  and  the  ultimate  consumer.  It 
takes  money  that  would  otherwise  be  held  idle 
waiting  for  future  use  and  makes  it  work. 

First  the  service  of  a  small  village  bank 
is  illustrated,  and  then  the  observation  is 
carried  a  step  farther  showing  what  the 
service  means  when  extended  to  the  whole 
United  States. 

In  regard  to  capital  and  labor  the  author 
speaks  of  the  great  power  for  good  that 
large  combinations  of  capital  exercise  but, 
he  also  points  out  that  simultaneously  they 
have  exercised  a  great  power  for  evil.  While 
in  the  main  their  service  has  been  great  and 
has  made  civilization  and  growi;h  possible, 
yet  it  must  be  admitted  that  some  of  their 
actions  have  been  unwise  and  improper. 
The  worst  failure  of  capital,  believes  Mr. 
Forbes,  and  its  most  serious  offense  against 
the  rules  of  fair  play  are  to  be  found  in  its 
treatment  of  labor.  As  a  result  of  this 
treatment  there  has  growTi  up  among  labor- 
ing people  a  grave  distrust  of  the  great 
combination  of  capital,  that  has  come  to  be 
known  as  trusts. 

It  is  no  wonder  that  laborers  working  for 
insufficient  wages  under  bad  conditions 
should  have  become  resentful  toward  the 
owners  and  managers  of  the  enterprises 
whom  they  saw  indulging  themselves  with 
the  profits  in  which  the  workmen  who  made 
them  possible  did  not  share.  The  natural 
result  of  all  this  could  easily  have  been 
foreseen.  The  laborers  combined  to  protect 
themselves  and  formed  trades  unions. 

Mr.  Forbes  says: 

I  have  always  felt  that  the  people  who  caused 
the  trades  unions  to  be  formed  were  not  so  much 
the  laborers  as  the  owners  and  the  managers  of 
the  big  corporations  who  failed  to  realize  the 
necessity  and  wisdom  of  a  partnership  between 
capital  and  labor. 

The  friction  between  capital  and  labor 
hinges  on  the  fact  that  neither  group  real- 
izes that  capital  and  labor  are  identical  and 


that  anything   that  hurts   one  hurts   the 
other. 

On  the  side  of  labor  there  is  as  much 
criticism  to  be  offered  as  on  the  side  of  cap- 
ital, for  labor  leaders  have  not  confined 
themselves  to  wise  and  farsighted  action, 
but  have  become  in  certain  respects  as  un- 
wise and  unfair  in  their  demands  as  capital 
had  been.  They  have  spread  broadcast 
the  same  feeling  of  distrust  and  dislike  of 
capital  that  had  been  growing  throughout 
the  whole  community. 

They  have  made  the  laborer  feel  that  capital 
is  his  natural  enemy;  instead  of  tending  toward 
the  settlement  of  disputes  by  fair  consideration, 
they  have  asked  for  things  that  were  beyond  the 
power  of  capital  to  give  and  still  live;  they  have 
not  only  ordered  strikes — that  is,  stopped  work 
themselves — but  have  by  force  and  intimidation, 
prevented  others  from  working;  an<l  they  have 
gone  so  far  in  anger  as  to  smash  up  machinery, 
burn  buildings,  and  bomb  and  destroy  the 
structures  of  the  very  concerns  from  which  they 
derived  their  bread  and  upon  whose  existence 
and  prosperity  their  livelihoods  depend.  Our 
industries  are  competing  against  those  of  other 
countries  and  can  succeed  only  if  their  costs  are 
held  down.     Each  strike  increases  these  costs. 

In  pointing  out  the  unwise  restricting 
practices  of  labor  leaders  the  author  com- 
ments on  their  absolute  height  of  folly.  He 
states  that  such  practices  will  put  American- 
made  goods  at  a  permanent  disadvantage 
in  the  competition  with  more  intelligent 
and  less  hampered  neighbors.  It  is  not 
only  a  blow  at  the  permanence  of  our  insti- 
tutions, but  it  shows  a  failure  on  the  part  of 
labor  leaders  really  to  understand  the  spirit 
of  service  which  gives  a  joy  to  working. 
Everything  that  tends  to  limit  the  output 
by  rule  takes  away  the  joy  of  working  and 
strikes  at  the  very  soul  of  labor. 

The  final  chapter  is  a  summing  up  of  the 
factors  that  have  brought  about  the  stage 
of  specialization  of  commerce  which  civiliza- 
tion has  reached.  At  this  point  Mr.  Forbes 
takes  the  opportunity  to  look  forward  for  a 
moment  to  see  where  the  intensive  special- 
ization of  business  is  leading.  He  speaks 
of  the  possibility  of  our  present  supply  of 
power  per  man  being  increased  ten  times  or 
more  which  may  give  a  corresponding  in- 
crease in  the  wealth  or  stored  up  labor  of  the 
human  race,  antl  a  corresponding  better- 
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ment  in  the  living  conditions  of  everybody; 
until  the  people  of  tomorrow  will  be  as  much 
better  off  than  we  are  today,  as  we  are 
better  off  than  the  savage  of  yesterday. 

The  part  that  each  of  us  can  play  in 
bringing  this  about  is  by  the  practice  of 
thrift.  The  one  error  of  which  all  Ameri- 
cans are  guUty,  individually  and  as  a  people; 
they  are  terribly,  continuously  wasteful, 
wasteful  of  clothes,  food,  money,  time,  and 
opportunities.  One  of  the  most  glaring 
forms  of  waste  of  which  we  are  guilty  is  that 
incidental  to  the  conditions  of  our  roads. 

Mr.  Forbes  is  so  imbued  with  the  belief 
in  the  power  of  thrift  that  he  feels  that  if 
some  country  should  make  thrift  compul- 
sory, teaching  all  the  elements  of  it  in  the 
schools  and  insisting  on  it  as  a  qualification 
for  citizenship,  this  country  would  forge 
ahead  of  all  others  in  its  rate  of  progress. 

If  the  title  of  the  book  were  "The  Service 
and  Romance  of  Business,"  it  would  more 
nearly  portray  the  message  of  the  author. 


The  themes  of  service  and  romance  are  so 
closely  interwoven  that  they  are  inseparable 
In  a  discussion  of  the  work.  Mr.  Forbes 
feels  the  romance  of  the  commercial  world, 
and  he  sees  the  seryice  of  business  upon 
which  the  romance  of  its  development  rests. 
He  feels  the  romance  of  the  commercial 
world,  a  world  whose  development  has 
raised  people  from  absolute  savagery — a 
few  huddled  half-naked  creatures  in  crazy 
shelters  of  grass,  mud,  and  leaves — to  the 
comfort  and  security  of  the  present  times 
in  our  own  country. 

In  his  work  he  reveals  something  of  the 
wonder  of  its  development,  but  the  evident 
purpose  of  the  book  is  to  give  the  message 
of  service  of  business  to  those  who  feel  that 
a  business  career  is  organized  and  lawful 
robbery;  to  those  who,  as  he  puts  it,  "have 
joined  the  'Anvil  Chorus'  of  silly  denun- 
ciation of  the  system  of  business  and  com- 
merce that  has  brought  about  all  these 
wonders." 


MATHEMATICS  OF  FINANCE 

By  H.  L.  Rietz,  Ph.D.,  Professor  of  Mathematics,  University  of  Iowa;  A.  R.  Crathorne, 
Ph.D.,  Assistant  Professor  of  Mathematics,  University  of  Illinois;  and  J.  Charles  Rietz, 
A.B.,  Actuary  of  the  Midland  Mutual  Life  Insurance  Company  and  Assistant  Professor 
of   Mathematics,   Ohio    State    University.       xiii,  280    pp.      Henry    Holt    and    Company 

Reviewed  by  G.  W.  Greenwood  * 


This  book  professes  to  require  on  the 
part  of  the  reader,  only  such  knowledge 
of  algebra  as  is  usually  obtained  in  a  high 
school  course.  Yet  it  makes  free  use  of 
theorems  underlying  natural  (or  Naperian) 
logarithms,  the  equality  of  coefficients  in 
identically  equal  infinite  series  (fortunately 
without  bringing  into  the  discussion  the 
convergency  of  infinite  series)  as  well  as 
other  topics  which  would  seem  to  belong  to 
a  course  in  college  algebra.  To  the  student 
versed  in  college  algebra,  the  treatment 
given  these  subjects  is  unnecessary;  but  to 
the  reader  who  is  not  acquainted  with  col- 
lege algebra,  the  treatment  is  inadequate 
to  a  working  knowledge  of  them. 

♦Treasurer  of  the  Lnited  Refractories  Company, 
Dunbar,  Pa. 


After  requiring  this  preparation  on  the 
part  of  the  reader,  it  is  rather  odd  to  assume 
that  he  requires  a  chapter  on  the  use  of 
common  logarithms,  together  with  a  table 
to  four  places  of  numbers  up  to  1000.  And 
elsewhere  in  the  book  a  seven-place  table  is 
required  to  obtain  the  result  given. 

The  book  is  evidently  intended  as  a  text- 
book for  college  classes,  in  which  case  the 
teacher  can  make  free  use  of  the  student's 
collateral  mathematical  studies,  thus  omit- 
ting much  that  would  receive  more  ade- 
quate treatment  in  other  classrooms;  for 
example,  it  would  be  possible  to  assume  a 
knowledge  of  the  theory  of  probability,  of 
permutations  and  combinations,  giving  in 
this  course  only  their  application  to  such 
problems  as  arise  in  life  insurance. 
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There  is  an  abundance  of  symbols,  which 
again  is  a  disadvantage  to  the  reader  who 
has  Httle  time  to  master  them  and  less  use 
for  them  later.  In  college,  the  student 
would  iiave  more  time  and  a  teacher  to 
foster  their  acquaintance. 

The  problems  are  such  as  increase  the 
mathematical  power  of  the  student,  and 
will  give  an  insight  into  the  mathematics 
underlying  many  financial  transactions. 
Answers  are  given  in  many  cases,  which  is 
an  advantage  to  the  reader  studying  alone. 
As  to  the  practical  character  of  all  of  the 
book,  there  might  be  some  question.  For 
instance,  one  does  have  use  for  interest 
compounded  annually,  semiannually,  and 
even  quarterly;  but  does  one  ever  have  use 
for  interest  compounded  every  minute,  or 
every  second.^  To  the  student  of  calculus, 
this  is  an  interesting  application  of  the 
equation : 

dS/dt=kS 
where  "S"  is  the  sum  at  interest  at  any 
time  "t",  and  "k"  is  the  nominal  rate  of 
interest.  Also,  is  the  use  of  compound 
interest  ever  invoked  in  equating  payments, 
however  correct  it  might  be  in  theory? 

We  believe  that  common  arithmetic  can 
often  be  used  to  advantage  in  the  solution 
of  financial  problems,  and  that  even  a  better 
understanding  of  the  subject  illustrated  by 
the  problem  may  result. 

For  instance,  consider  the  following 
problem : 

A  4  per  cent  bond  for  $100  with  dividends  pay- 
able semiannually  is  purchased  at  90.  If  the 
bonds  are  to  be  redeemed  at  par  in  15  years, 
what  is  the  investment  rate? 

Three  solutions  are  given :  By  the  use  of 
bond  tables;  by  the  use  of  annuity  tables; 
and,  when  there  are  no  tables  available. 

In  the  last  case,  the  method  requires  the 
use  of  the  binomial  theorem  and  the  approx- 
imate solution  of  an  infinite  series,  starting 
with  a  formula  previously  established. 
Suppose  we  try  ordinary  arithmetic,  assum- 
ing as  a  beginning  tliat  the  rate  is  5  per 
cent.  Working  this  as  an  ordinary  partial 
payment  problem,  using  the  United  States 
rule  (except  that  the  interest  is  figured  and 
the  payment  is  deducted  at  the  end  of  each 
period,  regardless  of  the  fact  that  the  pay- 
ment is  less  than  the  accumulated  interest) 


we  find  the  amount  due  at  the  end'^of  15 
years  to  be  $100,975  (all  computations  be- 
ing carried  to  the  nearest  tenth  of  a  cent). 
This  is  more  than  the  face  of  the  bond,  so 
we  next  assume  a  slightly  lower  rate,  say 
4.96  per  cent.  This  time  we  get  $100,156 
as  the  result,  which  is  still  too  much.  But 
if  a  drop  of  .04  per  cent  in  the  rate  used 
results  in  a  decrease  of  $0,819  in  the  final 
amount,  what  rate  will  effect  a  reduction  of 
$0,975?  By  simple  proportion,  we  get 
0.0476  so  that  the  correct  rate  is  approxi- 
mately this  much  less  than  5  per  cent,  or 
4.9524. 

This  process  requires  30  steps,  but  each 
one  is  perfectly  simple  arithmetic  and  with 
the  use  of  a  computing  machine  it  is  easily 
possible  to  do  the  work  in  a  half  hour.  To 
guard  against  errors,  the  results  should  be 
set  down  in  parallel  columns,  and  the  differ- 
ences found  at  each  step  while  the  second 
series  of  results  are  being  obtained,  thus: 
5  per  cent  Diff.  4.96  per  cent 

90.000  90.000 

90  250  .018  90.232 

90  506  .036  90.470 

90.769  .055  90  714 


100 . 463 
100.975 


.779 
.819 


99  684 
100.156 


Any  sudden  jump  in  the  series  of  differ- 
ences would  indicate  an  error  in  one  or  the 
other  set  of  computations. 

But  the  great  advantage  is  that  the  use 
of  common  arithmetic  will  solve  problems 
in  the  redemption  of  bonds  which  could  not 
be  solved  by  bond  or  annuity  tables  and  for 
which  no  simple  formula  could  be  obtained. 

As  a  further  illustration  of  the  advantage 
of  common  arithmetic  over  complicated 
algebraic  formulae,  consider  the  following 
problem : 

A  mine  will  yield  a  net  annua)  income  of  -$25,- 
000  for  20  years.  If  the  income  is  assumed  to  be 
paid  in  one  sum  at  the  end  of  the  year,  what  is 
the  value  of  the  mine  if  10  per  cent  is  the  rate 
stipulated  for  this  cla.ss  of  investment  and  5  per 
cent  is  the  rate  on  the  redemption  fund? 

Here,  the  income  of  $25,000  is  to  be 
divided  into  two  parts:  A  payment  of  10 
per  cent  on  the  value  of  the  mine,  and  the 
remainder  to  form  a  sinking  fund  which  at 
the  end  of  20  years,  with  accumulated 
interest,  equals  the  investment. 
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Using  the  ancient  method  of  false  as- 
sumption— a  method  employed  before  alge- 
bra was  known — let  us  assume  in  a  parallel 
case  that  the  sinking  fund  is  $10,000  a  year. 
This  is  found,  by  using  tables  or  by  arith- 
metic, to  amount  in  20  years  to  $330,659.54. 
This,  then,  is  the  value  of  the  mine.  The 
profits  in  this  assumed  case  must  equal  10 
per  cent  of  this  value,  plus  the  sinking  fund 
of  $10,000,  or  $43,065,954.  We  then  have: 
Actual  Assumed 

Profits $25,000 .  00        $43,065 .  954 

Value ?  330,659.540 


The  ratio  between  the  actual  value  and 
the  assumed  value  will  be  the  same  as  that 
between  the  actual  profits  and  the  assumed 
profits.  Working  this  as  a  problem  in  pro- 
portion, we  arrive  at  the  required  result, 
$191,949.50,  approximately. 

This  problem  also  is  accompanied  in  the 
book  by  a  complicated  formula  by  which 
its  solution  is  to  be  effected.  But  the  pur- 
pose of  the  reviewer  in  offering  these  alter- 
native solutions  is  to  illustrate  his  view  that 
the  book  is  considerably  more  complicated 
than  it  should  be. 


THE   ENGLISH   CAPITAL   MARKET 

By  F.  Lavington,  M.A.     Girdler's  Lecturer  in  Economics  at  the  University 
of    Cambridge.     Ix,    297    pp.     Methuen    and   Company    Ltd.,     London 

Reviewed  by  Robert  L.  S^UTLEY* 


There  was  a  time  in  years  gone  by  when 
the  mention  of  the  name  of  a  Professor  of 
Political  Economy  to  a  business  man  was 
like  swinging  a  red  flag  before  a  bull's 
face.  The  resultant  effect  was  similar  in 
the  development  of  rage. 

Since  the  economists  have  gradually 
abandoned  the  empirical  viewpoint  and 
have  commenced  to  apply  the  theories  to 
actual  business  practice,  this  \newpoint  has 
been  changed.  The  advent  of  a  well- 
known  economist  in  a  financial  institution, 
results  in  a  cordial  greeting  by  the  "powers- 
that-be"  and  a  substantial  recompense  for 
services  of  an  advisory  character.  In  fact 
the  trained  economist  will  soon  be  com- 
pelled to  open  an  office  for  advice  much  in 
the  same  way  as  the  lawyer  or  accountant. 

Those  who  have  been  fortunate  enough 
to  have  read  "America  and  the  Balance 
Sheet  of  Europe,"  will  appreciate  the  neces- 
sity for  creating  an  equilibrium  throughout 
the  world  for  the  flow  of  capital.  An  in- 
terruption in  this  equilibrium  bringing 
about  a  surplus  or  congestion  in  one  part 
of  the  world  and  a  great  demand  without 
adequate  supply  in  another  part  of  the 
world  creates  chaotic  conditions  every- 
where.   As  illustrated  in  L.  G.  McPherson's 

*  Special  Writer  on  Financial  Topics. 


excellent  book  "The  Flow  of  Capital,"  it  is 
only  by  means  of  capital  that  there  can  be 
the  greatest  volume  of  production.  Busi- 
ness capital  cannot  be  provided  except 
through  investment  of  profit  by  the  em- 
ployer, or  of  savings  by  the  employee. 

Professor  La\nngton  has  appreciated  the 
tremendous  power  and  vital  necessity  for 
the  liquidity  of  capital  and  has  produced  an 
academic  masterpiece  in  his  book  "The 
English  Capital  Market." 

He  has  evidently  believed  that  the 
average  individual  needs  some  thorough 
training  in  the  fundamentals  of  the  subject 
so  he  has  started  at  the  very  beginning  and 
traced  his  subject  through  generalities  and 
discussed  the  various  theories  of  money. 
This  part  of  the  book  is  the  most  difficult 
tj'pe  of  reading  that  the  layman  could 
indulge  in.  One  reads  a  paragraph,  loses 
the  continuity  of  thought  and  re-reads. 
After  the  second  reading  there  arises  a 
glimmer  of  outline  of  what  the  author  is 
trying  to  tell,  but  the  fog  of  long  and  tech- 
nical words  and  involved  sentences  makes 
one  believe  thathe  is  tryingto  swim  through 
one  of  the  Florida  everglades. 

But  in  Part  III,  "The  Transport  of  Cap- 
ital," the  author  reaches  familiar  ground. 
The  style  is  simpler  and  the  method  of 
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presentation  is  clearer.  The  influence  of 
the  market  on  the  supply  of  capital  is 
viewed  from  the  factors  of  waiting,  risk, 
and  marketing.  This  preparation  of  the 
subject  brings  the  reader  to  the  really  great 
part  of  the  book  which  is  Part  IV,  and  deals 
witli  individual  marketing  organizations. 
Nine  chapters  are  devoted  to  the  banking 
system  and  tlie  remaining  seventeen  chap- 
ters to  the  influence  of  the  stock  exchange 
on  marketing  securities  and  the  effect  of 
speculative  action. 

No  book  with  the  exception  of  J.  E. 
Meeker's  "Work  of  the  Stock  Exchange," 
has  ever  presented  the  economic  viewpoint 
of  speculation  so  well  as  this  one.  This 
may  be  definitely  stated ;  for  the  writer  has 
at  one  time  or  another  made  himself 
cognizant  with  the  various  wTitings  per- 
taining to  speculation  which  have  been 
published  in  the  Enghsh  language.  The 
definition  of  the  speculator  is  one  which 
is  exceptionally  broad  and  quite  different 
from  that  given  us  by  Professor  Emery. 
The  author  saj's:  "We  may,  therefore, 
define  the  speculator  as  one  who  carries 
between  two  points  of  time  with  a  view  to 
profiting  from  a  price  difference  between 
the  two  exchanges  bounding  his  operation." 
The  reader  will  note  that  he  does  not  make 
it  necessary  for  the  individual  to  actually 
receive  or  deliver  the  property  involved  or 
to  receive  or  deliver  any  evidences  of  the 
property.  Furthermore  there  are  several 
points  of  an  ethical  nature  which  would  be 
frowned  on  in  this  country  and  which 
Lavington  points  out  have  some  little  value. 

For  example: 

Let  us  suppose  that  an  oiScial  of  a  joint- 
stock  company  knows  that  his  company  is 
about  to  declare  an  exceptionally  high  dividend. 
This  oflBcial  can  then  operate  as  a  skilled  specu- 
lator; he  may  buy  shares  in  the  company,  wait 
until  his  special  knowledge  has  become  public 
and  then  resell  his  shares  at  a  profit.  His 
operation  yields  an  advantage  to  the  general 
public;  for  it  has  in  effect  brought  together  the 
party  from  whom  he  bought  and  the  party  to 
whom  he  sold,  enabling  them  to  deal  with  less 
diflSculty  and  delay  than  would  otherwise  have 
been  the  case.  Had  the  knowledge  of  these 
two  parties  been  equal  to  that  of  the  specula- 
tor,   the  payment   which   they   made    for   this 


facility  would  in  general  necessity  have  been 
less  than  the  advantage  they  received.  But 
in  fact  the  superior  knowledge  of  the  specula- 
tor enabled  him  to  abstract  from  them  a  profit 
out  of  any  relation  to  the  value  of  the  service 
which  he  rendered. 

The  book  is  manifestly  fair  to  the  specu- 
lator and  his  effect  on  the  economic  organ- 
ization is  credited  for  all  its  worth.  Writers 
and  economists  in  this  country  have  re- 
frained from  giving  the  speculator  his 
value  in  the  organization.  With  the  possible 
exception  of  Hadley  (Economics)  the 
writers  sidestep  the  issue.  This  review  is 
by  no  means  for  the  purpose  of  holding  a 
brief  for  speculation,  but  Part  IV  of  "The 
English  Capital  Market"  does  hold  such  a 
brief  and  the  significance  of  the  importance 
of  the  speculator  is  very  clearly  described, 
with  little  possibility  for  contradiction. 
That  evils  exist  is  a  truism  which  is  thor- 
oughly recognized  by  such  eminent  writers 
as  Emery,  Osborne,  and  others,  but  these 
evils  are  far  less  harmful  to  society  than  if 
speculation  were  curtailed.  Lavington 
recognizes  this  fact  and  sets  it  forth  in  his 
discussions,  as  illustrated  in  the  above 
quotation.  Therefore  the  book  is  to  be 
praised  for  the  impartial  manner  of  presen- 
tation. There  are  no  axes  to  grind  and  no 
propaganda  to  be  sent  forth.  As  the 
publisher  states : 

This  book  outlines  the  theory  of  money, 
showing  the  causes  of  changes  in  its  value  and 
the  main  social  consequences  of  those  changes. 
But  it  deals  principaDy  with  the  effects  of  the 
market  in  promoting  the  mobility  of  capital, 
and  examines  the  work  of  the  banking  system 
and  the  marketing  of  Stock  Exchange  securities. 

By  far  not  the  least  value  to  the  book  is 
the  excellent  manner  in  which  is  described 
the  marketing  of  different  kinds  of  securi- 
ties in  England  both  through  the  medium 
of  the  stock  exchange  and  through  the 
medium  of  direct  sales.  Inasmuch  as 
investment-banking  is  not  more  than  ten 
years  old  in  this  country,  the  old,  established 
methods  prevailing  in  England  offer  an 
interesting  comparison.  The  comparison 
is  by  no  means  detrimental  to  the  machinery 
which  is  in  vogue  in  this  country. 


248 


ADMINISTRATION 


THE   REVIVAL  OF   AMERICAN   BUSINESS 

Edited  by  C.  H.  Crennan  of  The  Continental  and  Commercial  National  Bank 
of  Chicago.  Chapters  contributed  by  George  M.  Reynolds,  Chairman  of  the 
Board  of  Directors,  Continental  and  Commercial  National  Bank,  Chicago; 
James  G.  MacDonald,  Chairman  Executive  Committee,  Foreign  Policy  Asso- 
ciation; David  Friday,  President  of  The  Michigan  State  Agricultural 
College;  L.  W.  Wallace,  Engineering  Secretary  of  the  Federation  of 
American  Engineering  Societies;  Thomas  Warner  Mitchell,  Manage- 
ment Engineer;  J.  H.  Tregoe,  Secretary-Treasurer,  National  Association  of 
Credit  Men;  Clyde  L.  King,  Wharton  School  of  Finance  and  Commerce, 
University  of  Pennsylvania;  Malcolm  Keir,  Professor  of  Economics,  Dart- 
mouth College;  T.  W.  Van  Metre,  Associate  Professor  of  Transportation, 
Columbia  University;  Dr.  Joseph  Monteilhef,  Assistant  Director,  National 
Foreign  Trade  Office,  France,  etc.  xxviii,  196  pp.  The  American  Academy 
of  Political  and  Social  Science. 

Reviewed  by  Frederick  K.  Melvin* 


The  editor  in  charge  of  this  volume  in  an 
interesting  introduction  lists  the  assets 
and  liabilities  in  a  balance  sheet  of  business 
as  follows: 

Assets 
Crop  Yield 

Average  or  better  except  cotton 
Prices 

Increasing  stabilization  of  general  price  level 
Money  Rates 

Commercial  paper  rates  lower 

Capital  terms  easing 
Wage  Rates 

Reduced — downward  tendency 
Bank  Reserves 

Stronger 
Business  Failures 

Tendency  to  decline 
Stocks  of  Merchandise 

Reported  seasonally — small  except  in  particu- 
lar lines 
Transportation 

More  efficient 

Government  settlement  promised 
Raw  Materials 

Plentiful 
Psychology 

Self-delusion  reduced 

Liabilities 

Volume  of  Business 

Average  reported  one-third  below  '20 
Prices 

Some  too  high,  others  too  low  in  relation  to 
general  level 

*  Economist  and  Statistician. 


Taxation 

High  rate 

Uncertainty 
Labor  Costs 

Too  high  in  relation  to  output 
Management 

Wastes 
Business  Failures 

Still  too  numerous 
Foreign  Trade 

Reduction  in  exports 

Maladjustments    of    business    at    home    and 
abroad 

Dislocation  of  exchange  rates 

European  fiscal  policies 

International  jealousies 
Transportation 

Rates  too  high 

Uncertainty 
Tariff 

Unsettlement 
Government  Policy 

Too  much  government  in  business 

Subtracting  the  liabilities  from  the  assets, 
Mr.  Crennan  gives  the  result  in  the  follow- 
ing conclusion: 

Time,  straight  thinking,  courage,  self-help, 
and  the  restoration  of  a  moral  code  under  which 
high  living,  speculative  gain  and  the  breaking  of 
promises  are  frowned  down  upon — all  these  must 
be  coupled  with  action  in  alignment  with  the 
thesis  of  this  volume  regarding  the  maimer  of 
business  revival. 

The  warning  runs  deeper  still.  The  great 
American  fallacy  must  be  discarded — Deua  ex 
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jiuwhinti,  and  the  machine  usually  political. 
Salvation  will  not  be  wrought  by  machinery 
alone,  certainly  not  by  governmental  machinery 
in  business  or  for  the  supposed  bene6t  of  busi- 
ness. Machinery  does  not  determine  human 
behavior;  it  does  not  nullify  nature's  controls. 

In  answering  the  question,  "Shall  we 
export  capital  or  use  it  for  America.'" 
George  M.  Reynolds,  Chairman  of  the 
Board  of  Directors  of  The  Continental 
and  Commercial  National  Bank  of  Chicago 
says: 

To  sum  up,  it  would  appear  that  non-European 
countries  may  offer  more  favorable  opportunities 
for  trading  than  are  presented  by  European 
countries,  a  situation  that  was  developing  during 
the  period  1900-1913.  As  before  the  war,  cotton, 
breadstuffs,  manufactures  of  iron  and  steel,  meat 
and  dairy  products  and  mineral  oils  will  continue 
to  occupy  the  prominent  places  in  lists  of  exports. 
There  may  be  an  exclusion  of  many  commodities 
that  swelled  the  total  during  the  abnormal  war 
period. 

In  striking  contrast  to  this  distinctly 
American  point  of  view  is  the  following  by 
James  G.  MacDonald,  Chairman  Executive 
Committee,  Foreign  Policy  Association: 

Germany,  in  view  of  her  promise  to  fulfill  to 
the  letter  the  reparation  agreement,  has  a  pri- 
mary duty  to  make  every  effort  to  meet  the 
demands  required.  The  United  States,  as  a 
co-victor  with  the  Allies  in  the  war,  has  a  right 
equal  to  that  of  the  Allies  to  interest  herself  in 
this  question.  If,  as  seems  more  than  probable, 
at  the  end  of  a  very  few  years,  events  prove  that 
the  obligations  assessed  against  Germany  are 
beyond  her  capacity  to  pay,  one  of  two  policies 
will  be  followed:  Either  the  military  sanctions 
provided  for  in  the  reparations  ultimatum  will 
be  enforced  and  the  virtual  break-up  of  Germany 
begun;  or  a  general  revision  of  the  reparations 
settlement  will  be  made — a  revision  not  primarily 
in  the  interest  of  Germany,  but  in  the  interest  of 
the  reestablishment  of  normal  trade  conditions 
throughout  the  world.  To  put  the  question  in 
this  way  gives  a  decisive  answer  as  to  what  the 
attitude  of  the  United  States  should  be. 

To  supplement  but  not  to  supplant  in 
any  way  the  book,  "Waste  in  Industry," 
recently  published,  the  chapters  on  "Waste" 
by  L.  W.  Wallace  and  by  Thomas  Warner 
Mitchell  will  be  found  extremely  helpful  by 
the  business  executive  interested  in  helping 
a  return  to  normalcy  through  elimination 


of  waste.  It  is  hardly  worth  space  to  add 
that  every  executive  will  concur  in  this 
decision  by  Mr.  Wallace: 

If  American  industry  is  to  flourish,  if  it  is  to 
pass  successfully  through  this  trying  period,  if 
it  is  to  withstand  the  foreign  competition  that  is 
sure  to  come  in  the  immediate  future  and  at  the 
same  time  to  pay  such  compensation  to  all 
connected  with  industry  as  not  to  lower  stand- 
ards of  living  and  to  retard  a  natural  and  desir- 
able increase  of  those  standards,  those  responsi- 
ble for  waste  in  industry  will  have  to  adopt 
methods  and  policies,  which  by  practical  dem- 
onstrations have  proved  to  be  efficacious. 

All  too  brief  is  the  contribution  by  J.  H. 
Tregoe,  Secretary-Treasurer  of  The  Na- 
tional Association  of  Credit  Men,  on 
"Standards  for  Granting  Credit."  Mr. 
Tregoe  lists  the  following  three  "C's"  of 
credit: 

A  measuring  rod  has  long  been  designed  for 
the  credit  risk.  It  is  termed  the  three  C's  of 
credit:  Character,  Capacity,  and  Capital.  When 
the  risk  measures  up  to  this  rod  in  every  detail, 
it  is  rated  a  perfect  risk.  This  complete  measure- 
ment, however,  happens  infrequently  in  the 
granting  of  credit  and  very  much  rests  on  the 
skill  of  the  credit  grantor  to  determine  how 
nearly  the  risk  complies  with,  or  how  far  short  it 
falls  of  this  standard  of  measurement. 

The  editor  of  the  volume,  however,  thinks 
that  in  the  case  of  commercial  banking  a 
fourth  "C,"  Collateral,  ought  in  most 
cases  to  be  included. 

Clyde  L.  King  of  the  Wharton  School  of 
Finance  and  Commerce,  of  the  University 
of  Pennsylvania,  discusses  "Taxation  That 
Will  not  Impair  Business."  Professor  King 
believes : 

Some  savings  can  be  made  in  lost  motion  by 
further  centralizing  bureau  organization  in  the 
national  government.  But  these  savings  can- 
not offset  increased  costs  over  a  pre-war  base. 

This  review  ought  to  add  that  Professor 
King  is  somewhat  positive  that  construc- 
tive public  expenditures  which  could 
actually  return  service  for  money  received 
do  not  impair  business. 

One  of  the  most  practical  contributions 
in  the  volume  is  that  by  Professor  Keir  of 
Dartmouth  College,  well  known  to  the 
readers  of  Administration,  on  "Economic 
Factors  in  the  Location  of  Manufacturing 
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Industries."  The  scope  of  this  contribu- 
tion is  fairly  well  indicated  by  Professor 
Keir's  conclusion: 

In  general  the  ordinary  considerations  that 
have  limited  the  choice  of  factory  location — raw 
materials,  labor,  market,  power  or  fuel,  capital 
and  transportation — have  been  shown  to  have 
lessening  force  as  industrial  progress  has  been 
made.  To  this  generalization  two  partial 
exceptions  have  been  made — one  in  respect  to 
market  and  the  other  as  to  raw  materials. 
Under  the  new  freedom  as  regards  most  of  the 
factors  of  location,  but  limited  by  the  changes  in 
transportation,  we  have  indicated  the  likelihood 
of  the  important  role  to  be  played  by  the  Middle 
West.  The  selection  of  a  location  for  a  factory 
should  not  be  made  until  serious  thought  has 
been  given  to  reasoning  of  this  character. 

In  view  of  the  interest  the  railroad  situa- 
tion is  attracting  in  the  business  world,  the 
contribution  by  Professor  T.  W.  Van  Metre 
of  Columbia  University  on  "The  Railroad 
Predicament:  How  It  Arose  and  How  to 
Get  Out  of  It,"  can  be  read  with  profit. 
The  general  conclusion  of  Professor  Van 
Metre  is: 


As  the  raihoad  system  exists  today  it  is  an 
impressive  monument  to  its  wonderful  past. 
But,  like  most  monuments,  it  is  surrounded  by 
a  graveyard  atmosphere. 

No  brief  review  of  a  book  so  wide  in  its 
scope  as  "The  Revival  of  American  Busi- 
ness" can  do  much  more  than  indicate  the 
general  character  of  the  volume  and  to 
give  a  few  extracts  that  are  typical  of  the 
subject  matter.  The  reviewer  has  made 
no  pretense  of  pointing  out  the  only  con- 
tributions worth  reading  by  the  executive. 
It  can  be  safely  said  that  the  book  is  so 
varied  in  its  content  that  almost  any  execu- 
tive can  find  something  of  such  practical 
value  In  his  own  special  field  that  he  can 
afford  to  add  the  volume  either  to  his 
personal  or  to  his  plant  library. 

If  a  few  chapters  raise  a  question  as  to 
the  wisdom  of  including  the  same  in  the 
volume  other  chapters  offset  this  liability 
by  making  distinct  contributions  to  busi- 
ness literature.  It  is  no  easy  task  where 
contributors  are  so  numerous  to  have  a 
volume  of  uniform  excellence. 


PSYCHOTECHNIK   UND  TAYLOR  SYSTEM 

By  K.  A.  Tramm,  mit  89  ahhildungen  vii,  139  pp.     Berlin 
Reviewed  by  Henry  C.  Link  * 


Critics  of  the  Tajlor  System  have  pointed 
out  time  and  again  that  it  has  overempha- 
sized the  mechanical  aspects  of  work  at  the 
expense  of  the  human  aspects.  We  know 
that  it  was  certainly  not  Taylor's  intention 
to  do  this,  but  that  he  was  hampered  in  his 
approach  to  the  problems  of  human  behav- 
ior by  the  lack  of  an  adequate  technique. 

Most  of  his  followers  were  even  less  well 
equipped  in  this  respect  than  he,  and  conse- 
quently, the  subsequent  development  of 
Taylor's  system  was  increasingly  lop-sided. 
We  have,  as  a  result,  the  technique  of  time- 
study  and  task  setting  which  not  only 
gives  inadequate  consideration  to  tlie 
human  aspects  of  work  but  which  is  full  of 
fallacies  from  a  statistical  point  of  view. 

♦Author  of  "  F.mployment  Psychology." 


Notable  exceptions  to  this  tendency  are  the 
Gilbreths  and  Robert  Wolf.  The  latter 
called  attention  to  the  beneficial  effects  of 
giving  to  individuals  graphic  information 
about  the  progress  of  their  work.  The 
former  attacked  the  more  fundamental  and 
comprehensive  problem  of  developing  the 
best  possible  methods  of  doing  work  by 
studying  tasks  in  terms  of  the  activities  of 
the  worker  by  which  tliey  must  be  carried 
out.  Various  methods  were  used  to  accom- 
plish this,  the  best  known  being  the  photo- 
graphic motion-study. 

In  this  country,  the  fundamental  sound- 
ness of  the  ideas  underlying  the  Gilbreth 
technique  has  been  ignored  because  of  its 
mechanical  intricacies,  so  that  the  Gilbretlis 
are  today  somewhat  outside  tlie  pale  of  the 
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more  orthodox  followers  of  Taylor.  On  the 
other  hand,  on  the  continent  and  particu- 
larly in  Germany  where  the  Taylor  system 
had  at  least  as  great  a  vogue  as  in  this  coun- 
try, Frank  Gilbreth  is  regarded  as  its  fore- 
most exponent.  And  consequently,  the 
development  of  the  Taylor  system  there  has 
been,  at  almost  every  point,  influenced  by 
Gilbreth's  emphasis  upon  the  study  of  hu- 
man behavior  and  human  capacities.  The 
extensive  literature  on  scientific  manage- 
ment which  the  Germans  have  developed 
is  an  eloquent  testimony  of  this  influence, 
for  it  is  difiicult  to  pick  up  anything  on  the 
subject  of  Taylor  without  finding  reference 
to  Gilbreth  or  accounts  of  his  work  either 
there  or  in  this  country.  And  the  extensive 
work  which  the  Germans  themselves  have 
done  has  definitely  taken  the  direction  of  a 
study  of  the  problems  surrounding  the  per- 
formance of  industrial  tasks. 

This  is  particularly  true  of  the  German 
psychologist,  ^\^lereas  in  this  country, 
psychologists  have  given  little  or  no  con- 
sideration to  Gilbreth's  work,  even  though 
his  technique  is  the  ideal  embodiment  of  the 
behavioristic  point  of  view,  in  Germany  it 
has  been  the  stepping  stone  by  which  they 
have  transplanted  their  methods  directly 
into  industry.  And  consequently,  while 
applied  psychologists  in  this  country  have 
been  dabbling  with  the  fringes  of  industry, 
German  psychologists  have  stepped  directly 
into  its  heart. 

With  this  introduction,  the  significance  of 
Tramm's  title  "  Psychotechnik  und  Taylor 
System"  as  well  as  the  contents  of  the  book 
can  be  more  readily  understood.  Tramm 
is  one  of  a  group  of  industrial  engineers  and 
psychologists  among  whom  are  W.  Moede, 
G.  Schlessinger,  A.Wallichs,  S.  Sinner,  Alex. 
Schackwitz,  E.  Mickel,  C.  Piorkowski,  who 
have  been  active  in  this  field.  Tramm 
begins  with  an  outline  of  the  general  factors 
which  apply  to  all  work,  such  as  physical 
environment,  work  periods,  living  condi- 
tions and  habits  of  life,  individual  and  team 
work,  supervision,  and  the  elements  into 
which  all  these  factors  are  subdivided.  He 
discusses  them  merely  in  order  to  indicate 
their  importance,  without  any  attempt  to 
show  how  they  are  to  be  controlled.  Most 
of  his  book  is  devoted  to  the  discussion  of 
experiments  and   methods    calculated    to 


show  how  particular  occupations  can  best 
be  arranged  with  reference  to  the  worker. 
For  example,  a  study  of  about  one  hundred 
tram-car  motormen  under  experimentally 
controlled  conditions  resulted  in  a  modifi- 
cation of  the  handles  of  the  three  levers 
which  they  were  required  to  use  and  also  in 
a  standard  method  by  which  these  levers 
could  be  manipulated  to  the  best  advantage. 

Throughout  the  book,  emphasis  is  placed 
not  only  on  the  details  or  steps  by  which  an 
occupation  can  best  be  performed,  but 
upon  the  construction  of  the  tools  and 
apparatus  peculiar  to  it  as  well.  The 
description  of  the  laboratory  devices  for 
measuring  the  performance  of  individuals 
brings  out  vividly  the  contrast  between  the 
German  approach  and  that  of  the  followers 
of  Taylor  in  this  country.  Instead  of  the 
lonely  stop-watch  from  which  time  is  re- 
corded only  by  a  fallible  observer,  Tramm 
describes  in  addition  a  half-dozen  other 
devices  of  varying  degrees  of  refinement, 
devices  which  record  operations  graphicaUy 
and  which  can  be  adapted  to  a  wide  range 
of  occupations.  Gilbreth's  motion-study 
technique  is  also  fully  discussed,  though 
without  any  explicit  reference  to  its  origi- 
nator. 

The  effects  of  praclice  are  investigated 
with  special  reference  to  the  process  of 
training  workers.  One  of  the  outstanding 
features  of  the  book  is  the  presentation  of  a 
pictorial  technique  for  instruction  purposes. 
The  study  of  fatigue  is  probably  the  most 
unsatisfactory  section  of  the  book,  a  fact 
which  can  be  readily  understood  when  we 
know  the  nebulous  stage  in  which  the 
fatigue  problem  rests  today. 

The  psychologist  will  undoubtedly  find 
much  to  criticize  in  this  book.  Its  experi- 
ments are  not  presented  with  suflBcient  facts 
or  data  to  enable  him  to  estimate  the  value 
of  their  results.  There  is  a  too  ready 
acceptance  of  some  of  the  traditional  and 
worn-out  concepts  of  psychology.  Infer- 
ences are  drawn  which  are  often  unwar- 
ranted by  the  facts.  And  the  academic  or 
superficial  point  of  view  is  stiU  very  notice- 
able. Industrial  engineers,  on  the  other 
hand,  may  well  question  the  practicability 
of  the  technique  and  the  value  of  some  of 
the  results.  Nevertheless,  the  book  as  a 
whole  is  an  admirable  attempt  to  visualize 
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the  problems  of  production,  not  only  in  re- 
lation to  output  but  in  relation  to  human 
capacities  and  abilities  as  well.  As  such  it 
is  an  excellent  critique  of  Taylorism  as  it 


exists  in  this  coimtry  and  should  be  of  con- 
siderable suggestive  value  to  psychologists, 
industrial  engineers,  and  others  who  are 
interested  in  industrial  practices. 
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REVIEWS  OF  BUSINESS  PAMPHLETS 


Securing  Effective  Work  From  Labor.  By 
J.  L.  McVicker,  National  Association  of  Cost 
Accountants,  130  West  H  Street,  New  York 
City. 

The  scope  of  this  booklet  is  indicated  in 
the  first  paragraph  as  follows: 

There  is  probably  no  more  pressing  and  im- 
portant managerial  problem  today,  than  the  se- 
curing of  effective  work  from  labor.  This  article 
presents  a  review  of  a  seasoned  incentive  wage 
system  which  has  produced  satisfactory  results. 
The  system  is  being  operated  by  a  concern  em- 
ploying at  times  over  five  thousand  workers  in 
three  plants.  The  beneficial  results  obtained 
from  its  use  have  been  increased  production,  de- 
creased costs,  and  higher  wages. 

Today,  in  the  successful  business,  the  co- 
operative spirit  must  prevail.  The  stockholder 
or  capitalist,  the  executive  and  the  worker  should 
be  compensated  according  to  the  services  they 
render.  The  value  of  their  services  should  be 
based  upon  economies  effected,  and  standards  of 
abihty.  The  standards  should  be  established 
fairly  and  equitably.  The  stockholder  who 
has  invested  his  capital  expects,  and  should 
receive,  a  fair  return.  The  executive  who  plans 
and  effects  savings  so  that  the  stockholder  will 
receive  his  dividends,  should  share  in  the  econo- 
mies he  has  helped  to  make  The  employee,  who 
by  steady  application  and  skill,  increases  produc- 
tion, reduces  cost  and  automatically  increases 
profits,  should  be  rewarded  in  the  proportion 
that  his  performance  is  to  a  standard  or  normal 
worker's  performance.  The  average  employee 
will  not  contribute  his  best  efforts  unless  he  has 
a  chance  of  being  suitably  compensated. 

In  the  matter  of  wages  it  is  the  fairest  method 
to  compensate  workers  in  proportion  to  their 
value  as  individuals.  A  company  should  make 
it  worth  while  for  the  worker  to  produce  to  the 
extent  of  his  ability,  by  recognizing  his  individual- 
ity through  paying  him  for  his  achievements,  as 
compared  to  the  accomplishments  of  his  fellow- 
workers.  In  this  connection  a  standard  should 
be  set  that  the  worker  can  reach  and  pass. 
Thus,  if  George  Smith  is  naturally  quicker  and 
a  better  worker  than  Harry  Rowe,  then  George 
should  first  be  hourly  rated  higher  than  Harry, 
and  should  be  rewarded  by  receiving  extra  re- 
muneration, based  upon  the  difference  in  time 
between  Harry's  elapsed  time  on  the  job  and  his 
own.  This  difference,  plus  his  margin  of  hourly 
rate,  represents  George's  superiority  as  a  worker. 
His  additional  monetary  reward  is  the  elapsed 
time  difference  multiplied  by  his  hourly  rate.     In 


this  case,  Harry  Rowe's  rate  represents  the 
standard,  or  100  per  cent  rate,  which  is  the  basis 
of  the  efficiency  ratings  in  the  plants  under  consid- 
eration which  are  later  explained  in  this  article. 

There  is,  of  course,  no  unanimity  of 
opinion  as  to  the  best  incentive  wage  system 
to  use.  But  the  following  outline  is  worth 
reproducing  in  full : 

One  incentive  wage  system  used  by  the  con- 
cern under  consideration  is  a  guaranteed  hourly 
rate  with  full  allowance  for  time  saved.  This 
system  is  called  "time  work."  In  order  to  use 
the  method  time  studies  are  made  and  the  best 
possible  time  is  determined.  To  this  best  possi- 
ble time  is  added  25  per  cent  and  the  result  is 
termed  "allowed  time"  or  "standard  100  per  cent 
time.  "  Allowed  time  is  set  on  every  operation  in 
terms  of  hundredths  of  hours  per  piece,  and  if 
the  work  is  completed  in  less  than  the  allowed 
time,  the  worker  gains  the  entire  difference 
between  allowed  time  and  actual  time.  If  he 
meets  with  difficulties,  or  is  not  efficient  enough 
to  better  the  allowed  time,  he  receives  only  his 
hom-ly  rate.  This  method  is  obviously  fair  to 
the  worker  and  to  the  company,  the  latter 
benefiting  through  increased  production.  The 
formula  used  for  ascertaining  the  worker's 
efficiency  is  allowed  time  divided  by  actual  time. 
A  worker  who  equals  the  allowed  time  is  100 
per  cent  efficient,  but  earns  no  extra  pay.  A 
worker  who  equals  the  best  possible  time  earns 
an  extra  25  per  cent  of  his  hourly  rate,  and  is 
rated  as  125  per  cent  efficient.  A  worker  who 
betters  the  best  possible  time  earns  as  extra 
compensation,  an  extra  25  per  cent  plus  the 
difference  between  allowed  time  and  actual  time, 
multiplied  by  his  hourly  rate.  A  worker  who 
fails  to  meet  the  allowed  time  earns  as  much  as 
the  worker  who  equals  it,  since  his  hourly  rate  is 
guaranteed,  but  his  efficiency  per  cent  would 
show  below  100  and  his  services  would  be  dis- 
pensed with  after  he  has  received  a  sufficient 
number  of  low  rankings  in  efficiency.  Hence, 
it  is  apparent  that  eventually  only  100  per  cent 
men  or  better  would  be  employed  if  this  system 
is  strictly  adhered  to. 

While  the  worker,  under  the  wage  system  being 
described,  who  falls  a  little  below  100  per  cent 
undoubtedly  reduces  costs,  since  he  has  made 
more  of  an  endeavor  to  meet  or  better  the  allowed 
time  than  he  did  when  there  was  no  incentive, 
nevertheless,  he  earns  no  more  than  he  had  pre- 
viously earned  and  his  rating  of  less  than  100 
per  cent  results  in  the  company  having  a  produc- 
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tion  shortage  which  is  shown  on  a  production 
shortage  report.  As  a  result  additional  work  or 
overtime  is  necessary  in  order  to  keep  production 
up  to  schedule. 

This  wage  system  is  illustrated  by  a  table 
that  is  worth  the  careful  study  of  every 
executive. 

The  importance  of  having  the  wage  sys- 
tem absolutely  understood  by  the  employees 
and  rigidly  adhered  to  by  the  company  is 
shown  by  the  following  quotation: 

Rates  are  set  through  scientific  time  study 
with  a  view  of  allowing  the  worker  the  entire  time 
saved  between  the  allowed  time  (standard  100  per 
cent  time)  and  the  actual  time,  the  worker  hav- 
ing the  privilege  of  receiving  a  demonstration 
showing  that  the  allowed  time  is  attainable.  A 
standard  or  allowed  time  rate  once  set  and  ap- 
proved is  not  to  be  altered  for  a  year,  unless 
changes  in  tools  or  equipmentare  made.  Further- 
more, the  rate  is  not  to  be  changed  under  the 
latter  conditions  if  the  employee  is  responsible 
for  or  suggests  an  improvement  in  tools  or  tooling. 

As  a  penalty  for  doing  the  work  incorrectly 
the  worker  receives  credit  for  only  good  parts 
which  pass  working  drawing  inspection. 

In  order  that  a  worker's  record  of  performance 
may  be  made  comparative  and  his  ability  and 
individuality  easily  recognized,  an  efficiency 
record  must  be  kept  of  each  job.  A  daily,  weekly, 
or  monthly  spoiled  work  deficiency  record,  an 
attendance  eflBciency  record,  a  deportment 
deficiency  record,  and  a  tardiness  deficiency 
record,  respectively,  are  also  maintained. 

The  success  of  the  incentive  system  described 
in  this  article  depends  upon  the  setting  of  reliable 
standards  and  the  desire  of  the  worker  to  increase 
his  earnings.  He  must  be  convinced  at  first 
that  he  has  a  good  chance  to  better  the  standard, 
which  must  be  set  by  someone  fully  qualified  for 
this  important  work. 

It  is  extremely  important  that  the  rate  setter 
must  be  a  good  all-around  mechanic  and  familiar 
with  all  types  of  machine  tools.  He  must  have 
the  interest  of  the  company  at  heart  and  yet  be 
so  tactful  that  he  does  not  acquire  the  enmity  of 
the  worker.  He  must  be  a  good  judge  of  human 
nature  and  character,  and  be  cool  and  courteous. 
He  must  be  able  to  personally  demonstrate  that 
his  allowed  time  is  fair  and  can  be  surpassed  by 
himself.  He  should  also  be  able  to  detect  the 
slightest  movement  of  the  worker  made  for  the 
purpose  of  tricking  him  when  making  time 
studies.  There  are  mechanics  who  know  of  many 
tricks  which  will  fool  the  rate  setter  unless  he  is 
wide  awake  and  thereby  obtain  a  greater  allowed 
time.  Therefore,  care  must  be  taken  in  timing 
an  operation  performed  by  the  worker. 


After  several  time  studies  have  been  made,  ' 
checked,  and  rechecked,  the  allowed  time  is  set 
and  approved  by  the  production  superintendent 
and  recorded  on  a  standard  operation  \vTite-up 
sheet.  This  sheet  shows  the  part  number, 
operation  nmnbers,  the  routine  of  the  movements 
of  the  material,  the  tj'pe  of  machines  upon  which 
the  operations  are  to  be  performed,  the  allowed 
time  per  operation,  the  description  of  the  move- 
ments necessary  to  perform  the  work,  the  kind 
and  numbers  of  the  tools  and  gauges  used  in 
performing  and  measuring  the  work  and  the 
feeds  and  speeds. 

The  necessity  of  good  inspection  and 
time  accounting  systems  is  also  emphasized 
and  explained  with  sufficient  detail  to  make 
all  points  clear  to  the  reader. 

An  interesting  illustration  showing  how 
job  cards  may  be  manipulated  is  shown. 
Another  quotation  from  the  pamphlet  will 
show  the  mode  of  treatment: 

The  daily  production  record  which  discloses 
each  worker's  efficiency  and  spoilage  on  each 
operation  is  in  the  hands  of  the  production 
superintendent  and  the  department  foremen  by 
noon  on  the  day  following  the  workers'  perform- 
ances. The  workers  with  less  than  100  per  cent 
performance  are  asked  for  an  explanation  regard- 
ing their  failure  to  do  the  work  within  the  allowed 
time.  Their  excuses  are  recorded  and  future  pyer- 
formances  are  checked  with  these  explanations. 
The  reasons  given  by  the  workers  sometimes 
reveal  conditions  which  may  never  be  discovered 
in  any  other  manner.  They  may  show  that 
machines  or  fixtures  are  slightly  out  of  order,  per- 
haps not  enough  to  spoil  the  parts  being  ma- 
chined, but  enough  to  retard  production  and  to 
cause  so  much  extra  concentration  on  the  opera- 
tion that  the  movements  which  coimt  the  most 
are  lost.  No  attention  would  be  given  by  the 
worker  to  such  a  condition,  if  he  were  paid  on 
day  work  basis,  where  he  had  no  particular 
incentive  for  increased  production. 

The  performances  of  workers  who  show  less 
than  100  per  cent  efficiency  are  carefully  checked 
each  day.  They  are  given  every  chance  to  meet 
the  allowed  time  and  if  they  are  habitually 
inefficient,  they  are  tried  on  other  work.  If  they 
then  fail,  they  are  dismissed.  The  success  of  the 
methods  being  discussed  depends  upon  having 
better  than  100  per  cent  men  in  the  shops,  for 
they  are  then  making  above  the  market  labor 
rate  and  are  satisfied,  and  the  company  is  at 
least  producing  the  minimum  quantity  sched- 
uled. Men  who  continually  range  from  100  to 
110  per  cent,  when  it  is  known  that  they  could 
rate  themselves  higher,  are  studied  carefully. 
They  are  usually  the  dubious  ones  who  are  wary 
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of  going  the  limit,  fearing  cuts  in  allowed  time. 
These  men  have  to  be  convinced  that  the  com- 
pany will  rigidly  carry  out  the  wage  rate  agree- 
ment regarding  cutting  allowed  time.  When 
once  satisfied  that  the  company  is  honest  in  its 
own  purpose,  little  further  trouble  with  those 
workers  is  experienced.  Special  study  is  also 
given  to  workers  who  consistently  rank  high  in 
efficiency.  They  are  shifted  to  other  jobs  and 
tried  out  in  many  ways  with  the  view  of  pro- 
moting them  to  foremanships.  If  they  are  very 
efficient  on  all  classes  of  work,  they  may  be  just 
the  men  the  company  wants  as  foremen,  to 
instruct  workers  how  to  attain  greater  produc- 
tion. 

The  treatment  of  labor  on  spoiled  work 
and  defective  material  is  outlined  clearly 
and  succinctly. 

The  reader  will  be  impressed  with  the 
fairness  shown  to  tlie  workers  which  is 
brought  out  in  the  following  quotation: 

When  a  worker's  records  and  observations  of 
him,  indicate  that  he  is  not  attaining  the  stand- 
ards set,  he  is  given  three  warnings  that  unless 
he  shows  improvement,  he  will  be  demoted  to 
another  class  or  will  have  to  accept  a  decrease 
in  his  wage  rate  in  his  present  class.  After  the 
third  warning,  if  no  improvement  is  shown,  he  is 
advised  of  his  demotion.  In  very  few  cases  are 
more  than  one  or  two  warnings  necessary,  for  it 
is  self-evident  to  the  man  that  the  company  has 
an  accurate  check  on  his  movements  and  per- 
formances, and  he  may  realize  that  the  only  way 
he  can  obtain  his  reward  is  by  strenuous  and 
earnest  labor.  In  cases  where  an  application 
for  an  increase  in  a  wage  rate  is  made,  the  records 
are  carefully  studied  and  if  no  increase  is  war- 
ranted, the  employee  is  advised  as  to  the  reason 
which  is  plainly  evident  on  the  efficiency  and 
deficiency  records.  Very  few  requests  for  wage 
increases  are  received  from  employees,  however, 
since  each  worker  is  automatically  increased  in 
rate  and  class  from  his  record  of  individual 
performances.  In  other  words,  his  efforts  are 
recorded  and  rewarded  automatically  and  he  is 
not  lost  sight  of.  The  procedure  in  use  in  many 
plants,  today,  is  to  raise  individual  rates  at 
different  times  upon  the  foreman's  recommenda- 
tion. This  was  the  practice  in  the  plants  under 
consideration  before  the  present  incentive  system 
was  established.  At  one  time  it  was  desirable 
to  make  a  general  increase  of  rates.  The  em- 
ployees' record  cards  were  carefully  checked  and 
it  was  discovered  that  there  were  good  workmen 
who  had  been  with  the  company  a  long  time, 
whose  rates  had  not  been  increased  in  three 
years,  while  some  of  their  fellow-workers  had 
received   advances  several   times   during   that 


jjeriod.  It  was  apparent  that  the  foreman  had 
perhaps  deliberately  failed  to  recommend  these 
men. 

Tile  use  of  eflBciency  records  in  normal 
and  dull  times  is  concisely  stated. 

Tlie  philosophy  of  the  writer  is  explained 
<as  follows: 

This  paper  may  be  interpreted  as  an  appeal 
for  justice  to  the  worker  which  is  not  its  ptirpose. 
Justice  is  impartial  and  means  fairness  to  both 
workers  and  owners.  It  depends  largely  on  co- 
operation. The  wTiter  realizes,  however,  that 
co-operation  does  not  mean  only  a  union  between 
the  executives  and  the  heads  of  the  departments, 
but  that  it  must  be  a  union  between  the  officials, 
the  foremen,  and  the  largest  unit  of  the  organiza- 
tion— the  workers — if  success  is  to  be  assured. 
To  attain  that  co-operation,  rewards  commensu- 
rate with  a  man's  individual  achievements  as 
compared  with  the  performances  of  his  fellow 
workers  must  be  paid. 

The  reader  is  asked  to  put  himself  in  the  shop- 
worker's  place.  Acknowledge  that  he  has  all  the 
aspirations  to  succeed  that  you  have.  Give  him 
credit  for  being  intelligent  and  of  good  education, 
as  most  skilled  mechanics  are.  Then  consider 
what  you  would  do  among  hundreds  of  co- 
workers, on  a  day  or  hourly  rate,  with  no  chance 
to  show  your  superiority  as  a  mechanic.  Would 
you  strive?  Perhaps  you  would  for  a  time  until 
you  became  disheartened  and  were  convinced  that 
your  fellow-workers  knew  what  they  were  talking 
about,  when  they  quietly  told  you  that  it  was 
useless  to  work  harder  than  they  did,  as  there 
was  no  personal  reward  for  it,  and  that  there  was 
only  one  chance  in  a  thousand  of  being  recognized 
for  it.  If,  after  months  and  years  of  extreme 
effort  no  recognition  came,  other  than  your  rating 
as  a  first-class  worker,  would  you  continue  to 
strive?  You  would  be  convinced  that  the  easiest 
way  was  the  best,  and  you  would  admit  that 
there  was  no  incentive  to  keep  on.  Your 
efficiency  would  drop  off  and  you  would  join  the 
rest  of  your  co-workers  in  the  "Society  of  Dis- 
content" or  the  "Apathy  Club."  But,  suppose 
you  were  advised  that  you  would  be  paid  on  the 
basis  of  the  time  you  saved  for  the  company. 
Would  you  still  continue  to  plod  along?  No,  for 
your  ambition  would  be  stimulated.  You  would 
have  something  to  work  and  compete  for  and 
the  harder  you  worked  the  greater  the  reward 
you  would  receive.  You  would  be  happy  in 
knowing  that  you  received  pay  for  what  you 
individually  accomplished,  not  on  the  principle 
of  being  a  first-class  worker,  along  with  hundreds 
of  other  first-class  workers,  who  were  rated 
neither  better  nor  worse  than  you.  The  spirit 
of  rivalry  would  be  re-established  and  you  would 
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feel  that  you  could  be  a  success  in  your  own 
particular  work  where  you  had  failed  before. 

The  methods  of  securing  effective  work  from 
labor  as  outlined  in  this  article  cannot  be  carried 
out  unless  workers  are  recognized  and  rewarded 
as  individuals.  Grouping  labor  according  to 
hourly  ratings  is  proper  for  a  basis,  provided  that 
there  are  enough  groups  or  classifications,  as 
illustrated  by  the  tables,  shown  under  the  head- 
ing "Use  of  Efficiency  Records  in  Normal 
Times."  An  incentive  must  be  established  which 
is  based  upon  a  standard  of  time,  and  all  time 
saved  should  be  credited  to  the  workers.  Per- 
formances must  be  recorded  promptly.  The 
entire  method  must  be  on  a  foundation  of  fair- 
ness to  both  the  company  and  the  employee.  As 
a  result  the  company  will  have  boosters,  happy 
workers,  permanent  efficiency,  and  the  workers 
will  receive  permanent  earnings  above  the  labor 
market  rate. 

This  pamphlet  is  one  of  the  best  yet 
issued  by  the  National  Association  of  Cost 
Accountants — not  much  more  can  be  said 
by  way  of  praise. 

Attention  Value  of  Advertisements.  By  Pro- 
fessor George  B.  Hotchkiss,  Head  of  the  De- 
partment of  Advertising  and  Marketing,  New 
York  University,  and  Richard  B.  Franken, 
lecturer  on  Advertising  and  Marketing  in  the 
same  institution.  Graduate  School  of  Business 
Administration  of  New  York  University,  New 
York  City. 

The  president  of  a  large  manufacturing 
concern  bluntly  states:  "Any  fool  knows  it 
pays  to  advertise,  but  what  I  want  to  know 
is  when  and  where  and  how  to  advertise  so 
that  it  will  pay  me." 

Advertising,  as  now  practiced,  is  so  new, 
so  involved,  and  of  such  magnitude,  that  it 
has  developed  few  fixed  laws  and  principles. 
So  much  money  is  involved  that  any  method 
of  investigation  that  promises  accurate, 
concrete  results  is  warmly  welcomed  by 
executives.  Wliile  advertising  men  have  de- 
veloped from  a  large  number  of  fields,  few 
have  gone  into  it  from  scientific  research 
work.  For  this  and  other  reasons  advertis- 
ing as  a  business  has  not  been  moulded  to 
any  extent  by  the  research  work  of  those 
within  its  ranks. 

Furthermore,  investigating  advertising 
results  involves  so  much  labor  and  expense 
in  addition  to  difficult  analyses,  that  the 
valuable  information  which  some  firms  have 


acquired  has  not  been  made  public  but 
rather  is  carefully  guarded  as  a  secret, 
valuable  asset. 

Most  of  the  research  work  in  advertising 
that  has  been  undertaken  by  universities 
has  been  under  the  direction  of  the  psycho- 
logical department  and  because  of  a  lack  of 
advertising  experience  by  the  investigators 
has  not  been  convincing  to  practical  adver- 
tising men.  Although  not  always  able  to 
point  out  the  weak  spots  in  method  or 
result,  the  advertising  practitioner  knows 
that  the  methods  of  investigation  and  con- 
clusions arrived  at  by  the  psychologists 
have  not  been  workable  except  in  a  limited 
number  of  cases. 

The  "  Attention  Value  of  Advertisements" 
is  one  of  these  investigations  conducted 
with  such  care  and  thoroughness  and  with 
such  a  knowledge  of  the  subject  that  it  has 
gained  the  respect  of  most  members  of  the 
new  profession  who  have  given  it  an  exam- 
ination. The  object  of  the  study  was  to 
secure  such  evidence  as  might  be  deduced 
from  a  classroom  investigation  to  show  the 
comparative  attention  values  of  advertise- 
ments as  affected  by  color,  size  of  space 
used,  and  position  in  the  medium.  Both 
the  method  and  the  results  are  interesting. 

A  marketing  class  in  New  York  Univer- 
sity was  given  a  reading  assignment  in  the 
November  8,  1919  issue  of  The  Saturday 
Evening  Post.  Of  the  175  students  in  the 
class,  104  had  read  the  article  before  the 
next  meeting  of  the  class.  To  these  were 
submitted  all  of  the  advertisements  of  a 
quarter  page  or  larger  contained  in  that 
particular  number  of  The  Post,  and  an 
equal  number  selected  from  old  issues  of  the 
same  publication.  Students  were  asked  to 
indicate  all  the  advertisements  they  thought 
were  in  the  November  8  issue,  and  to 
designate  those  of  that  number  of  which 
they  were  absolutely  certain,  the  idea  being 
that  those  advertisements  would  be  recalled 
to  which  attention  had  been  given  when  the 
magazine  had  been  perused. 

Those  making  the  investigation  fully 
realized  that  mere  attention  value  is  not 
enough  to  make  an  advertisement  success- 
ful. It  must  hold  attention  and  arouse 
interest  before  there  will  be  any  hope  of 
response.  But  as  people  are  able  to  recall 
those  things  to  which  they  have  given  at- 
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tention,  the  "recognition"  test  was  held  to 
be  conchisive  evidence  of  previous  atten- 
tion. 

The  advertisements  were  grouped  accord- 
ing to  tlie  article  mentioned,  as  "men's," 
"family,"  "technical,"  "automobile,"  etc., 
and  the  averages  shown  for  each  group. 
That  was  for  the  purpose  of  discovering  to 
what  extent  advertisements  were  recalled 
because  they  particularly  appealed  to  the 
group  (men  students)  to  which  they  were 
submitted.  As  the  attention  values  of  the 
various  groups  were  "quite  similar,"  that 
particular  factor  was  eliminated. 

The  results  were  translated,  according  to 
established  statistical  methods,  into  com- 
parative page  costs.  For  instance,  it  was 
found  that  only  13  per  cent  more  of  the 
class  had  recalled  colored  pages  than  had 
recalled  black  and  white  pages.  Or  if  a 
black  and  white  page  costs  $5000 — as  it  did 
in  The  Post  in  1919— an  extra  color  would 
be  worth  only  $650  more,  if  there  were  no 
other  purpose  in  using  the  second  color  than 
to  add  to  the  attention  value. 

During  1919  there  was  a  mild  epidemic 
of  double-page  spreads,  where  in  many 
cases  the  only  visible  object  gained  was  en- 
hanced prestige,  because  of  large  space,  and 
added  attention  value.  With  the  prestige 
value  the  investigation  had  nothing  to  do. 
The  recognition  value,  as  shown  by  the 
compilation,  was  $7350  for  two  pages  as 
compared  with  $10,000,  the  price  charged. 
About  the  same  relationship  was  found  to 
exist  between  the  quarter  page,  half  page, 
and  full  page.  As  expressed  in  dollars  the 
attention  value  would  be  $'2350  for  a  quar- 
ter page,  and  $3550  for  a  half  page  to  $5000 
for  a  full  page.  That,  again,  is  comparative 
attention  value  only.  It  does  not  take  into 
account  any  other  effect  such  as  added 
prestige,  but  it  enables  the  advertiser  to  see 
how  much  of  his  expenditure  is  for  prestige 
and  how  much  for  attention. 

The  attention  values  of  drawings  and 
photographs  were  shown  to  be  about  equal. 

The  comparative  values  of  preferred 
positions  were  also  investigated  and  some 
interesting  deductions  drawn,  although  be- 
cause of  the  small  number  of  back  covers 
and  other  special  positions  considered,  that 
part  of  the  investigation  was  less  convincing 
than  the  conclusions  given  above. 
8 


Of  course  the  handling  of  the  material 
that  goes  into  an  advertisement,  such  as 
the  layout,  the  pertinence  of  the  illustra- 
tion, and  grade  of  art  work  used,  enter  into 
the  attention  value.  For  these  no  allow- 
ance could  be  made. 

If  no  part  of  the  investigation  were  con- 
sidered, the  conclusive  although  indirect 
way  in  which  it  is  shown  that  mere  size,  or 
added  color  will  not  make  up  in  attention 
value,  except  at  extravagant  cost,  for 
skilful  layout  and  readability  of  message, 
the  investigation  would  have  been  well 
worth  while.  Also  the  convincingness  with 
which  the  material  is  presented  is  well 
worth  the  perusal  of  any  man  who  spends 
money  for  advertising,  especially  men  look- 
ing for  such  information  as  the  one  referred 
to  in  the  opening  paragraph. 

Employees'  Magazines  in  Canada.  Printed 
by  F.  A.  Acland,  Printer  to  The  King's  Most 
Excellent  Majesty,  Ottawa,  Canada. 

This  bulletin  is  the  fourth  in  the  series  on 
industrial  relations  issued  by  the  Depart- 
ment of  Labour  of  Canada.  In  brief,  it 
tells  the  extent  to  which  employees'  maga- 
zines have  been  developed  in  Canada.  It 
outlines  something  of  their  special  features. 

It  defines  an  employees'  magazine  as 
follows : 

An  employees'  magazine,  or  internal  house 
organ,  is  a  periodical  publication  issued  by  a  per- 
son, firm,  organization  or  corporation,  for  distri- 
bution among  his  or  its  employees  for  the 
purpose  of  promoting  personal  relationship,  co- 
operation, unity,  esprit  de  corps  and  education. 
It  is  one  of  the  most  important  connecting  links 
between  management  and  the  worker. 

Of  special  value  is  the  collection  of  com- 
ments on  what  such  publications  will  do  in 
improving  industrial  relations.  In  addi- 
tion to  listing  the  employees'  magazines 
issued  in  Canada,  this  bulletin  gives  a  brief 
description  of  each  publication.  Such  de- 
scription includes  not  only  the  outline  of 
the  contents,  but  such  specific  details  as 
the  kind  of  paper  used,  how  stitched,  when 
and  where  distributed,  cost  per  issue  per 
employee,  etc. 

In  its  general  analysis  of  employees* 
magazines,  the  bulletin  discusses  such  sub- 
jects as: 
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Elements  of  a  Successful  Employees'  Maga- 
zine 
Subject-Matter 
Make-Up 
Naming  the  Paper 

Frequency  of  Publication  and  Distribution 
Editions  in  Other  Languages 
Financing  the  Publication 
Does  the  Employees'  Magazine  Pay? 
Editorial  Policies 
The  Editor 
Reporters 
Business  Manager 
Why  Employees*  Magazines  Sometimes  Fail 

An  appendix  lists  the  most  important 
books  containing  information  about  em- 
ployees' magazines  and  gives  a  list  of 
periodicals  which  frequently  publish  articles 
on  labor  journalism. 

This  bulletin  may  be  had  upon  applica- 
tion to  Honorable  G.  D.  Robertson,  Min- 
ister of  Labour,  Ottawa,  Canada. 

Some  Phases  of  Cost  Accoimting  in  the 
Chemical  Industry.  By  C.  B.  E.  Rosen, 
The  National  Association  of  Cost  Accountants, 
130  W.  42  St.,  New  York  City. 

Cost  systems  in  a  chemical  plant  are 
usually  either  of  the  process  or  the  job 
(production)  order  type. 

Mr.  Rosen's  article  deals  chiefly  with 
process  costs  and  develops  his  subject  "with 
a  view  to  providing  monthly  costs,  which 
are  desirable,  yet  figures  covering  a  longer 
period  of  three  or  six  months  are  likely  to 
prove  more  reliable,  due  to  the  variable 
conditions  arising  in  the  production  of 
chemicals." 

According  to  Mr.  Rosen  the  cost  account- 
ant in  a  chemical  plant  should  furnish  such 
facts  as  the  following: 

The  cost  of  converting  the  raw  materials,  the 
manufacturing  overhead,  the  manufacturing 
cost  in  bulk,  the  factory  cost  of  the  product 
packed  or  otherwise  prepared  for  shipment,  and 
the  selling  cost.  Such  problems  as  by-products, 
repairs,  depreciation,  obsolescence,  overhead  and 
its  distribution,  and  containers  should  also  be 
considered. 

In  a  large  chemical  concern  the  work  of  the 
cost  accounting  department  may  be  subdivided 
advantageously  between  the  factory  and  general 
offices,  the  former  liaving  to  do  only  with  quanti- 
ties of  materials,  supplies,  productions,  ship- 
ments, and  inventories,  and  in  the  value  of  labor; 
and  the  latter  having  to  do  with  the  values  of  the 


quantities  reported  by  the  factory  office  and  the 
summarized  labor  charges.  This  requires  the 
perfection  of  a  system  of  prompt  inter-office  re- 
ports. For  smaller  companies,  this  subdivision 
may  be  unnecessary. 

Uniformity  in  cost  data  in  a  chemical 
plant  is  impossible  because  the  manufac- 
ture of  chemicals  requires  a  diversity  of 
products  and  chemical  strengths,  and  also 
because  a  material  fluctuation  in  a  basic 
chemical  may  affect  the  cost  figures  of  the 
other  products  owing  to  the  relationship 
of  some  of  the  basic  chemicals  to  the  minor 
products. 

Cost  accounting  for  by-products  is  often 
difficult  in  chemical  plants  as  well  as  in 
many  other  types  of  industries.  Mr.  Rosen 
says  they  are  accounted  for  on  an  arbitrary 
basis  in  a  chemical  concern.  He  mentions 
a  few  features  of  by-product  accounting  and 
gives  the  units  of  measurement  used  in  the 
chemical  industry. 

A  sample  form  of  cost  sheet  used  for 
monthly  reports  of  manufacturing  cost  in 
bulk  is  presented.  The  Manufacturing 
account  showing  the  manufacturing  cost 
in  bulk,  and  the  "subsidiary  accounts  for 
raw  materials,  supplies,  manufacturing 
expenses,  finished  goods  and  sales  should 
be  kept  in  a  factory  ledger  and  controlled 
by  the  general  ledger." 

The  following  statement  which  brings 
out  a  peculiarity  of  cost  accounting  in  the 
chemical  industry  is  worth  noting: 

In  many  non-chemical  concerns  such  items  as 
power,  fuel,  supplies,  and  repairs  are  generally 
considered  as  overhead,  and  not  as  direct  costs. 
In  a  chemical  plant,  however,  where  each  prod- 
uct for  all  practical  purposes  is  an  independent 
manufacturing  unit,  these  items  are  considered 
as  direct  operating  costs  in  converting  the  raw 
materials  into  the  desired  finished  chemical. 

With  regard  to  the  costing  of  the  raw 
materials  the  following  records  and  matters 
are  discussed,  receiving  reports,  incoming 
containers,  raw  material  losses  and  con- 
sumption, and  raw  material  that  must  be 
ground. 

One  important  section  of  the  pamphlet 
deals  with  the  treatment  of  conversion  cost 
which  includes  labor,  power,  fuel,  supplies, 
and  repairs. 

Labor  accounting  on  time  clock  cards  and 
pay-rolls,  and  the  procedure  in  keeping  the 
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total  cost  of  operating  yard  teams  for  the 
transfer  of  materials  from  storeroom  to  the 
department  which  is  to  use  them  are  out- 
lined. 

Anotlier  section  deals  with  overhead 
expenses  such  as  taxes,  fire  and  liabiHty 
insurance,  depreciation  and  obsolescence 
works  expense.    Of  the  last  Mr.  Rosen  says : 

Obsolescence  is  a  material  factor  in  the 
chemical  industry,  due  to  the  frequent  changes 
in  manufacturing  equipment  and,  in  the  case  of 
minor  chemicals,  the  discovery  of  other  chemicals 
to  replace  the  use  of  those  now  being  produced. 
To  determine  this  factor  of  obsolescence  is  most 
difficult,  yet  it  is  an  element  of  cost  which  can 
not  be  overlooked.  The  amount  is  determined 
by  studying  the  facts  in  each  case,  and  by  the 
judgment  of  the  chemical  engineers  acquainted 
with  the  particular  problem.  To  enable  the 
proper  distribution  of  this  element  of  cost  as  well 
as  those  other  elements  of  cost  which  are  based 
on  plant  values,  it  is  essential  to  maintain  careful 
and  detailed  departmental  records  of  the  invest- 
ment in  the  plant. 

This  treatment  of  the  cost  of  idleness  or 
unabsorbed  burden  is  also  briefly  stated. 

Unit  costs  are  ascertained  by  dividing 
manufacturing  cost  in  bulk  by  the  number 
of  units  produced  for  the  period  under 
consideration  as  follows: 

It  is  advisable  to  show  the  manufacturing 
costs  on  the  cost  department's  reports  in  terms 
of  the  commercial  strength  as  well  as  the  stand- 
ard strength,  where  those  strengths  differ. 

Comparison  of  this  figure  for  different  months 
may  show  questionable  discrepancies  which 
may  be  accounted  for  by  the  "yield,"  or  by 
errors  in  the  reports  of  production  or  of  raw 
materials  used. 

By  yield,  is  meant  the  average  volume  of 
production  which  should  be  obtained  from  a 
certain  quantity  of  raw  materials  consumed. 
The  skilled  chemists  can  supply  this  information 
to  the  cost  accounting  department  and  from 
that  data  the  percentage  of  efficiency  can  be 
ascertained  and  shown  on  the  cost  sheets. 

The  competent  cost  accountant  must  read  his 
reports  very  critically  in  order  to  present  clear 
statements  with  concise  comments  regarding  the 
fluctuations  in  costs. 

With  a  few  exceptions  no  account  is  kept  of 
goods  in  process,  because  there  are  but  few  prod- 
ucts which  might  be  in  process  at  the  end  of  the 
month  and  which  can  be  separated.  Theoreti- 
cally, there  is  a  portion  of  each  chemical  in  proc- 
ess at  the  end  of  every  month,  but  this  is  over- 
lapping and  cannot  be  arrived  at  readily.     When 


the  product  is  completed  it  is  either  sold  or  used 
in  another  process  in  the  same  plant. 

It  should  be  emphasized  that  the  elimination 
of  the  Goods  in  Process  account  is  not  at  all 
general  in  other  industries. 

Other  sections  of  the  pamphlet  deal  with 
production  reports,  finished  goods  pur- 
chased, transfers  of  finished  products,  cost 
of  packing  and  preparing  products  for 
shipments,  and  selling  cost  by  products. 

A  pro-forma  selling  cost  report,  which  also 
reflects  the  gross  profits  from  sales,  is  shown. 

An  appendix  contains  some  items  that 
are  helpful  to  the  reader  who  is  unfamiliar 
with  the  chemical  industry  such  as  chemical 
factors,  commercial  strength,  and  standard 
strength. 

The  Gray  Terror.  By  Arthur  L.  Dawe, 
The  Canadian  Paper  and  Pulp  Association, 
Montreal,  Canada. 

I  am  Paper;  I  am  Paper,  standing  ready 

for  your  call. 
White  and  silent  and  unspotted,  I  am  serf 

and  slave  to  aU. 
Have  you  thought  of  inspiration?    Have 

you  word  to  send  or  save? 
Write!     WTiat  is  it,  threat  or  secret, 

bargain,  pledge,  or  sale,  or  boast? 
Sign!     Ah,  mortal,  I  have  bound  you! 

Mark  you  well  the  forest's  ghost ! 
Here  I  stand  and  threat  and  mock  you, 

shade  of  promise,  debt,  or  fraud, 
Work  and  pay,  or  pray  for  mercy!     You 

are  servant,  I  am  Lord! 

— Holman  T.  Day 

Paper  is  Lord  over  man.  Without  paper, 
business  would  come  to  a  standstill,  the 
routine  of  life  would  be  completely  dis- 
rupted. When  Holman  T.  Day  wrote  the 
above  lines  he  was  endeavoring  to  impress 
upon  the  world  the  fact  that  paper  supplies 
the  sinews  of  our  modern  civilization,  and 
this  is  exactly  the  aim  that  Arthur  L.  Dawe 
had  in  view  when  he  wrote  "The  Gray 
Terror."  To  make  business  men  realize  the 
tremendous  part  that  paper  plays  in  their 
lives,  in  civilization,  is  the  task  Mr.  Dawe 
undertook  for  the  Canadian  Paper  and 
Pulp  Association. 

The  small,  gray,  27-page  pamphlet  is  a 
dramatic  bit  of  imagination,  a  dream  told 
in  story  form.  WTien  the  story  opens 
three  men  are  talking  in  the  smoking  com- 
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partment  of  a  train.  One  of  the  men,  a 
paper  manufacturer,  is  explaining  to  a 
young  bank  teller  the  mistake  that  a  man 
makes  by  being  a  waster  of  paper.  To 
emphasize  his  statements  he  quotes  tlie 
poem,  "I  Am  Paper,"  by  Holman  T.  Day. 
The  third  man  of  the  group  attempting  to 
concentrate  on  the  daily  stock  market 
without  success,  angrily  turns  the  paper 
to  the  front  page,  where  a  screaming  line  of 
large  red  type  across  the  top  holds  his 
attention.  At  this  point  the  story  becomes 
a  dream  incited  by  the  newspaper  article, 
which  told  of  the  e.^losion  of  a  reservoir  of 
poison  gas,  which  although  not  dangerous 
to  the  lives  of  the  citizens  might  act  as  a 
strong  corrosive  of  cellulose  fibers.  The 
newspaper  reader  becomes  a  dreamer,  the 
news  facts  become  dream  facts.  The  gas, 
destructive  to  paper  is  "The  Gray  Terror," 
for  in  its  presence  paper  crumbles  to  a  gray 
dust. 

As  the  story  proceeds  the  reader  of  Mr. 
Dawe's  pamphlet  feels  a  sermon  penetrat- 
ing itself  upon  his  consciousness,  the  text  of 
which  is  taken  from  Day's  poem  on  paper. 
"Work  and  pay,  or  pray  for  mercj'!  You 
are  servant,  I  am  Lord!"  Although  "The 
Gray  Terror"  holds  within  its  pages  a  ser- 
mon, it  does  not  commit  the  error  of  preach- 
ing. Mr.  Dawe  leaves  the  sermon  buried 
in  the  story  for  the  reader  to  discover  for 
himself. 

The  dream  story  reveals  the  confusion 
and  general  destruction  vsTought  through- 
out a  city  by  the  "  Gray  Terror."  In  banks 
the  paper  money  and  valuable  documents 
upon  which  depends  the  whole  machinery 
of  commerce  crumble  away.  The  heaps  of 
gray  dust  within  the  tellers'  cages  are  the 
only  remains  of  hundreds  and  thousands 
of  dollars  in  currency.  Private  oflSce  rec- 
ords and  formulas  of  business,  valuable 
books,  crumble  into  heaps  of  gray  ash.  The 
street  car  service  of  the  city  is  tied  up,  due 
to  the  fact  that  the  paper  used  in  the  insula- 
tion material  is  destroj'ed.  The  shops 
present  a  scene  of  desolation,  gray  dust 
piled  tliickly  on  counter  and  shelf.  In  the 
groceries,  food  once  packed  in  air-tight 
packages  lies  exposed,  covered  only  with 
the  thin,  powdery  dust.  The  stock  ex- 
change closes  down ;  the  post-ofiBce  becomes 
a  veritable  house  of  dust;  pandemonium 


reigns;  letters,  forms,  books,  stamps — 
everjiJiing  gone,  nothing  remains  but  dust 
and  chaos. 

In  the  pretty  suburban  homes,  in  the 
mansions  in  the  exclusive  residence  dis- 
tricts, the  same  gray  dust  tells  the  story 
of  disaster.  Books,  magazines,  wall-paper, 
valuable  paintings  disappear,  leaving  the 
homes  bare  and  in  a  state  of  general  wreck. 

The  routine  of  life  becomes  suddenly 
disrupted.  The  wheels  of  commerce  cease 
to  revolve.  Without  paper  all  trade  neces- 
sarily comes  to  a  standstill.  At  the  breath 
of  the  foul  gas  the  machine  of  industry  is 
silent.  The  whole  city  lays  under  its 
invisible  attack  inert,  helpless. 

With  chaos  at  its  height,  business  at  a 
standstill,  the  author  feels  his  purpose 
accomplished.  With  the  words,  "Wake 
up,  you  old  sleepy  head,  we'll  be  in  in  ten 
minutes,"  he  arouses  the  dreamer  to  a 
world  unchanged. 

The  young  man  beside  him  is  yawning  as 
he  looks  up  at  the  paper  manufacturer  who 
has  just  finished  his  20-minute  lecture  on 
the  value  of  paper,  and  remarks  rudely: 

"To  hell  with  paper!  It  wouldn't  worry 
me  if  all  the  paper  in  the  world  was  de- 
stroyed." 

Unconsciously  the  dreamer's  hand  flew 
to  his  pocket.  Not  until  he  felt  the  reas- 
suring form  of  the  roll  of  bills  which  his 
pocket  contained  was  he  completely  awake. 
He  frowned  upon  the  speaker. 

"Young  man,"  he  said  solemnly,  "you 
are  a  fool!  You  haven't  the  faintest  idea 
of  the  importance  of  paper.  I  have. 
Believe  me,  I  have!" 

The  readers  of  "Tlie  Gray  Terror"  nod 
an  approving  head,  and  close  the  pamphlet. 
The  sermon  has  been  put  across. 

This  pamphlet  has  been  reviewed  at 
some  length  because  of  the  interest  it  has 
attracted  in  business  circles. 

Cost  Accoimting  in  the  Soap  Industry.  By 
William  C.  Koch,  The  National  .\ssociation  of 
Cost  Accountants,  130  W.  ii  St.,  New  York 
City. 

The  difficulties  encountered  in  installing 
a  cost  system  in  a  soap  manufacturing  con- 
cern are  outlined  in  this  booklet.  Its  author 
first  explains  the  process  of  making  laundry 
soap  and  toilet  soap. 


February 
19   2  2 


RE^^EWS  OF  BUSINESS  PMIPHLETS 


261 


He  adds  by  way  of  comment  : 

The  basis  for  a  satisfactory  cost  system  must, 
of  course,  be  an  adequate  perpetual  inventory 
record  of  quantities  of  all  raw  materials,  proc- 
esses, and  finished  poods.  As  far  as  possible,  all 
material  in  the  plant  should  appear  in  this 
record.  It  will  probably  be  found,  however,  that 
in  the  case  of  caustic  soda  in  liquid  form,  as  well 
as  strong  lyes  taken  from  the  kettles,  exceptions 
would  have  to  be  made.  Methods  for  handling 
these  exceptions  will  be  referred  to  later. 

A  satisfactory  ledger  form  for  a  perpetual  in- 
ventory record  has  one  or  two  debit  columns, 
eight  or  ten  credit  columns,  and  a  balance  column. 
The  credit  columns  are  headed  with  the  names  of 
the  various  processes  or  accounts  to  which  the 
material  represented  by  the  account  is  distrib- 
uted. The  debit  columns  show  the  sources  from 
which  material  is  received.  These  columns  are 
totaled  monthly.  The  totals  form  the  basis  for 
the  cost  journal  entries. 

A  regular  check  should  be  made  of  the  balances 
as  shown  by  the  perpetual  inventory  record 
against  the  actual  stock  on  hand.  For  some  items 
a  monthly  check  wiU  be  sufficient,  but  in  in- 
stances where  variations  are  liable  to  occur  by 
reason  of  temperature  or  moisture  content,  a 
comparison  should  be  made  at  least  weekly  and 
necessary  adjustments  made.  As  indicated 
above,  it  will  not  be  found  practicable  to  account 
for  all  materials  in  process  from  day  to  day  in 
the  perpetual  inventory  records.  Among  the 
exceptions  are  caustic  soda,  strong  lye,  and  the 
kettle  process.     Each  of  these  will  be  considered. 

The  accounting  for  solid  and  liquid  caus- 
tic and  kettle  processes  involved  in  soap 
making  is  succinctly  stated  as  follows : 

The  kettle  accounts  may  well  be  handled  as 
follows.  A  form  should  be  prepared  carrying 
eight  or  ten  debit  columns,  two  credit  columns 
and  a  balance  column.  The  debit  columns  are 
headed  to  correspond  to  the  various  materials 
used  in  stocking  the  kettle.  The  credit  columns 
are  headed  "Kettle  Soap"  and  "Sp>ent  Lye," 
respectively.  A  separate  account  is  made  up  on 
this  form  for  each  kettle,  all  ingredients  being 
debited  under  their  proper  headings,  soap  and 
sjjent  lye  being  credited.  A  report  should  be 
made  by  the  laboratory  on  each  kettle  stocked, 
showing  the  amount  of  soap  i  ts  ingredients  should 
produce;  and  when  the  kettle  is  reported  empty 
of  soap  and  lyes  by  the  kettle  department,  a 
comparison  should  be  made  by  the  stock  clerk 
of  the  amount  of  soap  available  according  to 
test  as  against  the  amount  actually  drawn  off. 
It  will  frequently  occur  that  a  considerable  dis- 
crepancy will  be  shown,  which  can  only  be  ac- 
counted for  by  an  increase  or  decrease  in  the 


amount  of  soap  contained  in  the  nigre.  It  is  on 
this  basis  that  the  inventory  at  the  close  of  the 
month  should  be  calculated,  entering  the  nigre 
on  the  basis  of  pounds  of  soap  contained  therein. 
However,  the  nigre  contained  in  each  kettle 
should  be  sampled  and  analyzed  as  often  as 
practicable  and  the  book  figures  adjusted  ac- 
cordingly. 

From  the  above  description  it  will  be  apparent 
that  considerable  time  may  be  required  in  getting 
a  perpetual  inventory  system  to  function  prop- 
erly. This  should  be  done,  however,  before  an 
attempt  is  made  to  install  the  cost  system. 

The  books  and  ledger  accounts  required 
to  operate  a  cost  system  for  a  soap  plant 
are  mentioned  along  with  a  somewhat 
lengthy  explanation  of  journal  entries. 
Other*  sections  of  the  article  are  labor  and 
fuel,  spent  lye,  scrap  soap  and  the  closing 
account. 

After  all  accounts  have  been  extended  and  a 
trial  balance  of  the  general  cost  ledger  has  been 
taken,  all  accounts  in  this  ledger  are  closed  out 
to  a  closing  account,  leaving  in  the  general  cost 
ledger  debits  covering  all  inventories  and  an 
equalizing  credit  to  the  closing  accoimt.  It  will 
be  noted  that  this  entry  is  a  smnmarj'  of  the 
month's  work  on  the  cost  ledgers  and  that 
from  it  may  be  made  up  an  entry  for  the  general 
books  covering  the  month's  cost  work,  starting 
with  the  credits  to  the  rjonth's  purchases  and 
manufacturing  expenses  to  their  respective 
general  ledger  accounts,  and  debiting  the  cost 
of  goods  sold  to  the  cost  of  sales  account. 

As  mentioned  in  the  beginning  of  this  article, 
distribution  of  overhead  has  not  been  discussed, 
because  the  soap  business  probably  does  not 
present  any  problems  in  that  respect  that  are 
peculiar  to  itself.  The  same  applies  to  the 
distribution  of  selling  expense. 

Too  much  emphasis  cannot  be  placed  upon  the 
importance  of  eternal  vigilance  in  testing  and  re- 
testing  the  methods  employed  in  a  cost  system 
of  this  kind,  with  a  view  to  finding  those  which 
are  most  accurate  while  still  being  practical. 

The  concluding  section  of  the  pam- 
phlet emphasizes  the  desirability  of  stand- 
ard costs. 

Improving  Foremanship.  Bulletin  No.  Gl  of  the 
Federal  Board  for  Vocational  Education. 
Printed  by  the  Government  Printing  Office, 
Washington,  D.  C. 

Charles  R.  Allen,  Special  Agent  for  In- 
dustrial Education,  who  has  had  a  large 
experience   in   organizing   and  conducting 
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foremen's  conferences  and  in  training 
instructors  for  trade  and  industrial  classes, 
prepared  the  manuscript  for  Bulletin  No. 
61 .  One  of  a  series  of  three  on  f  oremanship 
and  instructor  training,  it  is  really  a  collec- 
tion of  papers  which  were  read  at  a  recent 
conference  in  Chicago.  Mr.  J.  C.  Wright, 
Chief  Industrial  Education  Service,  directed 
Mr.  Allen  in  its  preparation.  The  bulletin 
states: 

Foremanship  and  instructor  training  courses 
have  thus  far  been  developed  largely  as  individ- 
ual experiments.  While  the  experimental  stage 
is  not  yet  passed,  it  is  believed  that  valuable 
experiences  should  be  made  available  to  all  and 
that  certain  general  principles  should  be  set  up 
with  regard  to  the  objectives  to  be  attained  in 
such  training. 

W'ith  this  purpose  predominant,  the 
pamphlet  sets  forth  briefly  some  very 
serviceable  information,  of  value  to  state 
officers  in  Industrial  Education  and  to 
managers  of  industrial  plants  who  may  be 
interested  in  courses  of  instruction  for 
foremen. 

A  definition  of  the  term  "foreman"  is 
found  in  the  prefiminary  discussion  in  the 
bulletin : 

The  term  "foreman"  is  used  to  designate 
primarily  an  indi^^duaI,  regardless  of  his  title, 
who  represents  the  lowest  link  in  the  chain  of 
authority,  supervision,  and  management:  that  is, 
the  minor  executive  who  stands  next  to  the  work- 
ing force.  For  all  practical  purposes,  however, 
the  following  discussion  can  be  considered  as 
including  any  minor  executive,  such  as  a  super- 
visor, general  foreman,  forewoman,  forelady, 
assistant  foreman,  gang  leader,  boss,  second 
hand,  quarterman,  and  leaderman. 

The  broad  appeal,  then,  of  the  bulletin 
has  much  to  recommend  it. 

Di\'ided  into  five  sections,  the  material 
in  the  bulletin  is  easily  accessible  to  the 
hurried  reader.  The  five  parts  are:  "Pre- 
liminary Discussion,"  "Tj-pes  for  Fore- 
manship, Trade-Extension  Courses,"  "De- 
tailed Discussion  of  Trade-Extension 
Courses,"  "The  Importance  of  a  Clearly 
Defined  Objective,"  "General  Factors 
Making  for  Efficiency  in  Foremanship 
Courses." 

Foremanship  training  as  the  term  is  u.sed  here 
means  any  conscious  attempt  on  the  part  of  any 
.Tgency  either  to  prepare  individuals  for  discharg- 


ing effectively  the  responsibilities  of  the  fore- 
man's job  as  a  supervisor  and  manager,  as  de- 
fined in  this  bulletin,  or  to  aid  individuals 
already  employed  as  foremen  to  discharge  their 
supervisory  and  managerial  responsibilities  more 
effectively.  If  a  job  is  anything  that  anybody  is 
paid  to  do,  the  foreman  has  a  job  even  though 
this  job  differs  from  the  job  of  a  production 
worker  in  that  it  is  essentially  a  responsibility 
job  and  not  a  production  job. 

The  duties  of  the  foreman  are  classified 
under: 

1.  Supervisory  Responsibilities. 

2.  Managerial  Responsibilities. 

3.  Instructional  Responsibilities. 

Working  on  the  perfectly  justifiable  sup- 
position that  a  very  great  responsibility 
rests  on  the  foremen  of  industrial  concerns 
in  seeing  that  work  "is  done  and  done  cor- 
rectly," the  bulletin  outlines  workable 
means  by  which  the  efficiency  of  the  fore- 
men may  be  increased.  Although  it  natu- 
rally limits  itself  to  a  discussion  of  foreman- 
ship  courses  and,  as  stated  in  Section  I, 
"sets  up  the  principles  that  should  guide 
state  boards  for  vocational  education  in 
correctly  classifying  training  courses  given 
to  foremen  as  trade-extension  courses  or 
instructor-training  courses,"  it  does  con- 
tain a  large  amount  of  interesting  and  val- 
uable information  for  the  business  execu- 
tive. 

Foreman  Training  Courses.  Bulletin  No.  36  of 
the  Federal  Board  for  Vocational  Education, 
Washington,  D.  C.  Printed  by  the  Govern- 
ment Printing  Office,  Washington.  Trade  and 
Industrial  Series  No  7. 

There  has  been  much  good  work  done  in 
the  past  in  training  business  executives, 
high  business  ofiicials,  and  the  workers  in 
the  plants  themselves  for  greater  efficiency, 
but  little  has  been  said,  or  done,  about 
training  the  foremen,  or  the  middle  group. 
As  the  connecting  link  between  those  who 
do  the  actual  work  and  those  who  direct  the 
business,  this  middle  group,  or  the  non- 
commissioned officers,  if  j-ou  wish,  compris- 
ing foremen  and  minor  executives,  is  im- 
portant. An  increase  in  the  foreman's 
efficiency  results  naturally  in  a  greater 
business  prosperity. 

More  recently  careful  study  has  been 
given  to  the  problems  of  the  middle  group. 
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Those  who  are  engaged  in  vocational 
education  have  turned  their  attention  to 
the  foreman. 

Bulletin  No.  36  deals  solely  with  the 
foreman  training  courses.  It  was  prepared 
by  Charles  R.  Allen,  and  Michael  J.  Kane, 
Special  Agents  of  the  Board  for  Vocational 
Education,  and  is  based  on  a  co-operative 
arrangement  between  the  E.  I.  du  Pont  de 
Nemours  and  Company  of  Wilmington, 
Delaware,  and  the  Federal  Board  for  Voca- 
tional Education  for  carrying  on  a  course 
for  training  foremen  at  the  Harrison's  plant 
of  this  company  at  Philadelphia.  As 
stated  in  the  bulletin  the  purpose  of  this 
course  was  twofold: 

1.  To  draw  up  the  subject  matter  content  for 
the  course. 

2.  To  work  out  the  course  with  a  group  of 
foremen  from  the  plant. 

The  work  was  carried  on  under  the  direc- 
tion of  a  committee  which  included  Mr. 
Allen,  Mr.  Kane,  and  others. 

Although  the  bulletin  gives  the  results  of 
experiments  carried  on  under  actual  indus- 
trial conditions  and  is  valuable  and  authori- 
tative on  that  account,  "it  is  issued  not  as  a 
final  word  on  training  foremen,  but  rather 
as  a  record  of  an  experiment  in  foreman 
training." 

The  bulletin  continues: 

It  is  ho{>ed,  however,  that  the  methods  and 
means  herein  set  forth  will  be  of  assistance  to 
those  who  are  working  on  this  problem. 

The  material  prepared  is  intended  to  serve  two 
purpvoses: 

1.  To  give  information  and  suggestions  to 
those  who  are  interested  in  promoting,  initiating, 
or  conducting  foreman  training  courses. 

2.  To  p^o^^de  suggestive  samples  of  instruc- 
tion material  that  could,  if  desired,  be  placed 
directly  in  the  hands  of  men  attending  such 
courses  or  could  sers-e  as  a  basis  for  further 
development  of  instruction  material. 

The  material  mentioned  in  (2)  is  given 
in  Part  II  of  the  bulletin  and  is  practical 
to  any  who  may  be  interested  in  conducting 
foreman  training  courses. 

Part  I  of  Bulletin  No.  36  is  devoted  to 
the  interests  of  those  who  are  directly  in 
contact  with  the  work  of  foreman  training 
and  to  business  executives  who  may  be 
planning,  or  arc  interested  in,  courses  for 


their  minor  executives.  Tliere  are  five 
sections  in  Part  I:  Section  1,  "Foreman 
Training  and  the  Vocational  Education 
Act,"  which  is  designed  primarily  "for  the 
state  or  local  executive  or  other  official  who 
may  be  concerned  with  the  question  of  the 
possibility  of  operating  such  courses  under 
the  vocational  education  act;"  Section  2, 
"Suggestive  Schedules  for  Eighty-two 
Foreman  Meetings;"  Section  3,  "The  Need 
of  Foreman  Training  and  Some  Past 
Difficulties" — especially  interesting  to  the 
executive;  Section  4,  "Planning  and  Initia- 
tion of  Foreman  Training  Courses,"  and 
Section  o,  "Conducting  Foreman  Training 
Courses." 

There  is  a  distinct  need : 

.  .  .  for  the  men  who  are  by  virtue  of 
their  position  bound  by  responsibilities  to  both 
working  force  and  executives,  and  who  are  usually 
designated  as  foremen.  They  form  a  very  im- 
portant link  in  the  industrial  chain  which  might 
be  said  to  be  made  of  (1)  a  link  of  executive 
functions,  (2)  a  link  of  operating  and  working 
functions,  and  (3)  the  foremanship  link,  which 
completes  the  chain.  This  middle  link  of  fore- 
manship is  one  which,  until  very  recently,  has 
received  little  or  no  attention  from  the  stand- 
point of  training,  and  at  present  forms  the  weak- 
est point  Ln  our  industrial  chain. 

With  this  strong  argument  for  the  need 
of  foreman-training  courses  established,  the 
bulletin  goes  on  to  present  good  methods  of 
strengthening  this  "weakest  point  in  our 
industrial  chain"  by  training,  with  encour- 
aging data  to  establish  its  points. 

Executives  will  find  Bulletin  No.  36  of 
great  value.  It  may  be  secured  by  writing 
to  the  Federal  Board  for  Vocational 
Education,  Washington,  D.  C. 

La  Bourse  des  Valeurs  de  Paris  pendant  la 
guerre.  By  M.  Bourljeau.  (Paris:  Librairie 
Generale  de  Droit  et  de  Jurisprudence.) 

This  work  contains  important  data  re- 
lating to  the  status  of  the  Paris  Bourse  and 
the  prevailing  methods  of  distributing  and 
liquidating  securities  in  France.  The  Paris 
Bourse  was  closed  by  order  of  the  French 
Government  on  July  31,  1914,  and  re- 
mained closed  until  September  30,  1915. 
^^'hen  it  reopened,  transactions  were 
limited  in  scope  and  prices  were  regulated 
and  controlled  through  government  agen- 
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cies.  The  principal  motive  for  the  reopen- 
ing of  the  Bourse  in  1915  was  the  need  of 
assistance  on  the  part  of  the  agents  de 
change  in  the  flotation  of  the  government 
loans. 

The  French  government,  like  the 
British,  prohibited  new  capital  flotations 
in  the  Paris  market  not  directly  or  in- 
directly assisting  the  prosecution  of  the 
war,  thus  excluding  all  foreign  issues.  It 
also  endeavored  to  mobilize  foreign  se- 
curities with  a  view  to  supporting  franc 
exchange.  Unfortunately,  French  invest- 
ments had  been  encouraged  before  the  war 
in  Russian,  Turkish  and  Balkan  securities, 
which  were  almost  worthless  as  a  means  of 
establishing  French  credits  in  neutral 
markets.  The  French,  moreover,  did  not 
favor  securities  in  foreign  currencies. 
Though  some  of  American  franc  securities 
were  resold  to  American  bankers  and  con- 
verted into  dollar  bonds,  the  bulk  of  them 
remained  in  Paris  and  could  not  be  used  for 
the  "pegging"  of  exchange. 

The  most  interesting  and  instructive 
section  of  Dr.  Bourbeau's  book  is  the 
discussion  of  Bourse  reform  in  an  appendix 
entitled  "The  Reorganization  of  the  Paris 
Market."  The  arrangement  granting  the 
syndicate  of  seventy  agents  de  change  a 
monopoly  of  transactions  executed  on  the 
floor  (parquet)  of  the  Bourse  is  obsolete  and 
ineffective.  As  a  result,  the  bulk  of  se- 
curity transactions  are  not  executed  on  the 
oflScial  floor  of  the  exchange,  and  specula- 
tion is  encouraged  more  than  discouraged 
by  the  severe  listing  restrictions  enforced 
by  the  French  government.  Because  of 
their  peculiar  monopoly  covering  certain 
classes  of  transactions,  the  agents  de  change 
(who  are  supposed  to  act  as  mere  interme- 
diaries) take  advantage  of  the  opportunities 
to  speculate  on  their  own  account  and  to 
"rig  the  market." 

The  Business  Cycle.  A  reprint  of  articles  on 

the    Business   Cycle  published    in    The  New 

York  Evening  Post,  20  Vesey  Street,  New 
York  City. 

This  collection  of  articles  on  "The  Busi- 
ness Cycle,"  as  well  as  subsequent  articles 
on  the  same  subject,  was  published  with 
the  intent  of  showing  business  men  that  by 
correct  economic  thinking  and  an  intelligent 


use  of  statistical  material  they  can  exercise 
a  large  degree  of  control  over  the  course  of 
the  business  cj'cle.  These  articles  are 
arranged  in  three  parts — those  covering  the 
theory  and  principles  of  the  business  cycle, 
the  practical  application  of  these  principles 
to  the  management  of  business,  and  the 
reading  of  the  business  signals  as  they  stand 
today. 

Professor  Wesley  Clair  MitcheU,  who  has 
written  a  book  on  business  cycles,  defines 
them  in  his  first  article  as: 

Merely  a  vivid  term  for  the  recurrent  ebb  and 
flow  of  business  activity  which  past  experience 
has  taught  the  wary  to  expect.  Depressions 
pave  the  way  for  business  revivals,  revivals  de- 
velop into  "booms,"  booms  breed  crises,  and 
crises  run  out  into  depressions. 

He  goes  on  to  say  that:  "the  safest  guide 
to  the  future  is  the  summary  of  the  past, 
provided  by  those  statistical  series  which 
show  the  net  resultant  of  thousands  or 
millions  of  transactions  year  after  year." 
A  verj'  interesting  chart  is  shown  indicating 
the  cyclical  oscillation  of  American  business 
above  and  below  the  normal  expectation 
for  each  year,  for  half  a  century. 

In  his  second  article  he  gives  a  general 
outline  of  the  economic  steps  that  lead  from 
normal  conditions  to  hard  times  and  back 
again  to  prosperity,  applying  this  theory  to 
present  conditions  in  order  to  prove  that 
the  revival  of  American  business  just  begun, 
will  continue  to  progress  in  the  immediate 
future. 

His  third  article  deals  with  effective 
means  of  lessening  severe  business  de- 
pression. He  discusses  the  plan  of  "panic 
financiering"  of  the  Bank  of  England  and 
of  our  own  federal  reserve  bank,  showing 
how  the  violence  of  crises  has  been  mitigated 
by  the  banks,  and  how  business  depressions 
may  be  mitigated  if  men  of  affairs  come  to 
understand  the  cyclical  factor  in  business. 
Nearly  all  the  well-considered  schemes  for 
controlling  the  business  cycle  agree  in  this 
feature — that  the  remedy  is  to  be  sought  by 
shifting  part  of  the  excess  of  the  boom  into 
the  period  of  depression. 

Another  economist.  Professor  Edmund 
E.  Day,  contributed  an  article  on  "The 
Cycle  in  Industrial  Output  Revealed  by 
Production       Records."     Although       the 
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graphs  referred  to  in  this  article  are  not 
reproduced,  the  context  shows  that  extra- 
ordinary Huctiuitions  due  to  accidental 
temporary  causes  are  merely  pauses  in  the 
course  of  the  wave-like  movement  of  a 
cycle.    He  reaches  four  conclusions: 

1.  That  the  length  of  the  wave-like  motion  is 
not  exactly  the  same  from  one  cycle  to  another. 

i.  That  the  period  of  industrial  activity  tends 
to  be  of  longer  duration  than  the  period  of  de- 
pression. 

3.  That  the  timing  of  the  phases  of  the  cycle 
differs  widely  from  trade  to  trade. 

4.  That  there  is  a  wide  variation  in  the  ampli- 
tude of  fluctuations  in  different  industries. 

"Economic  movements  that  are  widely 
anticipated,"  says  Professor  Edwin  Walter 
Kemmerer,  of  Princeton  University  "are 
thereby  either  prevented  from  takmg  place, 
or  mollified  in  their  occurrence."  He 
points  out  the  evils  of  the  business  cycle 
and  states  the  reasons  why  bankers  are  in  a 
position  to  check  depression,  and  to  take 
action  to  lessen  the  bad  effects  of  fluctua- 
tions of  the  cycle.  Some  of  his  points 
supplement  his  article  in  Administration  for 
January,  1921. 

M.  C.  Rorty,  vice-president  of  the  Bell 
Telephone  Securities  Company,  likens 
business  depression  to  an  illness  brought 
about  by  a  combination  of  business  excesses 
and  economic  diseases,  and  suggests  anti- 
dotes and  remedies.     He  says: 

Studies  of  the  business  cycle  have  today  pro- 
gressed to  a  point  where  there  is  substantial 
agreement  as  to  many  of  the  principles  that 
must  govern  in  maintaining  business  on  an  even 
keel  and  in  hastening  recovery  whenever  an  un- 
avoidable crisis  comes.  The  difBculty  is  not  in 
prescribing  adequate  remedies,  but  in  prevailing 
upon  the  patient  to  take  the  medicine. 

One  of  the  most  important  reports  pre- 
sented at  the  Conference  on  Unemploy- 
ment held  in  Washington  during  the  fall, 
was  that  on  Unemployment  and  Business 
Cycles.  This  report  and  an  article  by  Leo 
Wolman,  Chief  of  the  Research  Department 
of  the  Amalgamated  Clothing  Workers  of 
America,  show  how  labor  conditions  follow 
the  business  cycle.  The  first  of  these 
makes  some  suggestions  as  to  ways  and 
means  for  ironing  out  the  fluctuations  in 
employment. 


Clarence  M.  Woolley,  president  of  the 
American  Radiator  Company,  tells  how 
that  company : 

....  has  weathered  several  periods  of  business 
depression  and  one  severe  panic,  and  in  the  midst 
of  tiie  present  deijression  is  having  the  biggest 
full  season  in  its  history.  Its  growth  has  been 
constant.  These  results  are  attributed  in  princi- 
pal measure  to  our  having  consciously  operated 
under  the  principles  of  the  business  cycle.  We 
chart  business  and  financial  conditions,  keep  our 
charts  up  to  date,  and  make  plans  and  conduct 
oiu-  business  according  to  the  situation  as  shown 
by  interpretations  of  these  charts. 

He  then  illustrates  by  concrete  examples. 

The  following  excerpts  from  an  interview 
with  H.  S.  Dennison,  president  of  the 
Dennison  Manufacturing  Company  and  a 
frequent  contributor  to  Administration 
indicate  the  opinion  of  a  practical  business 
man: 

Whether  or  not  it  would  be  desirable  to  flatten 
out  the  line  of  business  activity  to  the  straight 
line  of  growth,  it  certainly  is  impossible  to  do  it. 
However  that  may  be  it  is  not  the  wave  itself  but 
the  breaking  crest  of  the  wave  that  does  the 
damage.  We  should  therefore  focus  our  atten- 
tion upon  the  crest  and  try  to  discover  and  apply 
measures  which  we  may  reasonably  expect  to 
modify  it. 

The  crest  of  the  wave  is  due  to  the  widespread 
belief  in  the  continuance  of  the  rate  of  expansion 
of  the  country  and  its  business,  which  is  too  great 
to  be  maintained  and  assimilated.  Overesti- 
mates in  this  regard,  overestimates  in  the  indi- 
vidual enterprise  of  requirements  and  of  future 
prices,  lead  to  overextension  of  plant,  over- 
purchases  of  raw  materials  and  merchandise; 
increasing  size  and  inefficiency  in  labor  force  and 
in  methods  of  management,  and  overstraining  of 
credit  resources.  These  effects  apply  to  com- 
merce, industry,  transportation,  and  public 
works. 

Our  practice  follows  a  policy  affecting  our  con- 
duct of  production  and  plant-development,  our 
use  of  our  own  credit  and  its  extension  to  our  cus- 
tomers, our  purchase  of  raw  materials  and  mer- 
chandise, our  advertising.  The  policy  of  our 
purchasing  department,  for  example,  is  based 
upon  records  showing  the  swing  of  prices  over  a 
long  period  of  time. 

During  the  crisis  and  the  early  part  of  the  de- 
pression that  follows,  our  purchases,  like  those  of 
everybody  else,  are  from  "hand  to  mouth." 
With  the  first  signs  of  recovery  we  begin  to 
"loosen  up,"  and  from  that  time  on  as  long  as 
prices  remain  well  below  the  normal  line,  we  buy 
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most  freely  in  proportion  to  the  rate  of  con- 
sumption. ...  At  some  price  well  above  the 
normal  we  begin  to  slow  down  as  a  matter  of 
general  policy,  and  presently  we  are  again  buying 
only  from  hand  to  mouth.  .  .  .  This  policy  cer- 
tainly justified  itself  last  year  by  leaving  us  with 
light  stocks  on  hand  of  almost  every  item  when 
the  prices  started  to  break. 

What  business  needs  generally  is  not  less  vigi- 
lance on  the  part  of  individual  concerns  as  to  the 
special  conditions  affecting  particular  lines,  but  a 
very  much  larger  and  more  detailed  body  of 
information,  gathered  widely  and  authoritatively 
and  distributed  promptly  and  frequently,  re- 
garding the  things  that  both  govern  and  exhibit 
the  currents  at  work  to  bring  about  and  accel- 
erate or  retard  the  fluctuations  of  the  business 
cyde. 

Then  follow  articles  or  interviews  that 
explain  the  policies  in  several  lines  of  busi- 
ness for  meeting  the  problems  of  the  business 
cycle — Mark  W.  Cresap  of  Hart,  Schaffner 
and  Marx;  the  managing  head  of  a  large 
department  store;  Theodore  T.  Malleson, 
export  manager  of  the  Royal  Tj-pewriter 
Company;  E.  M.  Herr,  president  of  the 
Westinghouse  Electric  and  Manufacturing 
Company;  Sam  A.  Lewisohn  of  Adolph 
Lewisohn  and  Sons,  mining  and  invest- 
ments; J.  Lionel  Cowen,  president  of  the 
Lionel  Manufacturing  Company,  a  big  toy 
firm;  Matthew  C.  Brush,  president  of  G. 
Amsinck  and  Company,  Inc. 

The  business  signals  as  they  read  today 
are  indicated  by  a  summary  of  replies  re- 
ceived from  leading  bankers  in  various 
parts  of  the  country,  in  reply  to  a  question- 
naire containing  nine  pertinent  questions; 
and  from  retail  clothing,  hardware,  and 
grocery  merchants,  who  were  asked  six 
questions. 

Bankers  and  merchants  are  in  agreement 
that  the  upturn  has  begun,  but  there  is 
considerable  divergence  of  opinion  as  to  the 
time  when  there  will  be  pronounced  im- 
provement. There  is  substantial  agree- 
ment, however,  that  there  will  be  no  sudden 
boom  and  that  the  improvement  will  be 
gradual. 

The  pamphlet  may  be  obtained  from 
The  New  York  Evening  Post,  New  York 
City.  It  is  a  collection  of  articles  that 
every  thoughtful  business  executive  will 
want  to  read. 


Personnel  Research  Agencies.  By  J.  David 
Thompson,  United  States  Department  of 
Labor.     Washington,  D.  C. 

This  bulletin  is  intended  to  serve  as  a 
guide  to  organized  research  in  employment 
management,  industrial  relations,  training, 
and  working  conditions. 

About  a  year  ago  a  conference  was  held 
in  Washington,  D.  C,  under  the  auspices 
of  the  Engineering  Foundation  and  Na- 
tional Research  Council  to  consider  the 
practicability  of  bringing  about  co-opera- 
tion among  the  many  bodies  conducting 
research  relating  to  persons  employed  in 
industry  and  commerce,  from  management 
to  unskilled  labor.  This  conference,  which 
was  attended  by  40  representatives  of 
organizations  of  labor,  manufacturers,  em- 
ployment managers,  engineers,  physicians, 
educators,  economists,  and  social  workers, 
requested  the  Bureau  of  Labor  Statistics  to 
undertake  a  survey  of  existing  agencies 
whose  activities  include  studies  and  inves- 
tigations of  the  employee  and  his  job. 

Containing  the  results  of  such  survey 
arranged  in  the  form  of  a  handbook  for 
ready  reference,  this  bulletin  describes  the 
research  activities  of  about  300  bureaus, 
associations,  foundations,  laboratories,  and 
university  departments,  which  deal  with 
the  problems  of  an  employment  manager's 
office,  vocational  psychology,  wage  systems, 
cost  of  living  and  budgets,  employee 
representation,  training  of  managers,  fore- 
men and  workmen,  whether  in  educational 
institutions  or  in  the  factory,  the  relation 
of  hours  of  labor,  fatigue,  lighting,  ventila- 
tion, food,  etc.,  to  output  and  health  of 
workers,  occupational  diseases  and  health 
hazards  in  the  various  industries,  safety 
codes  and  appliances  for  the  prevention  of 
accidents,  and  the  special  problems  con- 
nected with  the  employment  of  women  and 
young  persons,  immigrants,  colored  work- 
ers, the  handicapped  or  disabled,  and  the 
mentally  deficient  or  unstable. 

The  industrial  engineer,  the  employment 
manager,  the  trade-union  official,  the  edu- 
cational director  in  retail  store  or  factory, 
the  vocational  counselor  in  the  public 
schools,  the  industrial  physician,  and  the 
social  worker  will  all  find  information  useful 
to  them  in  this  compendium. 


CHRONICLE  AND   COMMENT 


IN  THIS  ISSUE 

The  late  Elbert  Hubbard  once  remarked 
that  the  way  to  be  interesting  was  to  speak 
on  a  topic  about  which  you  knew  a  great 
deal  and  about  which  your  audience  knew 
very  little.  He  usually  followed  this  pre- 
cept by  speaking  about  himself.  The  edi- 
tor has  no  desire  to  talk  about  himself  but 
he  believes  a  little  chat  about  this  issue 
might  be  worth  while. 

The  average  executive  is  continually 
saying,  "But  my  business  is  different." 
Admitting  that  such  an  assertion  is  fre- 
quently made,  Maurice  T.  Fleisher,  Presi- 
dent of  The  Notaseme  Hosiery  Company, 
promptly  challenges  its  truth,  with  his 
comment : 

Yet  almost  all  successful  companies  operate 
along  a  few  broad  policies  which  are  more  or  less 
common,  and  the  differences  that  exist  between 
them  arise  mainly  in  the  construction,  or  in  the 
interpretation,  which  their  respective  executives 
place  upon  those  basic  policies. 

A  detailed  discussion  of  these  basic  poli- 
cies will  be  found  in  his  contribution  which 
is  sure  to  make  executives  think. 

The  problem,  practically  worldwide,  of 
training  for  leadership  has  now  reached  in- 
dustry. The  history  of  social  organization 
might  well  be  traced  through  the  efforts  to 
develop  leaders.  If  the  reader  should  ex- 
amine the  methods  he  would  discover  tliat, 
as  a  rule,  each  group  attacks  its  own  prob- 
lems of  organization  or  social  efficiency  by 
the  "cut  and  dried"  method  or  what  is  often 
termed  the  method  of  expediency.  Later 
each  group  discovers  that  organization 
depends  upon  well-defined  principles. 
When  this  fact  is  realized  each  group  begins 
to  so  organize  its  data  that  it  can  transfer 
the  knowledge  and  experience  gained  from 
one  group  to  another. 

It  is  not  surprising,  therefore,  that  in  the 
field  of  economics  production  should  be  the 
first  to  organize  its  material  in  order  to 
train  leaders.  Those  in  charge  of  produc- 
tion are  now  trying  to  get  their  data  co- 
ordinated in  various  ways.  This  has  taken 
place  through  the  organized  system  of  edu- 
cation,  through   outside  agencies  such  as 


the  correspondence  schools,  and  through 
the  industry  itself.  Today  the  question 
is — "Which  one  of  these  is  likely  to  sur- 
vive?" The  importance  of  this  question  is 
emphasized  by  the  formation  of  over  200 
organizations  representing  something  like 
$3,000,000,000  of  capital  into  The  National 
Association  of  Corporation  Training.  The 
university  professors  of  commerce  in  Amer- 
ican institutions  of  higher  education  re- 
cently gave  up  the  major  part  of  their  con- 
vention to  the  discussion  of  methods  of 
training  industrial  leaders.  Such  a  deci- 
sion was  of  course  based  on  the  growing 
realization  that  efficiency  in  industry  rests 
fundamentally  upon  educational  training, 
extending  from  the  employee  at  the  bot- 
tom to  the  executive  at  the  top.  Recently 
one  of  America's  foremost  executives  in 
summing  up  the  investigation  of  his  Com- 
mittee on  Salesmanship  Efficiency  made 
the  statement  that  in  his  opinion  90  per 
cent  of  the  problems  of  management  re- 
solved themselves  into  questions  of  training. 

Following  along  this  same  line  of  thought 
a  most  interesting  article  is  presented  this 
month  on  the  subject  of  "Training  Execu- 
tives." Its  WTiter  advances  the  rather 
novel  point  of  view  that  manufacturing  is 
an  activity  that  should  be  approached  not 
merely  from  the  standpoint  of  business  and 
engineering,  but  also  from  the  viewpoint 
that  it  is  an  art.  He  presents  a  curricu- 
lum, worked  out  somewhat  in  detail,  which 
should  be  of  interest  not  only  to  every 
manufacturing  executive  but  also  to  every 
business  man.  In  the  opinion  of  the  editor 
a  few  minutes  spent  in  checking  up  the  re- 
quirements of  the  training  suggested 
against  the  personal  qualifications  of  the 
executive  would  be  well  worth  while. 

On  account  of  the  strike  of  the  photo- 
engravers  in  New  York  City,  Part  III  of 
the  series  of  articles  by  Anthony  B.  Man- 
ning on  "Fixed  Property  Accounting,"  has 
had  to  be  postponed  until  next  month. 
This  annoyance  might  furnish  a  good  text 
for  an  editorial  on  labor  unions — but  that 
is  another  story,  as  Kipling  would  say. 

This  issue,  however,  contains  several 
articles    which    relate    to    accounting    but 
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which  should  be  of  interest  to  the  execu- 
tive. Arthur  L.  Moler,  Assistant  Credit 
Manager  of  The  Union  Trust  Company  of 
Cleveland,  outlines  "\Miat  the  Account- 
ant's Report  Should  Show  the  Banker." 
He  gives  the  following  two  principal  rea- 
sons why  the  accountant  should  prepare 
his  report  in  such  a  manner  as  to  enable  the 
banker  to  judge  properly  the  business  of  his 
client: 

1.  Because  the  client  is  entitled  to  have  his 
affairs  so  set  forth  as  to  do  him  full  justice. 

2.  Because  the  accountant  if  he  lives  up  to  the 
high  ideals  of  his  profession  can  do  no  less  than 
show  things  as  they  really  are. 

Somewhat  similar  in  subject  matter  but 
different  in  mode  of  treatment  is  the  dis- 
cussion of  "The  Psychology  of  a  Good 
Statement,"  by  Neill  Hutchings,  Assistant 
Auditor  of  the  Chickasaw  Shipbuilding 
and  Car  Company,  Mobile,  Alabama. 

Of  equal  interest  to  the  executive  and  the 
controller  is  the  very  specific  article,  "Sym- 
bolization  of  Expenditures  as  an  Aid  to 
Executive  Control,"  by  Dwight  T.  Farn- 
ham.  The  history  of  business  organization 
is  full  of  instances  where  accounting  sys- 
tems have  been  proposed  or  installed  in 
which  the  cost  of  the  clerical  work  involved 
far  exceeded  the  benefits  derived  from  the 
detailed  analysis  furnished  by  the  system. 
In  his  article  on  the  use  of  symbols  Mr. 
Farnham,  an  industrial  engineer  of  wide 
experience,  gives  a  new  angle  of  attack  on 
the  problem.  He  proposes  to  keep  the 
detailed  analysis,  but  at  the  same  time  to 
avoid  the  cost  of  excessive  clerical  work  by 
the  use  of  symbols  in  the  accounts. 

One  of  the  things  constantly  brought  to 
the  editor's  attention  is  the  wealth  of  arti- 
cles on  the  organization  of  large  concerns 
and  the  dearth  of  those  on  the  analysis  and 
control  of  the  smaller  industries.  It  is  a 
particular  pleasure,  therefore,  for  the  editor 
to  print  in  this  issue  "Simplified  Manu- 
facturing Accounts,"  by  S.  B.  Levin,  Audi- 
tor of  the  W.  W.  Sly  INIanufacturing  Com- 
pany of  Cleveland.  Early  in  his  article 
Mr.  Levin  points  out: 

This  article  is  primarily  for  the  so-called 
"small"  manufacturer,  whose  business  does  not 
warrant  an  augmented  office  force  or  system 
involving  minute  detail;  nevertheless,  the  basic 


principles  of  accounting  are  utilized,  as  well  as 
semistandardized  forms  in  vogue  with  the 
modern  accountant. 

The  field  of  marketing  demands  special 
attention  in  this  period  of  depression.  How 
the  selling  problem  was  solved  by  the  Presi- 
dent of  The  Baltimore  Locomotive  Works 
is  given  in  various  steps  by  Rlr.  Carter. 
President  Vauclain  honestly  believes  that 
there  is  business  if  one  will  go  get  it,  not- 
withstanding the  eternal  and  infernal  pessi- 
mism that  has  prevailed.  This  Baldwin 
recipe  for  building  a  bigger  business  under 
difficult  systems  cannot  fail  to  be  sugges- 
tive for  other  executives. 

Several  of  the  accounting  articles  of 
necessity  deal  with  finance,  but  the  con- 
tribution -par  excellence  in  this  field  is  "The 
Modern  Executive  and  the  Stock  Ex- 
change," written  by  the  Economist  of  the 
Committee  on  Library  of  the  New  York 
Stock  Exchange.  He  answers  in  an  au- 
thoritative way  just  those  questions  which 
the  modern  executive  has  asked  but  for 
which  he  has  been  unable  to  find  satisfactory 
replies  either  in  the  periodical  or  the  peri- 
patetic literature  of  business. 

Another  article  in  the  financial  field  is 
that  by  Milton  Rindler  on  "Corporations 
Under  the  New  Tax  Law."  In  this  con- 
tribution Mr.  Rindler  who  was  formerly 
with  the  Treasury  Department  as  Federal 
Tax  Investigator  points  out  the  changes 
that  have  been  made  by  the  new  law. 

In  the  field  of  management  Alexander  C. 
Brown,  President  of  the  Cleveland  Cham- 
ber of  Commerce,  shows  how  better  indus- 
trial relations  can  be  secured.  By  way  of 
illustration  he  uses  a  chamber  of  commerce 
which  has  actually  done  things.  He  be- 
lieves that  the  responsiiiility  for  leadership 
in  promoting  better  industrial  relations  in 
the  community  logically  belongs  to  the 
local  chamber  of  commerce.  Another  ar- 
ticle, full  of  "management  meat"  is  "The 
Historj'  of  Job  Analysis,"  by  Richard  S. 
Uhrbrock,  Employment  Supervisor  of  the 
Traffic  Department  of  The  Western  Union 
Telegraph  Company. 

Supplementing  these  articles  in  the  vari- 
ous fields  of  business  will  be  found  the 
reviews  of  the  latest  books  and  pamphlets 
of  practical  value  to  the  business  executive. 
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BUSINESS  CYCLES 

Business  men  have  been  bombarded  for 
the  last  few  years  with  artillery  arguments 
tending  to  show  that  periods  of  prosperity 
and  depression  corresponded  with  certain 
physical  phenomena  such  as  the  appear- 
ance or  disappearance  of  sun  spots  or  in 
accordance  with  some  phenomena  pertain- 
ing to  the  planet  Venus. 

At  last,  the  term  "business  cycle"  has 
superseded  the  word  "psychology"  in  the 
vocabulary  of  the  business  man.  Nothing 
happens  today  without  being  referred  to  the 
business  cycle  for  explanation.  The  most 
recent  emphasis  was  given  to  this  subject 
by  The  American  Economic  Association  at 
its  recent  convention  in  Pittsburgh.  In 
this  conference  many  of  the  leading  papers 
dealt  with  the  Business  Cycle. 

The  man  who  has  perhaps  done  more 
clear  thinking  in  this  field  than  any  other  is 
Professor  Wesley  C.  Mitchell.  His  paper 
entitled  "The  Crisis  of  IQ-ZO  in  the  United 
States:  A  Quantitative  Survey,"  was  one 
of  the  best  explanations  and  summaries  of 
the  theories  in  this  field  yet  given. 

A  pamphlet  on  business  cycles  recently 
issued  by  The  New  York  Evening  Post  is 
reviewed  in  this  issue  of  Administration. 
The  pamplilet  opens  with  a  contribution 
by  Professor  Mitchell  and  probably  gives 
the  best  resume  of  what  is  really  known 
about  business  cycles.  The  review  of  the 
pamphlet  is  sufficient  to  indicate  the  lead- 
ing topics  discussed.  In  this  connection 
the  reader  should  refer  to  the  article  by  H. 
Parker  Willis  in  the  August  issue. 

To  return  to  the  meeting  of  The  Ameri- 
can Economic  Association,  it  may  be  said 
in  passing  that  Jacob  H.  Hollander,  Pro- 
fessor at  Johns  Hopkins  University  and 
President  of  the  Association,  made  business 
cycles  the  theme  of  one  of  his  addresses. 
His  chief  points  bore  upon  the  limitations 
of  the  trade  barometer  as  an  indication  of 
business  conditions.  He  stated  that  so 
far  as  economics  was  concerned  nothing 
could  be  told  within  narrow  limits  when  a 
trade  depression  was  going  to  take  place — 
usually  a  year  or  more.  By  way  of  con- 
trast he  spoke  of  the  attempts  of  certain 
leading  barometer  specialists  to  point  out 
high  and  low  trade  pressure  areas  within 


monthly  periods.  He  urged  that  econo- 
mists when  they  passed  an  opinion  on  this 
subject  should  also  point  out  its  limitations 
and  thereby  avoid  misleading  the  business 


OPEN  COMPETITION  PL.\N 

The  United  States  Supreme  Court  finally 
handed  down  its  decision  in  the  famous 
"American  Hardwood  Case."  The  opinion 
of  the  court  concurred  in  by  six  justices  was 
to  the  effect  that  the  "Open  Competition 
Plan"  conducted  by  the  "American  Hard- 
wood Manufacturers'  Association"  through 
its  "Statistical  Department"  was  an  infrac- 
tion of  the  provisions  of  the  Sherman  Act 
and  consequently  illegal.  Three  justices 
concurred  in  a  dissenting  opinion  delivered 
by  Justice  Brandeis. 

This  case  is,  of  course,  of  considerable 
interest  to  the  Trade  Associations  because 
of  its  bearing  upon  the  practice  of  exchang- 
ing trade  information.  The  American 
Hardwood  Manufacturers'  Association  rep- 
resents about  5  per  cent  of  the  saw  mills  and 
about  30  per  cent  of  the  annual  production 
of  hardwood.  The  Statistical  Department 
of  the  Association  collected  from  the  mem- 
bers detailed  statistics  in  regard  to  orders 
taken,  prices,  stocks  on  hand,  and  probable 
cuts.  This  information  was  distributed 
through  weeldy  market  letters  and  other 
periodical  reports  indicating  general  market 
trends.  The  information  was  entirely  con- 
cerned with  prices,  stocks,  and  market  con- 
ditions. The  case  has  no  bearing  upon  the 
legality  of  uniform  cost  methods  nor  upon 
the  interchange  of  information  or  statistics 
in  regard  to  manufacturing  costs.  There  is 
nothing  in  the  decision  of  the  court  which 
need  interfere  with  the  uniform  cost  plans 
of  any  trade  association  nor  with  the  inter- 
change of  cost  statistics  so  long  as  there  is  no 
combination  or  co-operation  to  fix  prices  or 
restrict  competition. 

PRICE  FIXING 

Edmond  A.  Whittier,  Secretary-Treas- 
urer of  the  American  Fair  Trade  League, 
gave  out  for  publication  a  statement  by 
Honorable  Joseph  E.  Davies,  former  Com- 
missioner of  Corporations  and,  for  several 
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years,  Chairman  of  the  Federal  Trade 
Commission,  on  the  scope  of  the  recent 
decision  of  the  United  States  Supreme 
Court  in  the  Beech-Nut  case.  Since  his 
retirement  from  public  office  Mr.  Davies 
has  been  the  General  Counsel  of  the  Amer- 
ican Fair  Trade  League. 
His  statement  reads,  in  part,  as  follows : 

This  decision  holds  that  a  system  of  resale 
price  maintenance,  involving  the  co-operation  of 
dealers  or  others  which  has  the  effect  of  restrict- 
ing the  competition  of  dealers  in  the  sale  of  the 
product  of  the  manufacturer  employing  such  a 
system,  is  an  unfair  method  of  competition  in 
violation  of  the  Federal  Trade  Commission  Act, 
even  though  no  agreement  either  express  or  im- 
plied between  the  manufacturer  and  his  dis- 
tributors is  proved.  Such  a  restriction  of  dealer 
competition  is  held  contrary  to  the  declaration  of 
public  policy  embodied  in  the  present  anti-trust 
acts. 

But,  on  the  other  hand,  the  decision  reaflBrms 
the  right  of  a  manufacturer  to  refuse  to  sell  to 
others  who  will  not  sell  his  goods  at  the  prices  he 
fixes  for  their  resale  if  without  any  pm'pose  to 
acquire  a  monopoly.  While  the  individual  right 
to  refuse  to  sell  is  recognized  by  the  court,  its 
condemnation  of  any  co-operative  means  of 
accomplishing  the  maintenance  of  resale  prices 
makes  necessary  the  use  of  the  utmost  caution  in 
following  such  a  policy. 

The  order  as  amended  by  the  court  enjoins  the 
company  from  carrying  into  effect  the  Beech- 
Nut  policy  by  co-operative  methods  in  which  the 
respondents  and  its  distributors,  customers,  and 
agents  undertake  to  prevent  others  from  securing 
the  company's  products  at  less  than  the  price 
designated  by  it.  It  thus  requires  the  company 
to  refrain  from  any  co-operation  with  distribu- 
tors, customers,  or  even  its  own  agents  designed 
to  prevent  other  distributors  or  the  ultimate  con- 
sumer from  securing  the  company's  products 
from  any  source  or  at  whatever  price  they  may 
be  able  to  secure  them.  Such  co-operative 
methods  accomplished  by  the  following  means 
are  condemned: 

1.  The  practice  of  reporting  the  names  of 
dealers  not  observing  the  resale  prices. 

2.  The  listing  of  dealers  as  undesirable  cus- 
tomers not  to  be  supplied  until  they  give  satis- 
factory assurance  of  their  purpose  to  maintain 
the  designated  prices  in  the  future. 

3.  The  employment  of  salemen  or  agents  to 
report  dealers  not  observing  resale  prices  and  the 
diversion  of  orders  of  purchase  secured  by  spe- 
cialty salesmen  from  wholesalers  and  jobbers  who 
fail  to  observe  resale  prices  to  those  who  do 
observe  them. 


4.  The  use  of  numbers  and  symbols  on  cases 
for  the  purpose  of  ascertaining  the  names  of 
dealers  who  sell  at  less  than  the  suggested  price 
or  who  sell  to  others  who  sell  at  less  than  the  sug- 
gested price  in  order  to  prevent  such  dealers  from 
obtaining  the  products  of  the  company,  or 

5.  Any  other  equivalent  co-operative  method. 

While  this  decision  again  recognizes  the  indi- 
vidual right  of  refusal  to  sell  in  the  absence  of  a 
monopolistic  intent  or  effect,  there  has  been 
injected  into  the  situation  a  new  factor  so  far  as 
the  exercise  of  a  resale  price  policy  is  concerned, 
to  wit:  that  even  co-operative  methods  employed 
between  manufacturers  and  dealers  without  any 
agreement  may  result  in  a  violation  of  the  law. 
To  effectively  conduct  a  resale  price-selling 
policy  free  from  any  element  of  co-operation 
with  dealers,  in  the  practical  conduct  of  the 
business  would  require  the  highest  order  of  legal 
knowledge  and  discernment  and  constant  legal 
supervision  over  the  sales  department.  Other- 
wise, even  though  projected  with  the  best  of 
intentions,  there  would  be  grave  danger  of  un- 
consciously coming  within  the  inhibitions  of  the 
law. 

This  decision  confirms  not  only  my  own  opin- 
ion frequently  expressed  by  the  good  judgment 
of  the  Directors  of  the  American  Fair  Trade 
League  who  have  based  their  policy  upon  the 
theory  that  what  is  required  to  protect  this 
legitimate  right  of  manufactiu-ers  is  modernized 
legislation;  a  position  which  is  supported  by  the 
commendation  not  only  of  the  leading  econo- 
mists, publicists,  and  statesmen  of  the  United 
States,  but  recommended  as  well  by  the  Federal 
Trade  Commission. 


BUSINESS  TRAINING 

Indications  which  mark  the  direction 
that  modern  business  thought  is  taking 
were  shown  at  the  recent  Convention  of 
the  American  Society  of  Mechanical  Engi- 
neers. Two  of  the  largest  meetings  of 
this  convention  of  technical  men  were 
directed  toward  the  business  aspects  of 
engineering. 

One  was  a  session  given  to  a  discussion 
of  engineering  education,  in  which  the 
importance  of  business  training  was  em- 
phasized; the  second,  which  was  perhaps 
better  attended  than  was  any  other,  was 
the  one  on  management  engineering.  Both 
of  these  meetings  strongly  emphasized  the 
necessity  of  business  education  and  many 
of  the  discussions  were  devoted  largely  to 
stressing   the   relative   importance   of   the 
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factors  of  management  in  an  engineers 
career  as  compared  with  his  technical 
requirements. 

It  seems  to  be  tliat  engineers  are  begin- 
ning to  consider  that  business,  or,  as  the 
engineer  would  rather  speak  of  it,  man- 
agement, wiis  the  one  thing  which  dif- 
ferentiated the  modem  successful  engineer 
from  the  highly  specialized  or  technical 
engineer. 

In  fact,  the  question  of  salaries  which  has 
long  been  discussed  by  engineers  would 
seem  to  be  in  a  way  answered  by  the  con- 
clusion drawTi  in  many  of  these  talks  that 
the  high  salaries  in  the  engineering  pro- 
fession went  to  the  men  with  business 
ability,  just  as  these  salaries  went  to  the 
business  man  in  other  relations. 

REFR.\CTORIES  ACCOUNTANTS 

The  Refractories  Accountants  Institute 
held  a  decidedly  important  and  interest 
ing  meeting  in  New  York  City.  This 
organization  is  composed  of  accountants 
and  those  directly  interested  in  the  sub- 
ject, whose  companies  are  members  of 
the  parent  Refractories  Manufacturers' 
Association. 

In  addition  to  the  part  taken  by  the 
members,  two  papers  were  presented:  one 
by  L.  P.  Alford,  editor  of  Management 
Engineering,  and  a  member  of  the  Commit- 
tee for  the  Elimination  of  Waste  in  Indus- 
try, appointed  by  Herbert  Hoover,  whose 
findings  have  aroused  such  widespread  com- 
ment; the  other  by  G.  Charter  Harrison,  a 
chartered  public  accountant  and  author  of 
"Cost  Accounting  to  Aid  Production." 

Papers  and  reports  by  members  were  as 
follows : 

"The  Future  of  the  Institute,"  by  W.  J. 
Westphalen,  St.  Louis,  Mo. 

"Co-operating  with  the  Sales  Depart- 
ment," by  H.  L.  Grohne,  Pittsburgh,  Pa. 

"Distribution  of  Overhead,"  by  J.  G. 
Power,  St.  Marx's,  Pa. 

"Uniform  Cost  Accounting,"  by  R.  E. 
Byrne,  Ashland,  Ky. 

"Is  Interest  an  Element  of  Cost?"  by 
R.  P.  Rickard,  Johnstown,  Pa. 

"Obsolescence,"  by  M.  D.  Worthington, 
Curwensville,  Pa. 


BONUS  TAX  PROBLEM 

Editor  of  Administration: 

My  attention  has  been  called  to  the 
"Bonus-Tax"  problem  appearing  on  pages 
391-3  of  the  September  issue  of  Adminis- 
tration. Much  of  the  possible  effectiveness 
of  presentation  is  lost  by  Mr.  Lancaster  due 
to  the  fact  he  does  not  state  his  problem  and 
show  the  derivation  of  his  formulae.  The 
question  of  a  bonus  dependent  upon  profits 
less  income  taxes  is  still  of  interest  to  many 
concerns  despite  pending  legislation  tend- 
ing toward  simplification.  The  following 
solution  holds  good  for  1919,  1920  and 
possibly  1921. 

Should  there  be  income  subject  to  the 
excess  profits  tax  only,  /  (taxable  income) 
should  be  decreased  by  10%  of  the  partially 
exempt  income.  Similarly  P  (net  profits 
before  bonus  or  taxes)  may  be  decreased  or 
increased  by  such  sums  as  are  not  to  be 
considered  in  computing  the  amount  on 
which  the  bonus  is  to  be  figured. 

The  following  problem  appeared  in  the 
May,  19'-20,  American  Institute  of  Account- 
ants' examination : 

Invested  Capital:  $840,000.00. 

Net  Income  and  Net  Profits :  $470,000 .  00 
less  Bonus. 

Bonus:  10%  of  Net  Income  less  (a)  Fed- 
eral taxes  and  (b)  Federal  taxes  and  Bonus. 

The  solution  follows : 

The  formula'  applicable  to  the  taxable 
income  of  this  case  is: 

46%  7-5. 0-4%  C-$740 

Substituting  the  value  for  invested 
capital,  we  have: 

46%  /- $42,336  -$740,  or 
46%  Z- $43,076 

(a)  Now  if  we  designate  the  net  profits 
before  deducting  the  bonus  or  taxes  as  P, 
the  bonus  as  B,  and  the  tax  as  T,  we  may 
derive  the  following  equations  from  the 
facts  stated: 

(1)  I  =  P-B 

P-T 

(2)  B  =  —777—,  and    by    combining    the 


two. 


10 


7  =  P-10%,^  +  10%,  T. 


'See  Adminiiti ation ,  January  1921,  p.  111. 
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Substituting  for  P  and  for  T,  we  have: 
7  =$470,000 -$47,000+4.6%  I 

-$4,307.60; 
95.4%/ =$418,692. 40 
7  =$438,880. 92. 

Hence, 

B  =  $470,000  -  $438,880 .  92  or 

$31,119.08;  and 

r=p-io  js 

r  =  $470,000 -$311,190. 78  or 

$158,809.22 

(b)  It  may  be  assumed  that  the  bonus  is 
an  expense  that  shoidd  be  deducted  (as 
taxes  are  deducted)  before  determining  the 
bonus;  in  that  case  our  two  equations  are: 

(1)  I  =  P-B 
B=P-T-B 

10 

In  order  to  eUminate  B,  the  second 
equation  must  be  simplified: 

(2)  10B=P-T-B 

U  B=P-T, and  combining  with  (1), 
ll7  =  llP-P  +  r. 

Substituting  for  P  and  T,  we  have : 

117=  $4,700,000  +46%  7  -  $43,076 ; 
10.54%  7  =$4,656,924; 

7  =  $    441,833.40. 
Hence,  B  =  $470,000 .  00  -  $441 ,833 .  40  or 
$28,160.60 

T=P-nB 

r=  $470,000. 00 -$309,832. 64  or 
$160,167.36 
Very  truly  yours, 

(Signed)     E.  L.   Kohler. 

BUSINESS  LETTERS 

There  are  18  reasons  why  business  letters 
are  thrown  into  the  wa^te-basket  and  fail 
to  accompHsh  their  mission.  Life  With  the 
Lincoln,  house-organ  of  the  Lincoln  Life 
Insurance  Company,  lists  them  as  follows : 

1.  Failure  to  inculcate  the  spirit  of  accurate, 
efficient  and  good-humored  service  to  policy- 
holders and  agents. 

2.  Failure  to  secure  the  "personal  touch." 

3.  Failure  to  classify  readers. 

4.  Disregard  of  possible  future  dealings  with 
your  correspondent. 

5.  Lack  of  diplomacy. 


6.  Emphasis  on  the  "I"  and  "we"  rather  than 
on  the  "you." 

7.  Undue  haste. 

8.  Extravagance  of  expression. 

9.  Wrong  enclosures  or  absence  of  enclosures 
referred  to  in  letter. 

10.  False  inducement. 

11.  Dilatory  replies. 

12.  Use  of  unintelligible  insurance  terms 
when  wTiting  to  policy-holders  direct. 

13.  Abuse  of  such  phrases  as  "personal,"  "im- 
portant," "attention  of,"  etc. 

14.  Referring  to  a  former  letter  instead  of  re- 
peating the  information  requested. 

15.  Use  of  stereotyped,  stilted,  exaggerated, 
obscure,  or  outworn  words  and  phrases. 

16.  Assumption  of  a  suspicious  attitude. 

17.  Ignorance  of  human  nature. 

18.  Mere  repetition  of  old  arguments  (particu- 
larly in  follow-up  letters). 

EFFICIENCY— ECONOMY 

The  Bayway  Refinery  News,  house-organ 
of  the  Bayway  Refinery  Standard  Oil  Com- 
pany, publishes  in  the  upper  right-hand 
corner  of  its  last  page  a  boxed  message 
which  reads: 

Efficiency  Economy  Suggestions.  Any  idea 
that  will  promote  the  welfare  of  workmen  and 
efficiency  of  the  Plant  are  invited  from  all. 
Write  it  down  and  drop  it  in  the  box. 

Under  this  the  editor  of  the  paper  pub- 
lishes 10  tj'pical  subjects  on  which  the 
employees  could  undoubtedly  give  valuable 
suggestions  or  remedies.  These  subjects 
cover  the  production  and  distribution  of  the 
product,  the  improvement  of  the  relations 
between  emploj^er  and  employee,  the  elim- 
ination of  waste  of  all  kinds,  the  improve- 
ment of  the  office  work,  etc. 

SAFETY   ^\'EEK 

Statistics  of  the  Safety  Week,  recently 
held  in  Chicago  are  published  in  The  Bell 
Telephone  News,  house-organ  of  the  Illinois 
Telephone  Company.  In  an  editorial  com- 
menting on  the  success  of  "No  Fire  Week" 
the  author  points  out  what  can  be  accom- 
plished by  effort.  The  decrease  in  the  per- 
centage of  fatal  accidents  during  the  week 
was  33  per  cent;  serious  injuries  34  per  cent; 
fire  loss  and  damage  50  per  cent,  and  fire 
alarms  24  per  cent. 
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GOOD  INDUSTRIAL  RELATIONS  IN  THE  OFFICE 


BY   WILLIAM   W.   McCLENCH* 


OFFICE  work,  to  be  done  Nv-ith 
permanent  efficiency,  should  be 
based  upon  the  follo-nnng  deep-rooted 
policies  and  methods: 

1.  The  cultivation  of  industrial  relations 
between  officers  and  clerks. 

2.  Thorough  analysis  of  the  office  into 
definite  departments,  analysis  of  the  rou- 
tine of  each  department  into  jobs,  and  of 
each  job  into  miaute  processes  which  are 
easy  to  perform. 

3.  The  substitution  of  mechanical  office 
methods  for  clerks  in  as  much  of  the  rou- 
tine work  as  possible. 

4.  The  spread  of  Lnteracquaintance  of 
departments  with  each  other's  purposes 
and  methods  so  as  to  restore  the  unity 
which  would  otherwise  be  broken  up  by  de- 
partmentization . 

The  first  and  best  industrial  relations 
are  established  through  the  pay  en- 
velope. 

Have  you  ever  noticed  that  it  is  the 
man  with  the  salary  who  takes  his 
work  problems  home  with  him?  It  is 
the  clerk  on  hourly  wages  who  drops  his 
work  like  a  cannon  ball  when  the  clock 
strikes.  The  same  interest  from  clerks 
as  from  executives  can  be  secured  only 
on  the  same  conditions;  promote  them 

*  President  of  the  MaasachuBetta  Mutual  I.ife  Insur- 
ance Company. 
1 


from  wages  to  salary.  All  clerks  in 
this  office  are  on  salary. 

This  policy  pays  at  the  end  of  the 
day,  for  we  have  more  work  done,  and 
done  right.  It  pays  again  at  the  end 
of  the  year ;  because  we  find  our  organi- 
zation practically  intact,  and  we  have 
not  spent  money  breaking  in  new  people 
only  to  have  them  go  elsewhere.  The 
turnover  in  this  office  for  the  year  1919 
was  only  13  per  cent,  though  during 
that  very  year  industrial  unrest  was 
greatest  when  managers  were  com- 
plaining that  employees  were  leaving 
them  with  little  or  no  excuse,  confident 
that  they  could  easily  get  better  jobs 
elsewhere.  Such  a  time  affords  an 
interesting  test. 

If  a  stenographer  or  clerk  is  out  a 
day,  a  week,  or  a  month  through  illness, 
his  pay  continues  just  the  same  as  if 
he  were  the  president  of  the  company. 
After  he  is  out  for  several  months  the 
full  pay  is  reduced  to  part  pay.  Em- 
ployees, however,  do  not  take  advan- 
tage of  the  comfortable  ability  to  be  ill 
on  pay;  as  the  absence  record  for  the 
year  of  1919  was  only  1.83  per  cent. 
This  means  that  the  average  em- 
ployee misses  only  one  day  every  two 
months,  including  girls.  The  tardiness 
is  equally  low — 1.81  per  cent.     If  an 
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employee  is  tardy  account  is  kept  of 
the  fact,  but  he  is  not  fined. 

Conversely,  our  employees  receive 
no  additional  pay  for  overtime.  But 
this  does  not  affect  their  activities 
when  they  are  needed.  In  1919,  the 
new  business  taken  in  by  the  company 
was  113  per  cent  greater  than  the  new 
business  in  1918.  During  the  adjust- 
ment to  this  additional  volume  a  great 
deal  of  overtime  work  was  necessary 
from  the  clerks  already  in  our  employ 
until  the  extra  number  of  people  re- 
quired for  each  department  could  be 
ascertained,  hired,  and  trained.  For 
weeks  and  months  on  end,  the  clerks 
worked  half  an  hour,  an  hour,  or  an 
hour  and  a  half  overtime. 

Though  this  was  during  the  time  of 
greatest  industrial  unrest  when  the 
average  individual  in  the  United  States 
would  rather  loaf  than  work  overtime, 
and  could  easily  get  a  job  elsewhere, 
our  employees  worked  with  a  will  and 
without  complaint.  Of  course,  they 
knew  that  we  were  reducing  the  over- 
time as  rapidly  as  possible,  until  we 
could  get  back  to  the  usual  policy  when 
everybody  could  quit  at  quitting  time. 

This  office  is  not  felt  to  be  a  prison 
from  which  the  closing  bell  is  the  sig- 
nal for  mad  escape.  Everybody  feels 
himself  to  be  a  sort  of  oflBcer  of  the 
company.  The  mail-boy  is  like  the 
president — and  why  shouldn't  he  be? 
I  do  not  believe  in  people  who  draw  a 
line  between  human  beings  of  different 
station. 

If  our  interest  in  our  work  is  recog- 
nized and  encouraged  we  become  more 
confident  of  our  ability  and  work  better. 
A  president  who  is  the  first  man  to 
preach  this,  and  who  puts  it  into  action 
before  he  is  compelled  to — not  after — 
becomes  the  leader  of  his  employees  as 
well  as  their  boss,  and  can  use  united 
energies  which  otherwise  he  would 
never  have  known  existed.  We  all 
become  interested  if  we  are  allowed 


complete  responsibility  for  our  work. 

The  result  is  that  during  1919  the 
average  clerk  in  this  office  handled  a 
$2,000,000  business.  One  million  dol- 
lars of  business  per  year  per  clerk  is  a 
fair  capacity.  The  latest  capacity  is 
$2,470,000  per  clerk. 

This  interest  has  furnished  us  with 
plenty  of  candidates  for  promotion 
from  the  ranks  instead  of  bringing  in 
new  people.  So  we  have  content,  co- 
operation, and  progressiveness.  Out 
of  10  people  in  the  principal  squares 
of  the  organization  chart,  8  came 
from  the  lowest  ranks.  The  first  vice- 
president,  second  vice-president,  the 
secretaries  of  divisions,  and  the  ofiice 
manager  started  as  either  office  boys  or 
the  most  junior  kind  of  jmiior  clerks. 
The  only  higher  executives  brought  in 
from  outside  are  attorneys,  or  other 
men  who  have  to  be  trained  specialists. 

The  new  spirit  which  comes  from 
frequent  promotions  is  an  ample  sub- 
stitute for  new  blood.  A  man  progress- 
ing from  job  to  job,  always  looking 
forward  to  promotion,  is  always  new. 
New  solutions  and  methods  applied  by 
an  old  employee  in  a  new  position  have 
an  advantage  over  new  methods  sug- 
gested by  a  man  from  outside;  they 
have  been  automatically  tested  out  by 
his  past  experience  with  the  company's 
business.  His  new  methods  fit  at  the 
first  trial,  rather  than  having  to  be  ex- 
pensively revamped. 

Each  individual  member's  growth  is 
the  growth  of  the  whole  organization, 
for  when  one  of  the  employees  increases 
in  authority  and  ideas,  there  is  no  rea- 
son why  the  rest  should  not  follow. 
Contrast  this  with  organizations  where 
new  men  are  continually  brought  in 
from  outside  whenever  an  executive 
position  is  to  be  filled.  Here  people  in 
subordinate  positions  fall  into  the 
habit  of  thinking  that  the  outside  world 
is  the  natural  source  to  be  called  upon 
whenever    the    company    wants    new 
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ideas.  In  the  INIutual  Life  Insurance 
Company  the  employees  have  come  to 
recognize  that  they  themselves  are  ex- 
pected to  produce  ideas  and  to  pro- 
gress.    They  respond. 

Every  office  employee  is  a  business 
man.  True,  his  business  relations  are 
within  the  company,  with  the  manage- 
ment, with  other  departments,  and 
other  individuals.  But  interior  busi- 
ness must  be  as  expeditious  and  smooth 
as  exterior  business. 

It  is  necessary  for  a  company  which 
is  continually  engaged  in  sales  to  the 
public  to  cultivate  the  habit  of  personal 
service  to  employees,  for  that  is  a  prin- 
cipal way  in  which  executives  can 
arouse  in  the  employees  in  turn  a  sin- 
cere spirit  of  ser\-ice  toward  the  public 
which  can  bring  in  the  most  sales. 

So  the  office  doors  of  all  executives 
from  the  president  down  are  always 
open  to  employees.  Employees  walk 
in  at  any  time  to  our  executives'  offices 
and  talk  about  anji;hing  under  the  sun 
— work,  the  Einstein  theory,  or  home 
troubles.  Many  a  man  comes  in  pur- 
posely to  tell  his  own  troubles  to  some- 
body in  whose  judgment  and  discretion 
he  has  confidence.  After  beating  about 
the  bush  for  an  instant  he  usually 
sketches  his  problem,  presents  the  so- 
lution he  had  worked  out  to  meet  it, 
and  seeks  corroboration  that  it  is  the 
best  solution  under  the  circumstances. 
The  executive,  a  sympathetic  outsider 
with  a  new  view,  skilled  in  business 
affairs,  is  oftentimes  able  to  suggest 
better  ways  to  meet  the  situation.  The 
whole  organization  is  aware  of  this 
friendly  interest. 

This  policy  of  the  open  door  is  not 
abused.  People  in  the  business  world 
are  sufficiently  well-trained  so  that  they 
can  be  trusted  to  use  discretion.  If  a 
visitor  puts  his  head  in  at  a  door  and 
sees  that  the  occupant  of  the  room  is 
busy,  he  himself  knows  whether  his  own 
business  is  urgent  enough  to  break  in. 


This  confidence  between  clerks  and 
officers  enables  the  officers  to  know 
continually  exactly  what  is  going  on  in 
the  departments. 

People  do  not  leave  this  office  for  the 
sake  of  leaving,  mthout  talking  it  over 
first.  Out  of  the  32  girls  who  termi- 
nated employment  during  the  year  of 
1919,  17  became  brides  and  5  returned 
to  school — surely  laudable  reasons. 
There  were  no  unexplained  departures. 
The  officers  of  the  company  have  the 
confidence  of  the  clerks,  even  at  the 
moment  of  departure. 

In  an  office  which  is  correctly  sub- 
divided into  unit  departments,  it  is  also 
necessary  to  tie  the  departments  to- 
gether again  not  only  by  mechanical 
motions  of  co-ordination  but  by  a  real 
spirit  of  unity. 

A  department  has  no  separate  exist- 
ence. It  is  only  a  part  of  the  whole 
organization,  useless  without  it.  It  is 
not  efficient  unless  it  is  of  maximum 
use  to  the  whole  office. 

But  a  man  at  the  head  of  a  depart- 
ment in  a  room  by  itself  inevitably 
tends  to  think  that  his  department 
could  exist  quite  well  without  assistance 
from  any  of  the  other  departments. 
This  attitude,  of  course,  carried  to  its 
logical  extreme  would  freeze  any  organi- 
zation into  a  rigid  skeleton  which 
would  soon  arrive  at  the  destination  of 
skeletons. 

Our  office  manager  of  the  Massachu- 
setts Mutual  Life  Insurance  Company 
cured  this  rigid  attitude,  which  was 
interfering  with  work,  by  establishing  a 
weekly  conference.  At  first  the  office 
manager  himself  was  the  principal 
speaker.  He  talked  for  several  weeks. 
The  department  heads  merely  sat  and 
listened  or  said  a  few  words  very  stiffly. 

They  were  not  used  to  frank  discus- 
sion of  painful  problems.  Plain  lan- 
guage by  the  office  manager  at  first 
shocked  them,  but  at  the  same  time 
proved  that  painful  problems  were  the 
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real  subjects  for  discussion.  Now  the 
oflBce  manager  is  only  a  listener.  He 
starts  the  ball  rolling  and  then  watches 
the  game. 

This  conference  has  become  the  op- 
erating table  of  the  organization.  The 
problems  laid  upon  it  are  thoroughly 
dissected  and  either  killed  or  cured. 
No  problem  escapes  from  the  surgeons 
in  the  same  feeble  condition  in  which  it 
always  caused  trouble  before. 

Before  this  office  manager  started 
the  conferences  he  used  to  get  one  side 
of  a  question  from  one  man;  then  he 
would  put  the  first  man  off  while  he 
went  and  hunted  up  the  other  man  to 
get  the  other  side  of  the  question.  He 
had  found  by  experience  that  there 
always  is  another  side.  Next  he  at- 
tempted to  draw  the  two  heads  of  de- 
partments together.  This  took  time, 
diplomacy,  unhealthful  restraint  of 
temper,  and  expenditure  of  gray  mat- 
ter. The  trouble  was  that  each  depart- 
ment head  looked  upon  each  affair  as  a 
personal  matter  involving  nothing  but 
his  own  pride.  Frequently  the  real 
rub  of  the  question  was  the  perpetua- 
tion of  pet  methods.  V^Tien  a  man 
had  to  give  up  his  ideas,  he  thought 
that  he  was  the  only  man  in  the  com- 
pany who  ever  gave  up  anj-lhing.  In 
the  conference  they  soon  became  aware 
that  the  surrender  of  ideas  was  a  rou- 
tine occurrence. 

Now  all  sides  of  each  question  are 
settled  in  two  minutes  across  the  con- 
ference table.  Or  perhaps  it  is  brought 
into  the  conference  only  as  a  tentative 
report  of  something  that  two  depart- 
ment heads  have  already  agreed  to 
accomplish.  Department  heads  no 
longer  look  upon  their  problems  from 
the  personal  angle.  Everyone  wishes 
to  contribute  to  the  aggregate  results  of 
the  whole  organization.  The  confer- 
ence has  built  up  in  their  minds  the 
conception  of  the  whole  company  as 
the  unit  which  includes  their  own  little 


departments.  They  have  all  adopted 
the  point  of  view  of  general  managers; 
each  activity  of  their  department  is 
tested  by  the  straight  edge  of  whether 
it  gets  the  quickest  results  for  the  com- 
pany. Now  if  one  department  can  be 
made  to  do  a  job  which  formerly  was 
done  with  more  difficulty  in  another 
department,  even  if  it  decreases  the 
size  of  the  first  department,  the  heads 
of  both  departments  take  credit  for 
inventing  the  improvement,  and  blame 
themselves  for  not  thinking  of  it  before. 

Does  this  result  in  their  working 
themselves  out  of  a  job?  Yes,  but  into 
an  easier  or  better  one.  One  depart- 
ment head  abolished  his  department  by 
inventing  a  way  of  getting  the  work 
done  by  carbon-copy  as  a  by-product  of 
another  department.  He  had  no  de- 
partment, and  no  job.  His  clerks  were 
transferred  to  other  departments.  He 
himself  was  told  to  stroll  around  the 
office  and  see  if  he  could  effect  simi- 
lar consolidations  elsewhere.  Soon  he 
stepped  up  into  the  office  manager's 
job  when  the  latter  became  an  official 
of  the  company. 

Unity  of  an  organization  should  be 
extended  down  further  than  the  depart- 
ment heads  who  can  be  gathered  into 
conference,  to  include  all  employees. 
Constant  preaching  of  unity  must  be 
backed  up  by  giving  employees  actual 
experience  with  the  interlinking  of 
departments. 

One  way  of  doing  this  is  to  transfer 
workers  in  judicious  numbers  from  de- 
partment to  department.  Each  man 
so  moved  learns  valuable  lessons  for 
himself.  But  each  man  transferred  is 
also  a  link  between  the  department  he 
left  and  the  one  he  goes  to.  He  is 
questioned  by  his  former  mates  in  his 
old  department  as  to  his  present  doings. 
To  make  his  description  comprehen- 
sible to  them,  he  explains  the  connec- 
tion between  his  present  work  and  his 
former  work  which  they  understand. 
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Similarly  he  informs  his  new  mates 
about  the  work  of  his  former  depart- 
ment. This  plan  is  systematically 
followed,  and  has  disseminated  knowl- 
edge of  all  departments  among  all  the 
employees.  They  realize  how  closely 
the  operations  of  the  whole  company 
are  tied  together.  This  helps  co- 
operation. 

Another  way  in  which  we  spread 
acquaintance  of  various  departments 
is  to  transfer  adaptable  clerks  to 
certain  central  departments  through 
which  affairs  from  all  other  depart- 
ments pass.  The  accounting  depart- 
ment at  once  comes  to  mind.  Every 
organization  has  other  such  depart- 
ments also.  One  such  arose  in  our 
organization  in  a  way  that  may  be 
interesting. 

What  document  is  the  starting  point 
of  your  business?  Many  business 
activities  arise  from  one  master  docu- 
ment. The  client's  signed  application 
for  a  policy  sets  the  wheels  of  an  insiu*- 
ance  office  going,  a  new  contract  moti- 
vates the  construction  company,  a 
requisition  gets  the  purchasing  de- 
partment busy,  a  master  production 
schedule  is  the  som-ce  of  factory  jobs. 
From  the  master  document  several 
auxiliary  documents  arise,  as  it  passes 
through  a  succession  of  departments. 
If  no  one  of  the  secondary  documents 
can  be  taken  off  until  the  original  has  in 
due  course  reached  the  proper  point, 
so  considerable  time  elapses  before  the 
work  of  one  of  the  later  departments 
can  be  started. 

Quick  service  to  customers,  however, 
or  the  requirements  of  accounting  fre- 
quently demand  that  each  piece  of 
business  be  transacted  within  one  busi- 
ness day.  Work  started  in  all  depart- 
ments at  once  would  get  out  the  whole 
job  in  less  time. 

For  this  reason  cards  for  seven  depart- 
ments are  WTitten  in  one  centralized 
card  department.    As  soon  as  the  mas- 


ter document  is  O  K'd  it  comes  up  to 
the  card  writing  department.  Seven 
girls  are  ranged  around  a  table;  a  type- 
writer in  front  of  each  girl. 

A  batch  of  about  200  applications 
starts  with  the  first  girl  at  one  end  of 
the  table.  She  transfers  the  necessary 
part  of  the  data  to  a  registry  card  for 
the  registry  department.  Then  she 
hands  the  batch  to  the  next  girl,  who 
makes  out  the  next  document  neces- 
sary, making  with  the  aid  of  a  reference 
table  such  slight  calculations  as  are 
necessary;  and  so  on  around  the  table 
to  a  total  of  eight  kinds  of  cards  for 
eight  purposes.  It  takes  six  minutes 
for  the  original  document  to  go  around 
the  table.  When  it  stops  all  eight 
auxiliary  documents  are  complete. 

As  each  card  is  made  out  from  the 
original  data,  which  passes  from  hand 
to  hand,  errors  on  one  card  are  not 
repeated  on  any  other. 

Proofreading  of  these  cards  for 
errors  is  also  done  by  a  centralized 
group  called  a  proofreading  class.  Each 
morning  one  girl  from  each  department 
concerned  is  sent  to  the  meeting  of  the 
class,  which  has  a  room  by  itself.  One 
member  of  the  class  reads  aloud  the 
original  document  while  each  of  the 
others  checks  up  the  corresponding 
card  from  the  stack  of  cards  for 
her  department.  Class  members  take 
turns  in  reading  aloud. 

This  proofreading  class  is  an  excellent 
opportunity  for  clerks  to  become  ac- 
quainted with  the  fimctions  of  all  other 
departments. 

This  and  the  card  WTiting  depart- 
ment give  an  intimate  view  of  the 
whole  organization,  for  the  require- 
ments, problems,  and  kinks  of  each 
department  are  brought  up  in  conver- 
sation across  the  table.  The  depart- 
ment managers,  therefore,  take  care  to 
send  to  this  class  clerks  whose  duties 
require  them  to  co-ordinate  with  other 
departments. 


COSTS  AND   ACCOUNTING  METHODS  IN  THE 
PACKING  INDUSTRY 

BY  JAMES   H.   BLISS* 


IN  a  general  way,  and  from  the  point 
of  view  of  cost-finding,  the  various 
t j'pes  of  manufacturing  operations  may 
be  divided  into  three  classes,  each  re- 
quiring a  particular  method  of  figuring 
or  cost-finding.  These  may  be  stated 
as  follows : 

1.  Costs  for  ordinary  manufacturing  op- 
erations 

2.  Costs  for  operations  producing  major 
products  and  by-products 

3.  Costs  for  operations  producing  joint 
products 

It  is  the  character  of  the  operations 
that  makes  differences  in  methods  of 
cost  figuring  necessary  and  determines 
the  type  of  cost  figuring  to  be  applied 
to  any  specific  kind  of  business.  It  is 
fundamental  that  the  method  of  cost 
figuring  should  fit  the  particular  op- 
erations to  which  it  is  applied. 

In  the  consideration  of  any  account- 
ing or  cost-finding  method,  the  first 
information  to  be  developed  is:  What 
are  the  operations  and  transactions  to 
be  recorded?  Then  the  cost-finding 
and  accounting  procedure  must  be 
handled  in  a  method  adapted  to  these 
particular  operations  and  transactions. 
At  the  request  of  the  editor  of  Admin- 
istration I  have  prepared  this  article 
which  develops  more  in  detail  an  ad- 
dress I  recently  gave  before  the 
Illinois  Manufacturers  Association  on 
cost  and  accounting  in  the  packing 
industry. 

In  the  packing  industry  are  found 
many  and  various  operations.  All 
three  types  of  operations  mentioned 

♦Accounting  Department  of  Swift  and  Company, 
Chicago,  111. 


above  are  represented  in  the  various 
branches  of  the  business.  Therefore  in 
the  cost-finding  and  accounting  for 
that  industry  each  of  these  various 
tj'pes  of  costs  are  utilized.  To  each 
kind  of  operation  or  transaction  is 
applied  the  most  appropriate  cost-find- 
ing and  accounting  method. 

Ordinary  manufacturing  operations, 
as  found  in  the  great  majority  of  in- 
dustrial enterprises,  consist  of  the 
putting  together  or  building  up  of 
materials,  labor,  and  expenses,  into  a 
finished  product.  This  is  the  most 
common  tj-pe  of  manufacturing  opera- 
tions, and  generally  thought  of  when 
cost  figuring  is  mentioned.  The  steps 
in  such  cost-finding  would  be  as 
follows : 

1.  A  known  amount  of  material  of  a 
determinable  cost  is  used. 

2.  A  definite  amount  of  labor  of  ascertain- 
able cost  is  expended. 

3.  An  average  amount  of  overhead  ex- 
pense is  absorbed. 

4.  The  whole  is  the  cost  of  the  finished 
product. 

This  represents  the  steps  in  cost 
figuring  for  the  ordinary  type  of  manu- 
facturing operations  and  is  commonly 
known  as  cost -finding. 

This  method  of  cost  figuring  is  appli- 
cable to  all  businesses  which  have 
ordinary  manufacturing  processes  such 
as: 

The  manufacture  of  automobiles 
The  manufacture  of  soap 
The  manufacture  of  foundry  products 
The  manufacture  of  furniture,  etc. 

and,  in  fact,  the  manufacture  of  any- 
thing, the  operations  of  which  are  the 
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putting  together  and  building  up  of 
materials,  labor,  and  expenses,  into  a 
finished  product. 


II 

A  varied  and  somewhat  different 
type  of  operations  is  that  which  in- 
volves the  taking  apart  or  breaking 
down  of  some  materials  of  known  value 
into  several  or  many  parts,  of  which 
one  is  the  major  product  and  the 
others  by-products.  AU  of  these  prod- 
ucts being  derived  from  the  same 
material,  they  are  in  the  nature  of 
joint  products,  that  is,  all  produced  out 
of  something  of  known  cost  by  the 
same  operations.  It  is  impossible  to 
determine  the  cost  of  each  product  sep- 
arately, although  the  cost  of  all  may  be 
figured. 

The  cost  of  the  major  product  from 
such  operations  is  usually  computed  in 
the  following  manner : 

1.  Starting  with  the  known  cost  of  the 
materials  used 

2.  Add  the  costs  and  expenses  incurred 

3.  Making  the  total  outlay 

4.  Deduct  therefrom  the  value  of  the  by- 
products produced 

5.  The  balance  is  the  cost  of  the  major 
or  prime  product 

It  should  be  noted  that  by  this 
method  of  figuring,  the  cost  of  the 
prime  product  is  arrived  at  by  deduct- 
ing or  crediting  to  the  total  outlay  the 
full  value  of  the  by-products  produced. 
The  costs  of  such  by-products  are  not 
ascertainable  and  the  cost  for  the 
major  product  would  not  be  ascertain- 
able except  by  deducting  from  the 
total  outlay  the  full  value  of  all  the 
by-products  produced. 

The  problem  of  costs  for  major  prod- 
ucts and  by-products  is  found  in  sev- 
eral industries,  including  such  as : 

The  petroleum  industry 

The  production  of  many  farm  products 


The  production  of  gas,  coke,  etc.,  by 
gas  plants 

The  cattle  business  in  the  packing  in- 
dustry 

This  method  of  cost  figuring  was 
recognized  by  the  United  States  Tariff 
Commission  in  figuring  the  cost  of  wool, 
mutton  being  the  by-product,  and  also 
in  figuring  the  cost  of  mutton,  wool 
being  the  by-product. 

It  is  essential  in  figuring  the  cost  of 
major  products  that  the  full  value  of 
by-products  be  credited.  By  fuU  value 
of  by-products  is  meant  the  marketable 
value  of  such  by-products  in  their  first 
commercial  stage,  less  any  costs  and 
expenses  to  be  incurred  in  processing 
them  to  such  stage,  and  in  marketing 
them.  This  gives  the  full  value  of  the 
by-products  in  their  present  form  at 
the  time  of  production,  and  is  the  val- 
uation to  be  used  in  cost  figiiring.  If 
an  arbitrarj'  or  different  valuation 
were  used,  the  cost  of  the  major  product 
would  not  be  determined  correctly. 

By  this  method  of  figuring  the  results 
of  the  entire  operations,  the  profit  or 
loss  appears  upon  the  disposition  of  the 
major  product.  The  by-products  hav- 
ing been  figured  at  their  full  value, 
should  not  show  either  profit  or  loss 
when  disposed  of,  except  as  market 
conditions  change  or  costs  of  process- 
ing and  marketing  have  been  over  or 
underestimated. 

This  is  the  only  known  method  of 
figuring  costs  when  major  products 
and  by-products  are  produced  out  of 
the  same  operations,  and  is  custom- 
arily applied  to  such  businesses. 

Ill 

The  third  type  of  operations  consti- 
tutes the  disintegration  of  something  of 
known  cost  into  several  or  many  parts, 
none  of  which  may  be  termed  major 
products.  They  are  simply  joint 
products,  that  is,  many  products  re- 
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suiting  from  the  same  operations  per- 
formed on  a  material  of  known  cost. 
Being  joint  products  it  is  impossible  to 
figure  the  cost  of  each  separately, 
though  the  cost  of  the  whole  group 
might  be  readily  computed.  For  such 
operations  it  is  almost  always  imprac- 
ticable to  apply  an  average  cost  to  all 
of  the  various  products,  for  the  reason 
that  usually  some  are  high-grade  and 
of  relatively  high  value,  while  others 
are  of  medium  or  lower  grades  with 
relatively  lower  values,  and  an  average 
cost  would  therefore  be  entirely  mis- 
leading. 

The  practice  in  cost-finding  for  such 
operations  producing  joint  products  is, 
therefore,  about  as  follows: 

1.  Figure  the  value  of  all  of  the  products 
derived  from  the  given  operations. 

2.  Figure  the  cost  of  materials  going  into 
such  operations. 

3.  Figure  the  amount  of  expenses  in- 
curred. 

4.  The  total  of  the  materials  and  ex- 
penses, making  the  total  outlay. 

5.  Compare  the  total  cost  expended  to 
the  total  value  of  all  products  derived, 
ar^i^•iIlg  at  the  margin  of  profit  or  loss  be- 
tween the  total  costs  and  total  value  of 
products  made. 

This  method  of  figuring  emphasizes 
three  points : 

The  total  cost  or  outlay 
The  total  value  of  the  products  made 
The  margin  of  profit  or  loss  on  such  op- 
erations 

In  some  cases  the  values  of  these 
various  products  may  then  be  adjusted 
by  spreading  the  profit  or  loss  shown  on 
the  entire  production,  that  is,  the  value 
of  each  of  the  products  may  be  reduced 
by  a  portion  of  the  profit  or  increased 
by  a  portion  of  the  loss,  so  that  the 
total  value  of  the  products  as  a  group 
is  adjusted  to  the  total  of  the  outlay. 
The  efifect  of  this  procediu-e  is  simply 
to  spread  the  total  cost  over  the  vari- 


ous products  made,  on  the  basis  of  the 
relative  market  values  of  the  various 
products. 

In  other  businesses  this  adjustment 
of  spreading  the  profit  or  loss  over  the 
products,  is  not  made,  especially  if  such 
products  are  merchantable  commodi- 
ties and  may  be  marketed  in  their 
present  stage  or  passed  on  to  other 
departments  of  the  business  for  further 
manufacturing,  in  which  processes 
their  identity  is  entirely  lost.  The 
reason  for  this  will  be  made  clearer 
later. 

The  problem  of  joint  costs  is  found 
in  several  industries,  for  instance: 

The  Sorting  and  Grading  of  Tobacco. 
Several  grades  of  different  values  are 
sorted  out  of  a  given  amount  of  tobacco 
purchased  at  a  certain  price.  The 
costs  of  the  various  grades  sorted  out 
are  figured  by  spreading  the  total  out- 
lay over  the  various  grades  on  the 
basis  of  the  relative  market  values  of 
such  quantities  of  each  grade. 

The  Glue  Business.  Various  grades 
of  glue  are  produced  out  of  the  same 
operations.  The  total  cost  of  the  proc- 
essing is  spread  over  these  different 
grades  made,  on  the  basis  of  the  rela- 
tive market  values  of  such  quantities 
of  each  grade  produced. 

The  Cottonseed  Oil  Industrj^.  In 
the  cottonseed  oil  industry,  oil,  meal, 
huUs,  linter,  etc.,  are  produced  by  the 
crushing  of  cotton  seed.  Each  product 
being  a  merchantable  commodity  in 
the  form  produced,  the  practice  in  this 
industry  is  to  compare  the  cost  of  seed 
crushed  to  the  total  value  of  the  prod- 
ucts produced,  arriving  at  the  gross 
margin  realized  on  such  operations. 
The  net  results  are  then  determined  by 
deducting  the  expenses  from  this  gross 
margin. 

The  Hog  Business  of  the  Packing 
Industry.  An  example  of  this  is  shown 
on  page  285. 

These   are   not  costs   as   ordinarily 
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thought  of;  in  fact,  the  usual  methods 
of  cost  figuring  cannot  be  applied  to 
operations  like  these  producing  joint 
products.  The  cost  figuring  and  ac- 
counting has  to  follow  and  fit  the 
operations. 

The  differences  between  ordinary 
costs  and  costs  of  joint  products  may 
be  illustrated  by  the  building  up  of  an 
automobile  and  the  taking  apart  of  a 
second-hand  automobile.  In  the  build- 
ing up  of  an  automobile,  costs  may  be 
figured  in  the  customary  manner. 
Known  quantities  of  materials,  parts, 
labor,  and  overhead,  are  expended, 
and  the  totals  thereof  make  the  total 
cost  of  the  finished  automobile.  On 
the  other  hand,  assume  the  purchase  of 
a  second-hand  automobile  for  a  certain 
sum,  and  proceed  to  dismantle  it. 
The  problem  of  joint  costs  would  be 
like  attempting  to  determine  the  cost 
of  the  engine  or  any  part  of  it,  or  the 
cost  of  a  fender,  or  a  tire,  or  any  other 
part  from  an  automobile,  when  the 
only  facts  knowTi  are:  (1)  The  total 
cost  of  the  machine  as  bought,  and,  (2) 
the  expenses  incurred  in  dismantling. 
Obviously  the  costs  of  any  of  these 
parts  cannot  be  determined.  The  cost 
of  all  of  them  as  a  group  may  be  figured, 
but  not  the  cost  of  any  one  item.  It  is 
a  matter  of  joint  products. 

IV 

We  are  all  quite  familiar  with  the 
cost  figuring  procedm^e  for  ordinary 
manufacturing  operations,  and  little 
time  need  be  spent  in  elaborating  on 
that.  It  is  simply  a  putting  together  of 
materials  of  kno^\Ti  costs,  a  determin- 
able amount  of  labor,  and  an  average 
amount  of  expenses,  into  a  finished 
product. 

This  method  of  cost  figm-ing  is  used 
in  the  packing  industry  wherever  it  is 
appropriate.  It  is  applicable  to  such 
operations  as  the: 


Manufacture  of  sausage 
Manufacture  of  soap 
Manufacture  of  oleomargarine 
Manufacture  of  boxes 
Manufacture    of    cooperage    and    other 
supplies 

Manufacture  of  commercial  fertilizer 
Manufacture  of  canned  meats,  etc. 

The  cattle  business  in  the  packing 
industry  is  a  good  example  of  that 
class  of  manufacturing  operations  pro- 
ducing major  products  and  by-products. 
Dressed  beef  is  the  major  product  from 
this  operation.  By-products  include 
hides,  oleo  oil,  stearine,  tallow,  tongues, 
other  edible  small  products,  bones, 
horns,  tankage,  fertilizer,  etc.  The 
dressed  carcass  of  beef  is  the  largest 
single  product  made  from  cattle  by 
these  operations  and  represents  about 
50  to  60  per  cent  of  the  live  weight. 
This  is  the  prime  product  produced  in 
the  slaughtering  and  packing  opera- 
tions in  the  cattle  business. 

Beef  is  customarily  marketed  at 
wholesale  in  the  form  of  dressed  car- 
casses, either  as  quarters,  or  sides,  or 
whole  carcasses.  WTien  the  beef  car- 
cass is  received  by  the  retailer,  it  is  cut 
up  into  various  parts,  such  as  roasts, 
steaks,  etc.  The  retailer  faces  a  prob- 
lem in  joint  costs.  He  knows  what  the 
whole  carcass  costs  him,  knows  what 
the  various  cuts  that  he  makes  from 
it  are  worth.  He  knows  that  the 
market  value  of  these  various  cuts  va- 
ries widely,  and  he  is  therefore  unable 
to  apply  or  spread  the  total  cost  over 
them  on  any  average  basis.  These 
retail  cuts  are  simp!}'  joint  products 
for  which  individual  costs  cannot  be 
computed. 

Since  the  beef  is  customarily  mar- 
keted in  the  form  of  dressed  carcasses 
by  packing-houses,  it  is  the  one  major 
product  resulting  from  the  cattle  op- 
erations. Following  is  an  example  of 
cost  figuring  for  a  representative  lot 
of  cattle: 
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Example  of  Cost-Figuring  for  Lot  of 
Cattle 

Live  Cost — 46  Head,  Weight 
52,390  lb.,  Avg.  1138,  Native 
Steers,  at  $7 $3,667.30 

Expenses — Killing,    Dressing, 

Chilling  (estimated  for  month)       118 .  03 

Allowance — Condemnations, 

Trimming,  etc.  (average)....         17.77 


Total  Outlay  on  Lot $3,803.10 

Less:  Credit  for  Hides  (cured 
values  less  expenses  curing 
and  marketmg) $387 .  06 

Less:  Credit  for  Fats  (value  of 

products  less  expenses) ....        116.30 

Less:  Credit  for  Other  By- 
products (value  of  products 
less  expenses  preparing). ...       125 .  73 


Total  By-Products  Credits .  . .     $629 .  09 

Balance — Plant    Cost    of    Car- 
casses—in Cooler $3,174 .  01 


Dressed  Carcasses  Weighed  29,- 
615  lb.— Yield  56.53  %  of  Beef 
Average  Dressed  Cost  per  cwt. . .       $10 .  72 
Add  Selling  Costs  and  Expenses  1 .  87 


Total  Cost  of  Lot  per  cwt $12.59 

You  vnW.  note  that  this  example 
emphasizes  clearly  the  effect  of  the 
yield  of  beef  on  prices,  creating  the 
spread  between  the  live  price  and  the 
cost  of  the  beef  produced.  The  total 
live  weight  was  52,390  lb.  and  the  weight 
of  the  dressed  beef  only  29,615.  This 
is  a  yield  of  56.53  per  cent  of  beef  out 
of  the  live  weight.  The  live  cost  was 
$7  per  cwt.,  which  means  $7  for  each 
hundred  pounds  of  live  weight.  Con- 
sidering that  the  yield  of  beef  is  only 
56.53  per  cent  it  would  have  the  effect 
of  almost  doubling  this  price  as  applied 
to  the  dressed  beef  produced.  This  is 
the  most  important  single  factor  in 
accounting  for  the  spread  between  the 
cost  of  live  cattle  and  the  cost  of 
dressed  beef,  and  is  probably  one  of  the 


most  confusing  factors  in  the  public 
mind. 

Note  also  that  the  value  of  the  by- 
products is  considerably  in  excess  of 
all  of  the  expenses,  so  that  the  dressed 
beef  might  be  sold  at  a  good  margin 
over  cost  and  still  be  sold  for  less  money 
than  was  paid  out  for  the  live  animal. 

The  credit  for  hides  is  arrived  at  in 
the  following  manner: 

From  the  current  market  price  for 
this  particular  grade  of  cured  hides,  is 
deducted  sufficient  to  allow  for  the 
shrinkage  and  expenses  in  curing  and 
marketing.  This  gives  the  present 
value  of  the  green  hides  per  cwt. 
This  price  is  applied  to  the  actual 
weight  of  hides  produced  by  each  lot. 

The  credit  for  raw  fats  is  likewise 
figured  backwards.  Starting  with  the 
market  value  of  the  yield  of  oil  and 
stearine  from  fats,  the  expenses  of 
rendering  and  marketing  are  deducted 
and  an  allowance  is  made  for  the  yield 
of  such  oils  and  stearine.  This  gives 
the  basis  for  valuing  the  fats  produced 
from  each  lot  in  their  present  raw  state. 

The  credit  for  other  by-products, 
which  includes  everything  else  pro- 
duced out  of  the  animal,  is  all  com- 
puted in  the  same  manner.  That  is, 
from  the  values  of  the  finished  products 
at  current  markets  are  deducted  the 
expenses  of  preparing  and  marketing, 
which  gives  the  present  value  of  such 
by-products  in  their  raw  state. 


The  values  of  by-products  should  be 
determined  on  the  basis  of  current 
market  prices,  for  that  is  the  only 
known  basis.  It  is  impossible  to  pre- 
dict what  the  market  for  these  by- 
products may  be  30,  60,  or  90  days 
hence,  when  they  are  dispo.sed  of,  and 
to  use  other  than  the  present  market  in 
figuring  their  values  would  be  mere 
guess  work. 
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When  the  current  market  price  is 
used,  any  loss  or  gain  realized  upon  the 
ultimate  disposition  of  the  by-products 
will  be  made  up  of  two  factors: 

1.  Loss  or  gain  due  to  changes  in  market 
Values  of  by-products  between  date  of 
slaughter  and  date  of  sale. 

2.  Loss  or  gain  due  to  adjustments  in 
expenses  and  yields. 

As  the  by-products  are  figured  at 
their  full  value,  based  upon  the  present 
market,  it  follows  that  the  results  of 
these  transactions  will  show  as  a  profit 
or  loss  in  the  disposition  of  the  beef. 

These  results  showTi  on  the  disposi- 
tion of  the  beef,  being  the  profit  or  loss 
between  the  cost  as  figured  and  the 
price  sold  for,  are  subject  to  periodical 
adjustment  as  follows: 

1.  Loss  or  gain  on  realization  of  by- 
products. 

2.  Difference  in  expenses  between  esti- 
mated and  actual. 

Applying  these  adjustments  gives 
the  final  results,  profit  or  loss,  on  the 
cattle  business  as  a  whole. 

Cattle  are  customarily  bought  in  the 
central  live-stock  markets  in  lots  rang- 
ing from  one  or  a  few  head  to  several 
carloads.  Usually  the  lot  as  bought  is 
the  basis  for  cost  figm-ing.  In  some 
cases  purchases  of  small  numbers  may 
be  combined  into  one  lot  for  slaughter- 
ing and  cost  figuring  purpose,  espe- 
cially if  they  are  of  the  same  kind  and 
grade. 

Almost  all  of  the  beef  products  are 
sold  fresh  and  have  to  be  marketed 
within  a  very  limited  time  after  slaugh- 
ter. The  markets  for  beef  and  for  beef 
products  are  changing  from  day  to  day. 
It  is  necessary,  therefore,  that  the  costs 
of  these  lots  killed  daily  should  be 
figured  within  a  very  few  hours  after 
the  operations  take  place.  This  ne- 
cessitates estimating  expenses  and  yields 
of  various  products  on  the  basis  of 
averages.    Hence  the  results  in  the  beef 


business  within  a  period,  for  a  day  or  a 
week,  may  be  subject  to  some  minor 
adjustments,  but  when  the  business  for 
a  period  is  considered  and  the  adjust- 
ments for  expenses  and  by-product 
values  are  applied,  these  become  the 
final  figures  for  the  cattle  business. 

Dressed  beef  is  customarily  inven- 
toried at  cost,  for  costs  are  figured  and 
are  available.  By-products,  however, 
are  customarily  inventoried  on  the 
basis  of  market  values,  for  no  other 
values  are  or  can  be  determined. 

VI 

The  hog  business  in  the  packing 
industry  is  a  good  example  of  opera- 
tions producing  joint  products.  Pork 
products  are  customarily  marketed  in 
the  form  of  cuts,  loins,  hams,  bellies, 
shoulders,  etc.  Very  little  pork  is 
marketed  in  the  form  of  a  dressed  car- 
cass, as  in  the  case  of  dressed  beef. 

Another  feature  of  importance  to  be 
noted  is  that  part  of  these  pork  prod- 
ucts may  be  marketed  fresh,  as  is 
usually  the  case  with  loins,  butts,  etc., 
and  other  parts  will  be  cm-ed  and 
smoked  and  finally  marketed  in  the 
form  of  bacon,  smoked  hams,  etc. 

The  hog  business  differs  from  the 
cattle  business  essentially  in  that  there 
is  no  one  major  or  prime  product.  It 
is  pm-ely  a  case  of  joint  products,  or 
many  products  made  by  the  same 
operations,  out  of  certain  raw  materi- 
als of  a  kno'ttTi  cost. 

The  following  is  an  example  of  how  a 
test  on  a  lot  of  hogs  would  be  figured. 
It  should  be  noted  that  it  follows  quite 
well  the  proccdiu-e  previously  men- 
tioned on  page  28L  The  yield  column 
shows  the  poimds  of  each  kind  of  prod- 
uct produced  out  of  each  100  pounds  of 
live  weight  on  the  average  for  the  lot. 
Applying  the  current  price  to  this 
amount  of  product,  as  extended,  gives 
the  value  of  each  product  out  of  100 
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pounds  of  live  weight.  For  example: 
This  lot  produced  on  the  average,  133^ 
pounds  of  fresh  hams  for  each  100 
pounds  of  live  weight.  These  hams 
were  worth  13  cents  per  pound. 
Hence  the  hams  produced  were  worth 
$1.76  per  100  pounds  of  live  weight. 
So  with  each  other  product.  The  com- 
plete test  follows: 


Obviously  the  diflference  between 
the  value  of  the  products  and  the  total 
costs,  would  represent  the  profit  or 
loss  between  the  markets  at  these 
figm-es.  This  is  the  method  that  a  man 
doing  a  hog  business  would  use  in  fig- 
uring whether  or  not  his  purchases 
were  profitable,  and  in  judging  whether 
it  would  be  wise  to  extend  operations. 


Test  on  Lot  of  Hogs  of  Average  Live  Weight  of  250  Pounds 


Pbodtjcts 


Per  Cent 

Total 
Live  Wt. 


Per  Cent 

Yield 

Out  of 

Live  Wt. 


Current 

Market 

Price 


Extension 


Fresh  Hams 

Fresh  Shoulders 

Fresh  BeUies 

Fat  Backs 

Pork  Loins 

Spare  Ribs 

Prime  Steam  Lard 

Trimmings 

Miscellaneous 

Yield  and  Gross  Value 
Expenses  (Per  cwt.  alive) , 

Hogs  Per  Cwt 

Hogs  Cost 

Profit  Per  Cwt.  Alive.  .  , 


16/18 

12/15 

14/16 

8/10 

8/10 


13| 

10 

12 

7 

10 

1 

14i 
2 
3 

73 


13 

lOi 

Hi 

07 

14i 

11 

08 

07i 

04 


$1.76 
1.05 
1.35 

.49 
1.45 

.11 
1.15 

.15 

.12 

$7.64 


$7.02 
6.70 

$.32 


This  is  the  method  used  in  figuring 
a  test  on  a  lot  of  hogs  and  pro\ades 
the  information  needed  by  the  man- 
agement in  following  the  markets, 
and  judging  whether  or  not  it  is 
profitable  to  buy  at  prevailing  prices. 
Note  that  it  emphasizes  the  following 
points: 

1.  What  all  of  the  products  are  worth  at 
the  present  market,  reduced  to  a  live  weight 
basis. 

2.  The  expenses  of  operation. 

3.  The  cost  or  present  market  value  of 
live  hogs. 


These  figures  also  indicate  the  basis 
upon  which  the  fresh  pork  or  killing 
and  cutting  department  is  usually 
established  in  most  packing  houses. 
Such  a  department  would  draw  to- 
gether the  following  figures: 

As  charges  to  the  department: 
The  cost  of  the  hogs  purchased. 
All  expenses  incurred. 

As  credits  to  the  department: 

Value  of  all  products  sold  or  trans- 
ferred from  it. 

These  factors  together  with  the  in- 
ventories at  the  beginning  and  end  of 
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the  period,  make  up  the  fresh  pork  or 
killing  and  dressing  departmental  ac- 
coimts,  indicating  the  profit  or  loss  for 
a  period  on  current  hog  business  opera- 
tions. 

The  foregoing  statement  emphasizes 
as  well  that  there  is  no  one  major 
product  in  the  hog  business.  Note 
that  no  one  item  produced  is  as  much 
as  15  per  cent  of  the  total  live  weight 
of  the  hog.  Also  note  the  wide  range 
in  the  value  of  the  products  realized, 
from  the  highest,  pork  loins  at  143/2 
cents  per  poimd,  to  trimmings,  at  73^2 
cents  per  pound. 

Inventories  of  such  hog  products 
are  necessarily  valued  on  a  market 
basis.  There  are  no  actual  costs  for 
the  various  products.  As  these  prod- 
ucts move  throughout  the  various 
processes  and  manufacturing  opera- 
tions, the  identity  of  specific  items  is 
lost,  so  that  the  only  available  basis  for 
valuing  inventories  is  the  current  mar- 
ket for  such  products. 

VII 

Departmentization  of  the  business 
and  of  the  accounts  is  one  of  the  fea- 
tures of  the  present-day  packing  organ- 


izations. Departmentization  is  neces- 
sary because  of  the  large  variety  of 
operations  and  activities  which  any 
sizeable  modern  plant  conducts.  Any 
plant  may  have  a  variety  of  operations 
peculiar  to  itself,  and  will  natiually 
have  to  be  departmentized  on  a  plan 
particularly  adapted  to  its  physical 
layout  and  operations. 

Some  plants  handle  only  a  cattle, 
calf,  and  sheep  business.  Others  may 
handle  only  a  hog  business.  Some  will 
handle  all  classes  of  live  stock.  Some 
plants  do  not  process  by-products  to 
any  extent,  but  dispose  of  them  raw  or 
in  the  lesser  stages  of  manufacture, 
while  others  process  their  by-products 
to  various  degrees.  Some  plants  do 
not  engage  in  allied  industries,  while 
other  organizations  may  have  allied 
business,  such  as  glue,  soap,  fertilizer, 
etc.  The  handling  of  the  business  and 
accounting  therefore  requires  careful 
and  logical  departmentization,  appro- 
priate to  the  particular  plant  and  its 
activities. 

In  the  cattle  business  the  depart- 
mentization should  fit  the  operations 
and  support  the  cost  figuring  and  ac- 
covmting  procedure.  The  following 
chart    (Figure    1)    indicates   briefly   a 


LIVE   CATTLE 
ACCOUNT 

KILLING  AND  DRESSING 
DEPARTMENT 

DRESSED 

BEEF 

DEPARTMENT 

The  Major 
Product 

At  Cost 

BY-PRODUCTS  DEPARTMENTS 

At  Market  Values 

1 

O 

o 

o  -a 
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II 

„ 

Figure  1.    Chart  Showing  a  General  Plan  for  DEPARTJrEj>mzATiON 

OF   THE    CATfLE    BuSIXE-SS 
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general  plan  for  departmentizatiou  of 
the  cattle  business.  This  will  of  course 
be  varied  somewhat  to  meet  local 
conditions,  but  the  general  plan  will 
usually  be  found  about  the  same  in 
various  establishments. 

The  departmentizatiou  of  the  hog 
business  will  naturally  be  somewhat 
different  because  the  operations  and 
processes  differ  materially.  One  of  the 
outstanding  features  of  the  hog  busi- 
ness is  that  the  operations  are  a  suc- 
cession of  processes.  The  dressed 
carcasses  are  customarily  cut  up  into 
the  form  of  cuts — hams,  shoulders, 
loins,  bellies,  etc.  Some  of  these  may 
be  sold  fresh,  some  may  be  put  into 
cure,  some  may  be  carried  in  storage 
from  a  period  of  svu"plus  production  to 
a  period  of  scarcity.  As  the  product 
comes  from  cure,  some  of  it  may  be 
sold  in  that  stage,  and  some  of  it  proc- 
essed further,  into  the  form  of  smoked 
hams,  bacon,  etc.  Each  one  of  these 
various  processes — killing,  dressing  and 
cutting,  storage,  curing,  smoking,  etc. 
— are  in  fact  distinct  competitive  in- 
dustrial businesses  and  the  depart- 
mentizatiou has  to  recognize  these 
peculiar  features. 

For  the  hog  business,  the  depart- 


mentizatiou will  be  something  along 
the  lines  indicated  in  Figure  2. 

The  present-day  packing  organiza- 
tion is  essentially  a  group  or  aggrega- 
tion of  separate  industrial  activities  or 
competitive  businesses.  Each  depart- 
ment or  activity  meets  the  competition 
of  other  firms  engaged  in  that  particu- 
lar line  of  business.  There  are  those 
who  only  have  a  slaughtering  business, 
selling  all  products  fresh.  They  meet 
the  competition  of  all  slaughterers,  in- 
cluding as  well,  local  and  farm  slaugh- 
terers. Some  organizations  process 
by-products  into  further  manufactured 
stages,  and  in  these  activities  meet  the 
competition  of  concerns  handling  pack- 
ing-house products,  such  as  rendering 
concerns,  hide-dealers,  etc.  Some  con- 
cerns cm-e  and  smoke  pork  products 
and  in  this  operation  meet  the  competi- 
tion of  firms  who  do  only  this  class  of 
business.  Some  plants  make  sausage 
and  must  meet  the  competition  of  all 
sausage  makers,  whether  they  do 
slaughtering  and  ciu-ing  business  or  not. 
So  that  the  larger  organizations,  en- 
gaging in  many  of  these  operations  and 
processes,  meet  competition  of  other 
firms  at  each  of  these  various  stages  of 
manufacturing  or  processing. 


LIVE 

HOGS 

ACCOUNT 

KILLING 

AND 

DRESSING 

DEPARTMENT 

Some  Products 

to  Market 

Fresh 

Some  Products 
to  Cure 

— 

Some  Cured  Product 
Sold 

Some  of  it  Smoked 

Some  Cooked 

May  be  Sold 

Some  Products 
to  Storage 

May  be  Cured 

Figure  i.     Cuakt  Showing  a  General  Plan  for  DKi'AUTMii.NTiZATiON 
OF  THE  HoQ  Business 
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It  is  necessary  therefore  that  each  of 
these  separate  competitive  businesses 
within  the  organization  be  handled, 
operated,  and  accounted  for  on  an  in- 
dependent commercial  basis,  the  same 
as  its  competition  is  operated  and  ac- 
counted for.  That  is  the  only  way 
these  larger  groups  of  businesses  can 
be  handled  or  operated.  That  is  the 
way  the  organization  is  built  up  and 
the  way  the  business  is  manned  and 
operated.  It  is  simply  an  aggregation 
of  separate  competitive  businesses. 

This  condition  means  accounting  for 
each  department  on  a  commercial 
basis,  charging  it  for  its  goods  bought 
at  their  full  value,  whether  bought 
from  another  part  of  the  organization 
or  from  the  outside;  charging  it  all  its 
factory  and  general  expenses  incurred, 
and  selling  its  product  at  the  full 
market  value,  whether  it  is  to  the  out- 
side or  to  some  other  part  of  the  organ- 
ization for  further  manufacture. 

The  delivery  and  receipt  of  these 
interorganization  sales  or  transfers  at 
their  full  value  are  known  as  transfers 
at  "opportunity  costs."  "Opportunity 
costs"  are  well  recognized  in  economics, 
but  little  considered  among  account- 
ants. It  means  simply  that  any  prod- 
uct is  worth  to  a  department  of  an 
organization  what  the  preceding  de- 
partment had  the  opportunity  to  get 
for  it  if  placed  in  the  outside  market. 

In  this  industry,  at  the  close  of  each 
process  or  manufacturing  operation, 
the  management  has  the  opportunity 
or  option  of  either  selling  the  product 
on  the  market  in  that  stage  or  trans- 
ferring it  to  some  other  department  for 
further  processing  and  manufacturing, 
the  product  to  be  ultimately  sold  in 
some  other  form.  For  example:  Oleo 
oil  is  a  merchantable  commodity  and 
may  be  sold  as  such  or  may  be  trans- 
ferred to  an  oleo  factory  for  use  in  mak- 
ing oleomargarine.  Fresh  hams  and 
bellies  may  be  sold  on  the  market  as 


such  or  transferred  to  a  curing  depart- 
ment to  be  cured.  Cm-ed  hams  and 
bellies  may  be  sold  as  such  as  they  are 
merchantable  commodities,  or  may  be 
transferred  to  smoke  house  and  manu- 
factured into  smoked  hams  and  bacon. 
So  at  each  stage  in  the  many  proc- 
esses there  is  the  option  of  selling  the 
product  in  its  then  present  form  or 
passing  it  on  for  further  manufacturing 
operations,  to  be  finally  sold  in  a  more 
processed  form.  This  is  one  of  the 
peculiar  features  of  the  industry.  The 
product  in  its  various  stages  of  manu- 
facture is  almost  always  a  finished 
merchantable  commodity  and  may  be 
disposed  of  in  that  form.  "Opportu- 
nity cost,"  therefore;  is  the  cost  to  a 
department  of  products  received  from 
some  preceding  operation  and  repre- 
sents the  value  the  preceding  depart- 
ment could  get  for  such  products  if 
placed  on  the  market  in  that  form. 

VIII 

The  markets  for  various  products 
are  the  factors  which  determine  the 
disposition  of  products  in  any  of  these 
stages.  If  the  market  for  the  product 
at  any  stage  is  more  than  could  be 
realized  if  it  was  manufactured  into 
some  other  product,  then  it  is  more 
profitable  to  sell  it  in  the  first  stage. 
If  the  markets  for  further  manufac- 
tured products  indicate  that  such  proc- 
essing would  jneld  a  profit  over  what 
would  be  realized  by  immediate  sale, 
then  it  is  more  profitable  to  carry  the 
processing  operations  further. 

The  fluctuations  of  the  markets  for 
all  of  these  various  products  is  the  fac- 
tor that  stimulates  or  contracts  the 
processing  operations  and  adjusts  the 
supply  of  each  kind  of  the  various 
products  to  the  demand  for  such. 

Each  one  of  these  various  depart- 
ments handled  on  a  commercial  basis 
receives  a  final  accounting  and  a  profit 
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or  loss  is  realized  in  each  one.  This  is 
entirely  in  order  for  as  each  succeeding 
operation  is  performed  on  the  product, 
labor  and  expenses  are  encountered — 
investment  in  buildings,  machinery, 
equipment,  inventories,  etc.,  is  used. 
The  additional  manufacturing  opera- 
tions inciu"  additional  costs,  use  addi- 
tional investments,  and  should  be  ex- 
pected to  yield  a  price  suflBcient  not 
only  to  cover  the  expenses,  but  to  yield 
a  return  on  the  investment  used. 

The  results  of  the  hog  business  in 
total  are  composed  of  the  results  of 
each  one  of  these  various  departments 
or  processes  taken  together.  For  op- 
erating purposes,  and  the  conduct  of 
the  business,  it  is  necessary  to  know 
how  each  department  stands  on  a  com- 
mercial, competitive  basis. 

Inventories  of  these  various  products 
in  the  process  of  manufacture  will 
naturally  include  an  element  of  un- 
realized loss  or  gain.  To  eliminate  this 
would  be  impossible,  for  the  reason 
that  these  various  products  are  imiden- 
tifiable  in  any  of  these  manufacturing 
processes.  A  vat  of  hams,  for  instance, 
may  include  hams  from  several  lots  of 
hogs  bought  at  different  times  and  at 
varying  prices — a  pile  of  dry,  salt  cuts 
in  the  cellar  would  natiu-ally  include 
cuts  made  from  many  lots  of  hogs 
bought  at  different  times  and  at  differ- 
ent prices.  It  is  impossible  to  follow 
the  products  and  identify  them  as  they 
pass  through  the  various  operations. 
Hence  it  is  impossible  to  allocate  any 
departmental  losses  or  gains.  It 
should  be  noted,  however,  that  the 
margin,  profit  or  loss,  in  the  packing- 
house operations  averages  a  very  small 
percentage  of  the  total  value  of  the 
products  handled,  and  that  as  inven- 
tories are  taken  on  the  same  basis  at 
the  beginning  and  end  of  a  period,  the 
element  of  anticipated  profit  or  un- 
realized loss  in  inventories  is  quite 
negligible  indeed. 


IX 

Packing-house  operations  are  con- 
ducted between  two  very  sensitive  and 
constantly  fluctuating  markets — the 
live-stock  market,  on  the  one  hand, 
where  the  live  animals  are  ])urchased, 
and  the  product  market,  on  the  other 
hand  where  beef,  pork,  and  other 
products  are  sold.  Each  of  these  mar- 
kets are  constantly  fluctuating,  chang- 
ing daily  or  almost  hourly,  in  response 
to  conditions  within  itself.  The  gen- 
eral movements  of  these  markets,  of 
coiu-se,  have  to  be  relative,  for  live 
stock  is  worth  what  its  products  will 
bring  in  the  product  market  less  a 
margin  for  the  serxaces  of  manufactur- 
ing and  distributing.  Any  individual 
market,  however,  is  subject  primarily 
to  the  conditions  of  supply  and  demand 
within  itself,  for  the  reason  that  these 
are  perishable  products  and  have  to 
move  into  consumptive  channels  at 
whatever  price  will  induce  the  trade  to 
absorb  the  supply  at  any  time. 

Beef,  for  instance,  is  not  sold  in  any 
market  for  a  fixed  or  figured  list  price, 
but  for  what  that  product  mil  bring 
in  the  market  in  which  it  is  offered  for 
sale.  Retail  dealers  come  to  the 
wholesale  houses  and  inspect  the  beef 
offered  for  sale  and  make  bids.  They 
customarily  shop  around  and  take  ad- 
vantage of  the  best  bargains  offered. 
Each  individual  sale  to  a  retailer  is  a 
trade  in  itself,  resulting  from  bids  and 
askings.  This  product  being  perishable, 
it  must  be  sold  within  a  few  hours  after 
it  is  received  at  a  packing-house 
wholesale  branch.  Necessarily,  there- 
fore, it  moves  at  the  best  prices  ob- 
tainable under  the  local  conditions  of 
supply  and  demand. 

Live  cattle,  on  the  other  hand,  are 
customarily  marketed  by  farmers  in 
the  established  open  live-stock  markets. 
They  are  consigned  to  and  offered  for 
sale  to  packing-house  buyers  by  com- 
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mission  merchants  who  act  as  agents 
for  the  producers.  The  prices  for  live 
animals  are  affected  by  the  prices  at 
which  products  are  selling  and  the  de- 
mand for  them,  and  the  quantity  of 
cattle  offered  on  the  market. 
.  Fewer  cattle  coming  to  market 
means  less  beef  to  be  placed  on  the 
product  market.  Less  beef  at  any  time 
in  a  product  market  to  supply  the  de- 
mand there,  tends  to  raise  the  selling 
price.  More  cattle  coming  to  the  live- 
stock markets  means  more  beef  on  the 
product  market.  A  large  supply  of 
beef  on  the  product  market  with  steady 
demand  can  only  be  moved  at  lower 
prices.    And  it  must  be  moved. 

So  it  is  the  fluctuation  in  prices  for 
products  and  animals  that  stimulates 
or  contracts  the  amounts  coming  to 
such  markets.  The  trends  of  prices  in 
the  product  markets  reflect  back  to  the 
live-stock  market.  Price  changes  in 
the  live-stock  market  stimulate  or  hold 
back  shipments  by  farmers.  Natu- 
rally they  attempt  to  place  their  stock 
on  the  most  advantageous  market. 
When  prices  are  good,  it  stimulates 
shipments  coming  in.  When  a  surplus 
appears  and  prices  are  depressed,  it 
naturally  holds  back  shipments. 

Fluctuation  in  price  determined  in 
open  competitive  markets  is  the  only 
agency  which  adjusts  the  production  of 
goods  to  the  demand  for  them.  The 
desires  of  the  consuming  public,  and 
the  prices  they  are  willing  to  pay  for 
goods  and  services,  lead  to  the  ex- 
penditure of  human  effort  necessary  to 
produce  such  goods.  The  forces  con- 
trolling prices  in  markets  between 
which  the  packing  industry  is  con- 
ducted, do  not  differ  fundamentally 
from  the  forces  controlling  markets  for 
any  competitive  industry.  The  signifi- 
cant feature  is  the  sensitiveness  of 
these  markets  for  live-stock  and  pack- 
ing-house products,  which  is  due  to  the 


perishable  character  of  the  products 
that  necessitates  prompt  movement 
into  channels  of  consumption. 

In  this  connection  reference  should 
be  made  to  an  article  appearing  in  The 
Journal  of  Political  Economy,  Volume 
XXIX,  Number  8,  of  October,  1921, 
entitled  "Unit  Costs  as  a  Guiding 
Factor  in  Buying  Operations,"  by  Mr. 
George  E.  Putnam.  This  article  em- 
phasizes in  a  very  clear  and  able  man- 
ner the  fact  that  unit  costs  do  not 
determine  selling  prices.  It  is  the  de- 
mand for  goods  that  leads  to  the  supply, 
and  the  present  and  prospective  con- 
sumers prices  that  lead  to  producers 
prices. 

The  fact  that  the  markets  for  live- 
stock and  packing-house  products  are 
unusually  sensitive  means  that  those 
controlling  such  packing-house  opera- 
tions must  be  promptly  and  well  sup- 
plied with  market  information  and 
cost  statistics.  They  must  have  at 
hand  at  all  times  the  most  recent  in- 
formation as  to  the  markets  and  costs 
of  live  animals;  they  must  know  what 
the  products  are  selling  for,  wherever 
such  products  are  marketed;  and  must 
have  up-to-the-minute  and  reliable 
information  as  to  costs.  These  condi- 
tions impose  on  the  accounting  forces 
of  packing-house  organizations  more 
exacting  requirements  than  commonly 
met  in  other  industries.  In  addition 
there  are  the  peculiar  cost  and  accoimt- 
ing  problems  arising  out  of  the  charac- 
ter of  the  operations,  which  have  to  be 
considered. 

In  all,  the  packing  industry  probably 
places  greater  responsibility  on  its  ac- 
counting and  statistical  forces  than 
most  industries,  and  the  information 
and  statistics  prepared  must  be  de- 
pendable and  supplied  promptly.  Old 
cost  figures  and  stati.stics  may  afford 
consolation,  but  they  do  little  good  for 
the  current  business. 


INVENTORY  VALUATION 


BY   WILLIAM   A.   PATON* 


THE  valuation  of  inventories  is  an 
important  part  of  the  work  in- 
volved in  the  preparation  of  financial 
statements.  The  influence  of  the  clos- 
ing inventory  figure  upon  the  showing 
of  net  income  and  financial  position  is 
of  such  consequence  as  to  demand  the 
most  searching  scrutiny  of  inventory 
practices  and  an  insistence  upon  the 
use  of  principles  and  procedures  which 
are  as  rational  and  accurate  as  possible. 
Especially  in  these  days  of  heavy  in- 
come and  profits  taxes  has  the  inven- 
tory process — both  taking  and  pricing — 
become  a  matter  of  the  utmost  signifi- 
cance to  all  concerned.  The  business 
man  can  no  longer  be  satisfied  with 
an  inventory  calculated  by  the  cubic 
yard,  for  example — a  method  avowedly 
favored  by  a  certain  bookseller.  And 
the  accountant  cannot  possibly  justify 
himself  in  a  procedure  which  gives 
hours  of  time  to  the  location  and  cor- 
rection of  small  clerical  errors  in  the 
purchases  account,  for  example,  and 
fails  to  provide  for  adequate  attention 
to  an  inventory  valuation  running  into 
six  or  seven  figures. 

The  problem  of  valuing  the  inven- 
tory has  not  yet  been  satisfactorily 
settled.  Any  one  at  all  familiar  with 
actual  conditions  will  agree  that  the 
inventory  is  usually  the  most  dubious 
figure  in  the  balance  sheet.  It  may 
look  very  precise,  but  it  commonly 
covers  a  multitude  of  sins.  The  entire 
process  is  often  full  of  guessing  and 
juggling,  and,  to  cap  it  off,  a  thoroughly 
unsound  scheme  of  valuation  may  be 
employed.  The  responsibility  for  this 
situation,  it  is  believed,  may  be  charged 

•Professor  of  Accounting,  University  of  Michigan, 
Ann  Arbor,  Michigan. 


in  part  to  accountants  and  others  who 
have  either  paid  no  attention  to  the 
problem  of  valuation  or  have  contented 
themselves  with  a  nominal  advocacy  of 
arbitrary  and  unreasonable  valuation 
devices.  The  real  purposes  of  the  in- 
ventory have  not  been  sufficiently 
emphasized;  the  assumptions  and  im- 
plications involved  in  the  various  plans 
have  not  been  fully  perceived  and 
carefully  assayed;  and  too  much  effort 
has  been  wasted  in  trying  to  discover 
some  one  conception,  some  universal 
formula,  some  A — B — C  of  valuation, 
which  might  be  safely  applied  to  each 
and  every  situation .  Further,  to  repeat, 
the  accountant  has  evaded  responsibility 
with  respect  to  valuations;  although  in 
the  nature  of  the  case  he  cannot  draw  a 
single  conclusion  of  first  importance 
which  does  not  depend  intimately  upon 
a  judgment  as  to  value. 

The  subject  of  inventory  valuation 
is  too  broad  to  permit  of  a  comprehen- 
sive survey  in  a  magazine  article.  It  is 
intended  here  merely  to  comment  on 
certain  general  aspects  of  the  problems 
of  pricing  the  inventory.  The  question 
as  to  the  treatment  of  shopwear  and 
obsolescence  will  be  ignored.  There 
will  be  no  consideration  of  costing  to 
obtain  work  in  process  and  other  manu- 
facturers' inventories.  All  reference  to 
the  complication  introduced  by  the 
changing  value  of  money  will  be  avoided. 
Attention  will  be  directed  rather  to 
theories  and  devices  for  pricing  stock 
on  hand;  and  an  attempt  will  be  made 
to  indicate  the  extent  to  which  each 
has  legitimate  application. 

The  acute  stage  in  the  inventory 
process  is  pricing  or  valuation,  and 
it  naturally  appears  after  the  sheets 
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covering  the  physical  inventory  have 
been  prepared.  The  question  arises — ■ 
How  shall  these  data  be  transmuted 
into  value  terms?  The  first  step  in  its 
solution  in  any  case  would  seem  to  be 
the  adoption  of  a  fundamental  point  of 
view,  a  basis  or  starting-point  from 
which  to  proceed.  In  this  connection — 
among  the  welter  of  theories  and  prac- 
tices— four  main  possibilities  may  be 
distinguished : 

1.  Actual  cost 

2.  Replacement  cost 

3.  Actual  or  replacement  cost,  whichever 

is  lower 

4.  Selling  price 

These  will  be  discussed  in  turn. 


II 

What  is  the  significance  of  actual 
cost  as  a  basis  for  valuing  merchandise 
on  hand?  Is  it  a  satisfactory  test  of 
value,  in  view  of  the  purposes  involved? 
Does  actual  cost  furnish  a  reasonable 
foundation  upon  which  to  exhibit 
immediate  financial  status,  or  from 
which  to  compute  periodic  net  income? 

As  an  indication  of  financial  condi- 
tion on  a  specific  date,  actual  cost — 
most  would  admit — is  not  an  entirely 
satisfactory  basis  for  valuation,  even 
with  respect  to  inventories.  Price 
changes  between  purchase  and  inven- 
tory dates  are  quite  likely  to  be  so 
striking  as  to  render  cost  a  dubious 
representation  of  true  economic  posi- 
tion; it  may  give  too  high  or  too  low  a 
figure.  But  this  objection  to  actual 
cost  as  a  basis  for  inventory  valuation 
is  not  decisive,  especially  in  certain 
fields.  It  must  be  remembered  that  at 
best  the  balance  sheet  is  bound  to  in- 
volve judgments  at  various  points. 
It  is  only  ideally  that  it  represents  true 
financial  position  on  a  specific  date. 
Indeed  one  might  go  farther  and  say 
that    since,    in    the    ultimate    sense, 


present  status  is  inevitably  connected 
with  future  events  no  precise  statistical 
exhibit  of  such  status  is  even  conceiv- 
able. Under  these  circumstances  the 
cost  of  merchandise  on  hand  can  hardly 
be  given  wholesale  condemnation  as  a 
balance  sheet  figure.  Particularly  is 
this  true  in  certain  retail  lines  where 
selling  prices  respond  but  slowly  to  new 
bujnng  prices.  There  is,  no  doubt, 
some  truth  in  the  popular  notion  that 
the  merchant,  in  the  face  of  declining 
buying  prices,  makes  a  desperate  effort 
to  market  stock  on  hand  before  seri- 
ously lowering  selling  prices.  In  cases 
where  the  inertia  in  competition  makes 
this  possible,  actual  cost  evidently  has 
a  special  validity  from  the  standpoint 
of  the  particular  dealer.  Further,  it 
should  be  noted  that  the  inventory  is 
often  a  relatively  small  figiu-e  as 
compared  with  total  assets;  and  in 
such  a  case  any  fairly  reasonable  scheme 
for  valuing  the  same  would  not  seri- 
ously distort  the  balance  sheet.  Still 
further,  it  should  be  recalled  that  in 
general  the  balance  sheet  is  prepared 
as  an  exhibit  of  "  going-concern  "  values 
rather  than  liquidation  values. 

From  the  standpoint  of  the  income 
sheet  actual  cost  as  a  basis  for  inven- 
tory has  one  very  substantial  argument 
in  its  favor:  it  is  the  only  valuation  plan 
by  which  the  computation  of  income 
may  be  restricted  exclusively  to  sale 
transactions.  This  argument  is  espe- 
cially important  in  the  trading  field. 
In  the  nature  of  the  case  selling  is  the 
dominant  acti\nty  of  the  wholesaler 
and  retailer.  The  trader  is  essentially 
in  the  business  of  selling.  Is  not  the 
sale,  then,  the  best  evidence  of  income 
in  this  field?  Is  not  the  sale  the  signifi- 
cant transaction  for  the  merchant? 
Some  rational,  systematic  plan  for  the 
calculation  of  income  is  needed;  and 
here  it  would  seem  that  the  succession 
of  sale  events  furnishes  a  guide  to  the 
income  conclusion  which  may  well  be 
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rigidly  followed.  Further,  in  the  case 
of  the  trader  the  importance  of  the 
closing  inventory'  as  an  element  in  the 
computation  of  a  rational  income  figure 
may  be  safely  said  to  outweigh  its 
significance  as  an  e^^dence  of  present 
value  for  balance  sheet  purposes. 

On  the  other  hand,  it  should  be 
emphasized  that  outside  the  trading 
field,  where  the  selling  acti^•ity  by  no 
means  always  dominates  operations, 
this  particular  virtue  attaching  to  the 
actual  cost  basis  has  much  less  im- 
portance. It  is  not  at  all  certain  that 
the  sale  is  the  best  test  of  income  in 
some  lines.  This  point  will  be  returned 
to  a  httle  later. 

But  even  if  we  assume  that  actual 
cost  is  a  satisfactory  basis  for  the  valua- 
tion of  goods  on  hand  under  certain 
conditions,  there  remains  to  be  con- 
sidered the  problem  of  its  concrete 
application.  Here  serious  technical 
difiiculties  are  discovered  at  once. 
Unless  all  the  stock  on  hand  has  been 
acquired  at  a  single  cost  price — a 
condition  seldom  if  ever  realized  for 
the  yearly  period,  especially  if  the 
influence  of  the  initial  inventory'  be 
considered — the  actual  cost  of  goods  on 
hand  at  the  end  of  the  accounting 
period  can  only  be  determined  where 
it  is  possible  to  identify  each  and  every 
indi\idual  item  of  stock  in  terms  of 
particular  lots  piirchased  and  the  in- 
voices attaching  thereto.  In  other 
words,  this  basis  for  pricing  cannot  be 
applied  literally  in  practice  unless  it  is 
feasible,  by  means  of  a  system  of  mark- 
ing, storing,  or  othem-ise,  to  preserve  a 
means  of  identifying  each  item  of  the 
physical  inventorj'. 

Needless  to  say,  there  are  a  great 
many  cases  where  this  is  impossible  or 
inexpedient.  In  the  case  of  the  manu- 
facturer, for  example,  who  buys  scores 
or  hundreds  of  classes  of  materials  and 
supplies  at  varjnng  prices,  it  is  almost 
out  of  the  question  for  him  to  discover 


the  actual  cost  of  goods  on  hand  at  a 
particular  time;  and  very  frequently  the 
trader  finds  himself  in  a  like  position. 
As  a  result  of  this  situation  all  sorts  of 
expedients  are  resorted  to.  "How  do 
you  price  your  inventory?" — you  ask 
the  business  man,  and  about  six  times 
out  of  ten  he  replies — "Oh!  we  take  all 
of  our  stuff  in  at  cost."  But  it  is  quite 
likely  that  his  cost,  so-called,  scarcely 
approximates  actual,  literal  cost.  It 
may  be  the  result  of  any  one  of  numer- 
ous interpretations  and  dcN-ices.  Very 
often,  indeed,  the  figure  used  is  simply 
a  guess,  an  "intuitional"  cost,  prepared 
by  an  owaier  or  manager  who  is  reljnng 
on  his  general  experience.  Worse  still, 
if  the  preliminary  calcidation  does  not 
result  in  a  figure  which  quite  suits  the 
fancy  of  some  officer  who  has  a  weather- 
eye  out  for  the  federal  tax  levy,  a 
rev-ision  may  be  instituted  which  results 
in  a  paring  off  of  perhaps  many  thou- 
sands of  dollars,  the  concluding  figure, 
nevertheless,  being  labeled  "cost." 

"Let's  see;  suppose  we  put  those 
prints  in  at  10  cents."  Thus  the  prob- 
lem is  solved.  By  sheer  accident  an 
amount  somewhere  near  actual  cost  may 
be  arrived  at  in  this  manner.  It  is  more 
likely,  however,  that  a  serious  element 
of  error  will  be  involved.  Especially  is 
this  apt  to  be  the  case  if  the  inventory 
is  composed  of  remnants  of  many  lots, 
acquired  at  a  considerable  range  of 
prices,  and  includes  some  stock  which 
has  been  carried  over  from  preceding 
periods.  A  mere  estimate,  in  such 
circumstances,  will  probably  be  so 
strongly  tinctured  by  impressions  de- 
rived from  current  prices  as  to  give 
a  quite  inaccurate  representation  of 
actual  cost. 

Ill 

Let  us  turn  now  to  a  consideration  of 
the  more  or  less  systematic  devices  and 
expedients  which  are  found  in  practice. 
First   may   be   mentioned   the   arith- 
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metical  average  of  invoice  prices.  The 
use  of  such  a  value,  in  lieu  of  actual 
cost,  is  by  no  means  uncommon.  In 
some  cases  this  substitute  figure  is 
rather  carefully  worked  out  by  making 
use  of  the  prices  of  all  lots  purchased 
during  the  current  period,  and  by 
including  the  price  used  in  valuing  the 
last  preceding  inventory.  In  other 
cases  the  calculation  is  restricted  to  the 
prices  of  purchases  for  the  period;  in 
others,  the  prices  of  a  few  supposedly 
represent  ative  lot  s  are  averaged ;  in  some 
instances  the  calculation  is  so  carelessly 
handled  that  the  result  is  again  little 
more  than  an  estimate.  However  the 
computation  is  made,  all  such  inter- 
pretations of  actual  cost  can  be  criti- 
cized on  the  ground  that  they  ignore 
the  variation  in  the  amounts  of  the 
different  shipments  received,  and  hence 
are  likely  to  contain  a  serious  element 
of  error.  In  other  words,  they  are  based 
upon  the  assumption  that  all  lots 
received  currently  are  of  the  same 
amount,  and  that  the  initial  inventorj^- 
if  its  influence  is  recognized  at  all — is 
just  the  equivalent  of  one  of  these 
equal  lots.  This  is  e\adently  quite 
contrarj^  to  the  actual  facts. 

This  brings  us  to  a  second  de^^ce,  or 
rather  group  of  de\'ices.  In  many  cases 
a  cost  figure  to  be  applied  to  stock  on 
hand  is  worked  out  by  some  sort  of  a 
weighted  average  method.  The  most 
reasonable  of  these  schemes  involves  a 
combination  of  initial  inventory  and 
total  purchases,  with  respect  to  both 
quantity  and  value.  The  value  total 
di\'ided  by  the  quantity  total  gives  the 
weighted  average  cost  to  be  applied  to 
the  quantity  on  hand  in  determining 
inventory  value.  This  plan  is  based 
upon  the  assumption  that  the  goods 
consigned  or  sold  are  taken  from  the 
various  lots  received  in  exact  propor- 
tion to  the  initial  amounts  of  these  lots, 
or,  in  other  words,  that  goods  on  hand 
are  composed  of  the  different  shipments 


acquired  (including  the  initial  inven- 
tor^r'  as  the  first  lot)  in  proportion  to  the 
quantities  thereof;  and  its  accuracy  as 
a  device  for  calculating  actual  cost 
e^■idently  depends  upon  the  degree  of 
truth  in  this  assumption.  As  a  matter 
of  fact  we  know  that  this  postulate  is 
quite  unsupported  by  actual  conditions 
in  a  great  majority  of  cases.  Goods  are 
not  utilized  or  sold  in  precise  propor- 
tion to  the  quantities  in  the  various 
lots  received.  Indeed,  a  movement  of 
goods  in  exact  conformity  with  this 
assumption  would  be  virtually  impos- 
sible as  it  would  mean,  strictly  speak- 
ing, that  no  lot  or  shipment  could  ever 
be  completely  exhausted  or  closed  out. 
Such  a  situation  would  be  somewhat 
analogous  to  the  pancake  batter  jar  in 
the  college  boarding-house;  at  least  a 
trace  of  all  preceding  lots  is  included  in 
each  inventors'. 

There  are  many  variations  of  this 
plan.  In  some  cases  a  weighted  average 
cost  with  respect  to  a  few  large  lots  is 
taken.  In  others  the  effect  of  the  initial 
inventory  is  ignored,  and  the  calcula- 
tion is  confined  to  cmrent  acquisitions. 
The  so-called  "mo^^ng"  weighted 
average  has  been  advocated  and  has 
been  employed  in  some  cases.  This 
dcA^ce  contemplates  the  use  of  a  period 
for  the  cost  calculation  which  is  not 
conterminous  ^-ith  the  current  account- 
ing period.  In  this  connection  both 
very  long  and  very  short  periods  have 
been  proposed. 

The  "base-cost"  scheme  of  pricing, 
strongly  urged  by  several  large  corpora- 
tions, and  definitely  repudiated  by  the 
Income  Tax  Unit,'  gives  a  kind  of  long- 
term  average  or  standard  cost.  An 
officer  of  one  company  argued  that  the 
proper  cost  to  be  applied  in  valuing  the 
"minimum"  or  "cushion"  inventory 
of  standard  raw  materials  was  the 
"normal"  price,  to  be  determined  by 

■  "  Income  Tax  Rulings,"  Cumulatite  Bulletin  No.  1, 
pp.  51-55. 
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taking  a  rough  average  of  prices  over 
a  period  of  from  20  to  25  years.  In 
other  cases  the  average  price  for  the 
two  or  three  years  immediately  preced- 
ing the  war  period  was  urged  as  the  cost 
which  should  be  applied  to  the  stand- 
ard volume  of  inventory.  All  of  these 
long-term,  average,  conventional,  or 
normal  cost  plans  for  pricing  inven- 
tory have  been  disapproved  by  the  unit. 
Even  the  systematic,  weighted  average 
cost  scheme,  it  may  be  noted,  has  been 
rejected  as  a  general  device  for  tax  pur- 
poses,^  although  a  later  ruling  gave  the 
tobacco  companies  permission  to  con- 
tinue their  use  of  this  method.^ 

A  plan  for  determining  the  cost  of 
goods  on  hand  in  cases  where  it  is  not 
feasible  to  discover  actual,  literal  cost — 
a  plan  endorsed  by  the  Treasury  De- 
partment and  which  has  been  widely 
adopted — is  based  upon  the  assump- 
tion that  goods  utilized  or  sold  are 
always  taken  from  the  oldest  in  stock, 
or,  in  other  words,  that  the  goods  on 
hand  consist  in  the  most  recently  ac- 
quired lots.  To  carry  out  this  device 
it  would  be  necessary  simply  to  arrange 
invoices  in  a  chronological  sequence 
and,  beginning  with  the  latest,  take 
off  both  quantity  and  value  figures 
until  a  quantity  total  has  been  obtained 
equivalent  to  the  physical  inventory; 
the  corresponding  value  total  would  be 
the  value  inventory.  (It  would,  of 
course,  be  necessary  in  most  cases  to 
divide  the  amounts  of  one  invoice  and 
include  only  the  appropriate  parts.) 
If  recent  purchases  had  been  at  all 
hea\^  this  would  commonly  mean  that 
the  purchases  of  but  a  few  weeks  would 
need  to  be  covered  to  obtain  the  inven- 
tory figure.  In  some  cases  it  would 
mean  the  use  of  essentially  the  latest 
cost.  Where  the  turnover  rate  was  low, 
recent    purchases     light,     and    price 

»"  Income  Tax  Rulings,"  Cumulatite  Bulletin  No.  1, 
pp.  47-51. 

•  Ibid.,  Cumulative  Bulletin  No.  S,  pp.  50-53. 


fluctuations  substantial,  on  the  other 
hand,  the  inventory  value  resulting 
from  this  plan  would  bear  little  relation- 
ship to  current  values. 

Evidently  such  a  scheme  will  not 
ordinarily  produce  results  which  jibe 
with  the  actual  physical  facts.  Goods 
consumed  or  sold  are  often  as  likely  or 
even  more  likely  to  be  taken  from  new 
stock  as  from  the  old;  and  probably  in 
no  case  would  withdrawal  follow  ex- 
actly the  order  of  receipt.  Neverthe- 
less this  plan  receives  strong  support 
from  the  economic  side.  Unquestion- 
ably it  is  only  relatively  recent  prices 
that  are  of  any  interest  to  the  immediate 
management.  According  to  economic 
theory,  indeed,  the  only  cost  affecting 
selling  prices  in  a  free  market  is  the 
immediately  potential  cost.  A  princi- 
ple of  valuation  which  gives  results 
bearing  at  least  some  reasonable  rela- 
tionship to  current  conditions  is  un- 
doubtedly to  be  desired. 

This  method  of  pricing  inventory 
deserves  careful  consideration  by  busi- 
ness managements.  In  summary,  it 
may  be  said  to  be  commendable  for 
four  main  reasons.  First,  it  purports 
to  exliibit  cost,  and  thus  satisfies  the 
prejudices  of  the  legal  and  accounting 
professions  (as  well  as  those  of  the 
Bureau  of  Internal  Revenue) .  Second, 
by  this  means  the  inventory  value  is 
drawn  from  the  actual  records  in  a 
simple  and  systematic  way,  all  guess- 
work and  uncertainty  being  eliminated. 
Third,  it  approximately  conforms  to 
good  economics  and  sound  business 
principles  in  that  the  inventory  value 
so  derived  is  commonly  a  fair  represen- 
tation of  current  commercial  values. 
Fourth,  it  is  based  upon  a  definite 
and  understandable  assumption  with 
respect  to  the  movement  of  goods 
through  the  business  enterprise,  an 
assumption  which  might  well  be  vali- 
dated as  closely  as  possible  as  a  matter 
of  good  business. 
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IV 

So  much  for  the  various  interpreta- 
tions of  cost  of  goods  on  hand.  We  are 
now  in  a  position  to  "  inventory  "  actual 
cost  as  a  basis  for  the  valuation  of 
merchandise.  How  shall  we  rate  this 
valuation  principle?  In  the  first  place, 
it  should  be  emphasized  that  actual, 
literal  cost  has  a  limited  practical 
application,  that  most  "cost"  inven- 
tories are  based  upon  cost  in  a  mainly 
nominal  sense.  Second,  the  various 
schemes  and  devices  employed  are 
almost  sure  to  give  quite  divergent 
results.  In  other  words,  a  "cost"  in- 
ventory does  not  commonly  mean  a 
single  definite  value;  the  nature  of  the 
amount  finally  arrived  at  in  any  case 
will  depend  essentially  upon  the  method 
used  to  obtain  "cost."  Under  the.se 
circumstances  it  would  seem  reasonable 
to  conclude  that  actual  cost  is  a  fairly 
reasonable  basis  for  valuing  inventory 
in  the  trading  field,  provided  it  is 
feasible,  by  means  of  price  marks  or 
some  other  system  of  identification,  to 
find  this  value.  Further,  where  it  is  not 
feasible  to  determine  actual  cost  the 
only  substitute  that  can  reasonably 
have  any  wide  application  is  the  cost  of 
the  most  recent  acquisitions  up  to  the 
amount  of  the  inventory.  In  view  of 
the  fact  that  the  task  of  pricing  an  in- 
ventory on  an  actual  cost  basis  is  likely 
to  be  a  very  tedious  task  it  might  per- 
haps be  urged,  as  a  practical  matter, 
that  this  substitute  is  to  be  preferred 
even  where  it  is  possible  to  determine 
actual  cost. 


The  second  main  basis  for  valuing 
the  inventory  mentioned  above  was 
replacement  cost.  This  principle  of 
valuation,  it  is  believed,  deserves  more 
favorable  consideration  than  it  has 
thus  far  received.  It  is  not  a  strictly 
orthodox  principle,  many  accountants 


considering  it  to  be  quite  unsound.  The 
main  objection  seems  to  be  that  the 
consistent  use  of  replacement  cost  as  a 
basis  for  inventory  valuation  is  bound 
to  mean — in  a  period  of  rising  prices — 
the  recognition  of  income  prior  to  sale, 
"unrealized"  profit.  It  should  be 
insisted,  however,  that  this  single  ob- 
jection does  not  justify  a  complete 
condemnation  of  replacement  cost  as  a 
valuation  expedient.  Business  condi- 
tions are  highly  complex  and  varied; 
and  there  are  some  situations  in  which 
this  basis  for  valuation  is  distinctly 
applicable.  The  proposition  that  this 
de\'ice  means  the  recognition  of  "un- 
realized" income  really  has  little  point. 
The  inventory  is  only  one  element  in 
the  income  calculation;  some  consist- 
ent and  reasonable  basis  for  valuing 
the  same  must  be  worked  out;  the  use 
of  replacement  cost  would  not  neces- 
sarily mean  the  repudiation  of  the  sale 
as  the  significant  income  transaction. 

Three  principle  arguments  may  be 
urged  in  support  of  this  theory  of 
valuation.  First,  it  is  more  logical  than 
the  actual  cost  plan — or  many  of  the 
proposed  substitutes  therefor — since  it 
avoids  attaching  different  prices  to 
identical  goods  in  the  same  situation, 
and  thus  does  not  vdolate  the  "law  of 
single  price."  Second,  it  conforms  to 
the  well-known  theory  that  replace- 
ment cost  is  the  only  cost  having 
significant  effect  upon  selling  prices, 
and  hence  is  the  only  cost  ha\ang  real 
meaning  for  the  management.  Third, 
it  can  be  put  into  effect  with  a  minimum 
of  clerical  effort;  it  gives  the  simplest 
possible  method  of  pricing  the  inven- 
tory. That  is,  assuming  the  physical 
inventory  sheets  to  be  available, 
pricing  becomes  simply  a  matter  of 
applying  the  latest  reliable  quotations 
to  the  various  quantities. 

Of  these  arguments  the  second  and 
third  are  no  doubt  the  most  important. 
In    all    business    situations    in    which 
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selling  prices  move  freely  in  relation  to 
changing  cost  prices — and  this  is 
especially  true  in  wholesaling  and  in 
certain  manufacturing  lines — values 
based  upon  current  costs  are  certainly 
more  significant  to  the  management 
than  values  which  represent  actual 
costs,  pro\'ided,  of  course,  that  the  two 
are  markedly  divergent.  Under  such 
circumstances  replacement  cost  un- 
doubtedly is  the  best  expression  of  the 
significance  of  the  inventory  from  the 
operating  standpoint;  it  gives  the  most 
reasonable  indication  of  the  amount  of 
e^echVeworkingcapital  tied  up  in  the  in- 
ventory. Consequently,  more  rational 
conclusions  may  be  drawn  from  replace- 
ment costs  than  from  actual  cost 
figures.  Even  in  retailing  there  is  a 
good  deal  of  e\'idence  that  selling  prices 
fluctuate  in  closer  conformity  to  cur- 
rent replacement  costs  than  popular 
opinion  admits.  In  many  lines  any 
material  reduction  in  wholesale  prices 
forces  an  immediate  and  more  or  less 
closely  corresponding  drop  in  retail 
prices,  and  an  advance  in  wholesale 
prices  results  in  immediate  mark-ups 
by  the  retailer. 

VI 

The  simplicity  of  replacement  cost 
as  a  basis  for  pricing  inventory  is  the 
principal  advantage  inhering  in  this 
plan  from  a  practical  standpoint. 
Replacement  cost,  as  a  rule,  is  a  definite 
and  unmistakable  figure.  It  is  not 
capable  of  all  sorts  of  interpretations. 
The  latest  reliable  .'quotation  from  the 
regular  source  of  supply  is  the  proper 
"replacement  cost."  Multiplying  this 
price  into  the  physical  inventory  gives 
the  value  inventory.  Compare  this 
process  with  that  which  involves  the 
listing  of  the  cost  of  virtually  every 
item  in  every  class  throughout  the 
entire  inventory  and  the  calculation  of 
the  total.     In  the  absence  of  funda- 


mental and  conclusive  objections  the 
saving  in  clerical  labor  alone  woidd 
justify  the  adoption  of  replacement 
cost  as  opposed  to  actual  cost. 

This  clerical  simplicity  would  be 
most  marked,  of  course,  in  connection 
with  standard  merchandise,  supplies 
and  materials.  To  compute  cost  of 
replacement  of  semifinished  or  com- 
pleted goods  in  the  hands  of  the  fabri- 
cator is  more  troublesome.  As  far  as 
the  materials  element  is  concerned  the 
replacement  cost  of  work  in  process  or 
finished  stock  can  be  readily  calculated 
by  applying  latest  standard  quotations 
to  physical  quantities  determined  from 
specifications  or  otherwise.  Indeed, 
replacement  cost  of  such  goods  could 
be  computed  more  readily  than  actual 
cost  because  of  the  difficulty  discussed 
above  of  identifying  material  taken 
from  stock  in  terms  of  specific  invoices. 
Labor  cost  of  replacement  could  also 
be  readily  determined.  But  with  re- 
spect to  overhead  or  burden  the  task 
would  be  very  difficult  and,  at  certain 
points,  almost  absurd.  The  deprecia- 
tion element  from  a  cost  of  replacement 
standpoint,  for  example,  could  only  be 
calculated,  strictly  speaking,  on  the 
basis  of  an  estimated  cost  of  replacing 
all  the  fixed  assets  involved.*  Perhaps 
this  would  give  an  ideal  valuation; 
but  most  would  probably  agree  that  it 
would  be  impracticable  to  push  the 
application  of  replacement  cost  figures 
to  this  extreme. 

The  use  of  replacement  cost  would 
commonly  not  give  results  markedly 
divergent  from  those  obtained  by  using 
cost  interpreted  as  the  cost  of  the  most 
recent  acquisitions  up  to  the  amount  of 
the  inventory.    This  point  is  worthy  of 

«  Yet  the  Treasury  Department,  in  permitting  manu- 
facturers under  certain  conditions  to  value  work  in 
process  and  finished  stock  at  replacement  cost,  con- 
templates the  application  of  this  base  to  burden  as  well 
as  to  direct  labor  and  material  items.  See  T.  D.  3109, 
reported  in  Income  Tax  Rulings,  Cumulative  Bulletin 
No.  4,  p.  51. 
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literal  cost  is  almost  impossible  of  pre- 
cise determination,  in  a  majority  of 
cases  it  seems  quite  unreasonable  to 
repudiate  replacement  cost  purely  on 
this  score.  Further,  there  is  much  to 
be  said  in  favor  of  the  proposition  that 
a  genuine  enhancement  in  the  value  of 
standard  merchandise  on  hand  is  as 
valid  an  e\'idence  of  income  as  accoimts 
receivable  or  increase  in  inventory  as  a 
result  of  additional  purchases. 

To  sum  up,  it  would  seem  to  be  a 
thoroughly  sane  and  conservative  stand 
to  admit  the  propriety  of  replacement 
cost  as  a  rational  basis  for  the  valuation 
of  inventories  at  least  in  the  case  of 
standard  raw  materials  and  supplies  in 
the  hands  of  the  manufacturer.^  Here 
it  is  seldom  feasible  to  discover  actual 
cost.  Further,  since  a  more  or  less 
complex  process  of  manufacture  inter- 
venes between  raw  materials  and  sales 
of  finished  stock,  a  computation  of 
income  exclusively  in  terms  of  sales 
need  not  be  insisted  upon  in  such  cases. 

VII 

The  third  basis  for  valuation  men- 
tioned, actual  cost  or  replacement  cost, 
whichever  is  the  lower,  is  evidently  not 
a  distinct  principle  of  valuation  but  a 
composite  of  two  others.  It  is  neces- 
sary to  give  it  separate  consideration, 
however,  in  view  of  the  great  hullabaloo 
raised  in  its  favor.  This  rule  was 
sponsored  as  a  universal  valuation 
formula  by  a  committee  of  accountants 
reporting  to  the  British  Board  of  In- 
land Revenue  in  1917;  it  has  been 
adopted  by  our  own  Bureau  of  Internal 
Revenue  as  one  of  two  main  alterna- 
tives; it  has  been  strongly  supported  in 
various  textbooks,  trade  journals,  and 
other  publications;  there  seems  to  be  a 
strong    element    among    professional 

'  For  a  discussion  of  this  question  see  "  Methods  of  •  It  would  be  especially  in  such  cases  that  there  n-ould 

Measuring   Business   Income"   in   Adminislralion    for       be  little  uncertainty  as  to  what  constitutes  true  replaoe- 
April,  1921.  ment  cost. 


emphasis  in  view  of  the  heat  with 
which  some  people  reject  replacement 
cost  as  a  legitimate  valuation  principle 
and  yet  are  quite  ready  to  accept  an 
interpretation  of  actual  cost  which 
amounts  to  about  the  same  thing.  The 
difference  between  these  two  methods 
is  evidently  largely  nominal.  One 
adheres  to  the  invoice  records;  the 
other  adopts  the  latest  legitimate  quo- 
tation. But  the  results  will  very 
commonly  be  about  the  same  in  both 
cases.  It  may  be  urged  that  the  ac- 
countant should,  in  deference  to  current 
prejudices,  adopt  the  cost  of  the  most 
recent  purchases  as  a  closing  valuation 
rather  than  its  more  logical  blood- 
brother,  the  cost  of  replacing  the 
stock  on  hand.  Doubtless  there  is 
some  force  to  this  from  the  standpoint 
of  expediency.  But  it  would  be  a 
mistake  to  conclude  that  there  is  no 
popular  support  for  the  replacement 
cost  plan.  A  field  investigation  of 
inventory  practices  conducted  by  the 
Bureau  of  Internal  Revenue  in  the 
summer  of  1919,  disclosed  the  fact  that 
in  certain  manufacturing  lines  leading 
producers  showed  a  pronounced  dispo- 
sition to  favor  the  consistent  use  of 
current  buying  prices  in  the  valuation 
of  inventories.  The  bureau  has  not 
admitted,  however,  the  propriety  of 
replacement  cost  as  a  distinct  principle 
of  valuation. 

As  indicated  above,  replacement  cost 
as  a  basis  for  valuation  has  been  criti- 
cized mainly  on  the  groimd  that  it  may 
result  in  the  admission  of  an  "imreal- 
ized"  income  into  the  accounts.  This 
criticism  resolves  itself  primarily  into 
the  question  as  to  whether  the  compu- 
tation of  income  should  be  restricted 
exclusively  to  the  sale  transaction.^  In 
this  connection  it  should  be  emphasized 
that  in  view  of  the  fact  that  actual, 
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accountants  which  favors  it.  Never- 
theless the  wTiter  believes  that  this 
valuation  device  is  quite  unreasonable, 
and  should  be  discredited  and  outlawed 
by  accountants  for  reasons  which  are 
conclusive  from  both  theoretical  and 
practical  points  of  xievr. 

In  the  first  place,  the  Uteral  applica- 
tion of  this  rule  is  almost  impossible 
because  of  the  clerical  difficulties  and 
amount  of  work  required.  Just  think 
what  the  thing  involves!  To  begin 
with,  it  means — if  it  is  to  be  strictly 
interpreted — that  the  actual  cost  of 
each  item  on  hand  must  first  be  deter- 
mined. As  has  been  indicated,  this  in 
itself  is  often  an  impossible  or  imprac- 
ticable task,  and  in  any  case  involves 
almost  endless  labor.  Next,  the  re- 
placement cost  of  each  class  must  be 
ascertained.  This  is  a  simpler  problem; 
but  it  should  be  emphasized  that  such 
technical  difficulties  as  do  beset  the  cost 
of  replacement  method  are  aU  to  be 
dealt  with  here.  (This,  the  opponents 
of  the  replacement  cost  theorj^  seem 
always  to  forget.)  In  the  case  of  work 
in  progress  and  finished  goods,  as  has 
already  been  noted,  the  computation 
of  cost  of  replacement  is  by  no  means  a 
simple  task.  Finally,  each  of  the  pos- 
sible hundreds  or  even  thousands  of 
classes  in  the  inventory'  must  be  scru- 
tinized; the  lower  of  the  two  alterna- 
tives must  be  selected  in  each  case;  and 
this  collection  of  actual  costs  and 
replacement  costs  must  be  totaled  to 
give  the  final  inventory'  figure.  A  more 
involved  and  absurd  method  of  pricing 
could  hardly  be  invented. 
(.•'  Second,  and  perhaps  more  important, 
this  rule  x-iolated  one  of  the  funda- 
mental canons  of  sound  accountancy, 
namely,  consistency.  Values  computed 
according  to  this  scheme  are  a  hodge- 
podge. Considered  from  the  point  of 
view  of  several  periods  it  results  in  a 
more  or  less  serious  distortion  of  the 
income  figure.    In  one  period  income  is 


unduly  depressed  with  respect  to  sales; 
in  the  next  it  is  unreasonably  inflated. 
This  inconsistency  is  more  serious  than 
a  casual  examination  of  the  question 
reveals.  ^Mien  we  come  to  consider 
the  concrete  use  of  this  rule  in  practice 
it  is  discovered  that  it  cannot,  in  the 
nature  of  the  case,  have  much  real 
application.  This  is  due  to  the  charac- 
ter of  price  movements.  Prices,  of 
course,  do  not  swing  evenly,  but  the 
trend  is  usually  clear.  In  general  the 
statement  holds  that  the  prices  of 
^^rtually  all  goods  found  in  the  tj^pical 
inventory  move  in  the  same  direction, 
although  not  proportionately.  This 
means,  in  other  words,  that  if  replace- 
ment cost  is  seriously  below  actual  cost, 
for  example,  with  respect  to  one  im- 
portant class  of  the  inventory  it  is  very 
likely  to  be  below  cost  for  all  other 
classes.  \Miat,  then,  is  the  actual 
situation  with  respect  to  the  use  of  this 
combination  rule?  Simply  this,  that 
the  merchant,  or  other  business  man 
who  is  attempting  to  adhere  to  the 
"cost  or  market,  whichever  is  lower" 
device  is  really  mer-ily  vacillating  from 
year  to  year  between  actual  cost  and  re- 
placement cost  as  bases  for  inventory 
valuation.  In  one  year  he  uses  actual 
cost;  in  the  very  next  period,  perhaps, 
he  shifts  to  replacement  cost,  and  so  on. 
This,  it  seems  clear,  is  the  verj'  antith- 
esis of  soimd  accounting! 

In  view  of  the  Treasury' Department's 
strong  predilection  for  the  proposition 
that  "each  year  must  stand  on  its 
o^Ti  bottom"  the  admission  of  "cost 
or  market,  whichever  is  lower"  as  a 
valid  valuation  principle  and,  worse 
still,  its  advocacy,  is  almost  beyond 
one's  comprehension.  In  this  connec- 
tion it  may  be  said  that  while  the 
initial  rather  stiff-necked  attitude  of 
the  Department  with  respect  to  this 
question  of  inventory  valuation  has 
been  undergoing  a  process  of  gradual 
amelioration,  sound  inventorj^  practice 


300 


ADMINISTRATION 


Vol.  hi 
No.       3 


has  thus  far  not  been  much  advanced 
by  the  rulings  of  the  Income  Tax  Unit 
and  the  accompanying  Treasury  De- 
partment's consistency,  it  should  be 
insisted,  is  probably  the  primary  virtue 
in  inventory  practice.  Almost  any 
fairly  rational  principle  of  valuation, 
if  consistently  adhered  to  will  result  in 
a  reasonably  satisfactory  series  of  in- 
come and  balance  sheet  exhibits.  It  is 
the  shifting  from  one  basis  to  another 
which  should  above  all  things  be 
avoided.  And  the  Treasury  Depart- 
ment has  to  date  made  it  rather  easy 
for  the  taxpayer  to  jump  from  one 
expedient  to  another.  Take  the  elev- 
enth hour  decisions  made  in  December, 
1920,  for  example,  to  the  effect  that 
any  taxpayer  could — regardless  of  his 
past  practice — value  his  1920  closing 
inventory  (materials,  work  in  process, 
or  salable  merchandise)  for  purposes 
of  his  tax  return  on  the  basis  of  the 
lower  of  any  of  the  three  alternatives, 
(1)  actual  cost,  (2)  replacement  cost, 
and  (3)  selling  price.  This  sort  of 
thing  is  bound  to  encourage  inconsist- 
ent inventory  practices. 

In  the  third  place,  the  use  of  actual 
cost  or  replacement  cost,  whichever  is 
lower,  in  valuing  inventory  does  not 
insure  the  restriction  of  the  income 
calculation  to  sale  transactions;  and 
hence  this  device  lacks  the  main  virtue 
which  most  of  its  supporters  seem  to  be 
attributing  to  it.  It  evidently  permits 
the  recognition  of  losses  "unrealized" 
by  sale.  Further,  it  allows  the  recogni- 
tion of  income  unrealized  by  sale  in 
cases  where  goods  have  been  held  for 
some  time  and  replacement  cost,  while 
still  below  actual  cost,  has  advanced 
beyond  the  initial  inventory  figure. 

These  three  considerations  would 
seem  to  warrant  the  conclusion  that 
this  valuation  rule  has  no  reasonable 
application  in  any  situation  in  practice, 
and  should  accordingly  be  discounte- 
nanced by  all  concerned. 


VIII 

The  final  valuation  base  named  at 
the  outset  was  selling  price.  This  value 
may  be  used  in  connection  with  the 
inventory  in  two  quite  different  ways. 
In  the  first  place  current  selling  value 
may  be  taken  as  a  starting  point  in 
calculating  an  inventory  in  terms  of 
what  is  usually  conceded  to  be  a  kind 
of  cost  value.  The  Treasury  Depart- 
ment, for  example,  in  T.  D.  3058, 
authorized  retail  dry-goods  dealers  to 
take  inventory  by  the  so-called  "retail 
price"  method,  a  plan  which  consists 
essentially  in  computing  cost  of  stock 
by  deducting  a  "purchase  mark-up" 
percentage  from  the  estimated  selling 
value  of  goods  on  hand.  Manufac- 
turers sometimes  make  use  of  the 
general  relationship  between  periodic 
burden  and  sales  in  computing  the 
burden  cost  of  work  in  process  or 
finished  stock.  Selling  price  is  also 
employed  as  the  most  reliable  starting- 
point  available  in  certain  cases  where 
satisfactory  costing  for  labor  and 
materials  is  impossible  or  inexpedient. 
A  large  manufacturer  of  pharmaceutical 
supplies,  for  example,  who  uses  hun- 
dreds of  classes  of  raw  materials  and 
turns  out  over  a  thousand  distinct 
products,  has  for  years  valued  inven- 
tory by  means  of  a  formula  designed  to 
reduce  selling  value  by  estimated  costs 
(including  any  costs  yet  to  be  incurred) 
plus  estimated  profit.  The  resulting 
figm-e  is  either  cost,  or  more  or  less 
than  cost,  depending  upon  the  accuracy 
with  which  the  estimated  profit  figure 
measures  the  difference  between  selling 
price  and  actual  cost.  In  a  case 
where  selling  price  had  recently  ad- 
vanced and  the  profit  percentage  used 
was  based  on  earlier  experience,  the 
inventory  value  so  computed  would  be 
likely  to  express  cost  of  replacement 
more  closely  than  actual  cost. 

The   other   possible   use   of    selling 
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price  as  an  inventory  base  is  its  direct 
application  to  goods  on  hand — adjust- 
ment having  been  made,  of  course,  for 
costs  yet  to  be  incurred — to  obtain  the 
value  of  the  inventory.  This  rule  of 
valuation  is,  in  general,  the  account- 
ant's pet  aversion,  because  it  is  held  to 
involve  the  recognition  of  "  anticipated" 
income — unrealized  income  in  the  ex- 
treme. Yet  it  should  be  emphasized 
that  any  sweeping  denunciation  of 
this  rule  is  unwarranted.  It  has  a 
recognized  application  in  certain  fields 
and  situations  and  it  is  quite  possible 
that  it  should  be  extended  further. 
Specifically,  we  admit  the  propriety  of 
this  rule  in  the  case  of  finished  goods 
made  to  order  on  a  binding  contract, 
and  in  cases  where  the  fabrication 
process  is  peculiarly  long — ^shipbuild- 
ing, for  example.  Further,  the  Treas- 
ury Department,  in  permitting  farmers 
to  value  unsold  produce  at  sales  price 
less  marketing  costs,  has  recognized  its 
validity  in  another  special  situation. 

In  general,  a  rather  strong  argument 
may  be  made  in  support  of  adjusted 
selling  value  as  a  basis  for  inventory 
valuation  in  all  cases  where  the  selling 
acti\'ity  is  a  minor  incident  in  the 
productive  process,  requiring  no  special 
effort  or  expense,  to  be  taken  for 
granted.^  But  are  there  any  such 
cases?  In  answering  this  question  let 
us  first  consider  a  hypothetical  case  so 
extreme  that  all  would  agree  at  once  as 
to  the  proper  procedure.  Suppose  a 
gold  prospector  with  a  stroke  of  his 
pick  uncovers  a  rich  deposit  of  the 
\'irgin  metal  and  in  a  few  days  has 
sacked  two  thousand  ounces.  How 
should  he  take  inventory.?  Surely  no 
one  would  insist  that  a  cost  basis 
should  be  used,  however  calculated. 
Selling  value — adjusted  to  allow  for 
marketing    costs — is    the    only    value 

'  For  an  excellent  discussion  of  this  question  see 
W.  B.  Gower,"  Unsold  Goods  and  the  Income  Account," 
Journal  of  Accountancy.  March,  1920. 


which  has  any  meaning  in  this  case. 
The  value  of  the  miner's  inventory 
would  be  about  $40,000,  regardless  of 
cost.  Final  sale  is  assured  at  a  stand- 
ard price;  it  is  a  mere  incident,  to  be 
taken  for  granted.  Income  is  already 
realized. 

It  is  believed  that  the  conclusion 
reached  in  this  extreme  case  can  be 
applied  to  the  inventories  of  gold 
producers  in  general,  to  other  mining 
lines,  and  to  some  extent  in  other 
extractive  industries.  With  respect  to 
all  staple  products  from  these  indus- 
tries sale  is  assured  without  much  effort 
at  the  going  price.  It  is  not  necessary 
to  advertise,  to  maintain  an  extensive 
selling  organization.  Production  rather 
than  sale  is  the  activity  to  which 
virtually  all  effort  is  directed.  Hence, 
it  would  not  seem  unreasonable  to 
value  inventories  in  such  a  way  as  to 
involve  a  computation  of  income  in 
part  in  terms  of  production  rather  than 
sales. 

IX 

There  is  an  added  reason  for  this 
conclusion  in  the  case  of  staple  farm 
products.  A  Kansas  farmer,  for  ex- 
ample, has  5000  bushels  of  wheat  in 
his  bins.  WTiat  is  its  reasonable  in- 
ventory value.'*  Selling  price  less 
marketing  costs  would  seem  to  be  the 
most  valid  basis.  Sale  is  assured; 
whenever  the  farmer  wants  to  market 
he  simply  loads  up  and  drives  to  the 
nearest  elevator.  But  further,  even  if 
it  were  feasible  to  determine  specific 
costs  it  should  be  emphasized  that  such 
costs  would  give  no  legitimate  clue  to 
inventory  value.  Whether  the  specific 
farmer's  cost  is  high  or  low  it  will  not 
have  the  slightest  effect  upon  the  value 
of  his  wheat.  The  price  he  will  get  is 
determined  by  a  multiplicity  of  factors 
in  a  world  market,  the  immediately 
determining  element  in  this  case  being 
the  forces  of  demand.     Here  the  in- 
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fluence  of  specific  cost  upon  market 
value  in  the  particular  season  is  nil; 
hence  cost  is  of  minor  significance  as  an 
inventory  principle. 

Finally,  in  the  case  of  farm  produce, 
bujdng  price  and  selling  price — as  far 
as  the  farmer  is  concerned — are  roughly 
identical  (as  in  the  case  of  securities). 
In  other  words  there  is  only  one  market 
which  furnishes  a  test  of  value  in  this 
field.  The  position  of  the  retail  trader 
who  intervenes  between  two  distinct 
markets  is  quite  different.  Thus  sell- 
ing value  has  an  added  significance 
for  the  farmer  or  other  extractor. 

In  concluding  these  comments  the 
writer  wishes  to  emphasize  a  few 
general  considerations.  First,  the  range 
of  business  conditions  and  the  variation 
in  tjTjes  of  goods  is  so  great  that  it 
should  be  recognized  that  no  suitable 
universal  formula  for  the  valuation 
of  inventories  can  ever  be  worked  out. 
Second,  actual,  literal  cost  has  a  limited 
practical  application  as  an  inventory 
base  because  of  the  clerical  difficulties 


involved,  and  at  best  involves  a  great 
amount  of  labor.  Further,  it  is  espe- 
cially reasonable  only  in  the  trading 
field.  Third,  under  these  circumstances 
some  reasonable  expedient  must  be 
substituted  for  actual  cost.  The  use  of 
the  cost  of  the  most  recent  acquisitions 
up  to  the  amount  of  the  inventory  is  the 
most  rational  and  most  favored  sub- 
stitute device.  This  plan  is  applicable 
throughout  the  trading  and  manufac- 
turing fields.  Fourth,  replacement 
cost  should  be  admitted  as  a  proper 
basis  for  valuation  of  standard  raw 
materials  and  supplies,  especially  in 
the  manufacturing  field.  In  such  cases 
the  use  of  this  cost  will  give  results 
quite  similar  to  the  substitute  for 
actual  cost  just  mentioned.  Fifth, 
actual  cost  or  replacement  cost,  which- 
ever is  lower,  is  an  entirely  unreason- 
able valuation  principle,  resulting  in 
a  vacillation  from  one  basis  of  valua- 
tion to  another.  Sixth,  in  the  extractive 
field  adjusted  selling  value  has  at 
least  some  proper  application. 


ox  WHAT  SHOULD  SELLING  PRICES  BE   BASED? 


BY   G.   W.   GREENWOOD* 


SO  far  as  the  writer  can  see,  there  are 
four    methods    of    setting    seUing 
prices : 

1.  Bj'  agreement  among  the  manufac- 
turers. 

2.  By  cutting  a  competitor's  price. 

3.  By  so-called  costs,  which  are  the  re- 
sults of  problems  in  long  division,  the  op- 
erating charges  being  the  dividend,  and  the 
"output,"  the  divisor. 

4.  By  the  use  of  standards,  based  on 
what,  imder  normal  conditions,  the  product 
ought  to  cost. 

Except  in  the  case  of  railroads  and 
fire  insurance  companies,  the  first 
method  is  frowned  upon;  but,  subject 
to  publicity  and  adequate  regulation, 
it  might  have  advantages. 

The  second  is  exemplified  in  the 
following  letter  which  the  writer  has 
before  him: 

Dear  Sir  i  will  rite  and  ask  you  peopple 
for  the  job  to  watch,  now  i  Will  Work  for 
less  money  \Mit  you  pay  the  other  Man 
now.  let  me  Know  How  Mutch  you  pay 
the  Man  you  Have  and  then  i  Will  tell  you 
How  Mutch  i  will  work  for. 

In  other  words,  tell  us  what  oiu*  com- 
petitor has  quoted  and  we  will  sell  the 
material  for  less.  Fortunately,  this 
system  does  no  longer  appeal  to  pur- 
chasing agents. 

The  third  method  is  that  most  ex- 
tensively used,  and  equally  unsatisfac- 
tory. Those  who  attempt  to  employ 
it  take  a  month's  operating  charges, 
deduct  any  excessive  charges  for  repairs 
or  extraordinary  expenses,  such  as 
insurance  or  taxes  paid  during  the 
month  for  the  whole  year,  then  add  a 

•  Treasurer  of  The  Tnited  Refractories  Company, 
Dunbar,  Pennsylvania. 


share  of  similar  items  held  over  from 
previous  months,  finally  arriving  at 
what  the  operating  charges  should 
have  been.  Then  they  divide  by  the 
month's  "  output "  and  get — a  quotient. 

Wliat  does  one  mean  by  the  month's 
output?  When  the  product  must  pass 
through  several  processes,  this  divisor 
is  subject  to  whim  and  fancy  even  more 
than  is  the  dividend.  For  instance,  in 
the  common  brick  industry  (in  the  case 
of  a  fire  brick  factory  conditions  are 
decidedly  more  complex)  a  number  of 
brick  are  moulded  in  a  wet,  or  "green" 
state.  Those  which  survive  the  dry- 
ing process  are  placed,  or  "set"  in 
kilns  for  burning.  Of  those  drawn 
from  the  kiln,  part  are  loaded  directly 
onto  cars  and  part  are  placed  in  the 
stock  sheds,  the  remainder  being  the 
loss  ia  burning.  When  these  are  finally 
shipped  from  stock  there  is  always  an 
additional  loss. 

Now  just  what  is  the  "output"  in 
this  simplest  of  all  cases  in  the  oldest  of 
industries?  Should  one  use  the  green 
brick,  or  the  brick  set,  or  drawn,  or 
shipped,  or  the  original  number  made 
less  an  estimated  loss  from  all  processes? 
Or — happy  thought — should  one  divide 
by  the  average  of  all  these  quantities? 
There  seems  to  be  something  fascinat- 
ing about  averages.  There  is  a  false 
sense  of  security  in  using  them,  like 
that  felt  by  the  man  on  the  field  of 
battle  who  hid  behind  the  bass  drum. 

Even  imder  the  most  favorable  cir- 
cumstances, when  a  plant  is  running 
full  day  in  and  day  out,  the  long  divi- 
sion method  of  cost  accoimting  is  un- 
fortimate. 

But  when  a  plant  runs  intermittently, 
as  many  are  doing  this  year,  of  what 
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avail  is  the  long  division  method  then? 
Or  of  what  use  is  it  when  a  plant  is 
closed  for  a  calendar  month,  so  that 
the  divisor  is  zero?  We  are  frequently 
told  that,  under  such  circumstances, 
the  executive  is  supposed  to  take  into 
account  the  fact  of  idleness  and  to 
make  "due  allowance"  for  resultant 
increases  in  the  list  of  quotients.  It 
does  not  seem  to  occur  to  accountants 
that  it  is  their  duty  to  compute  these 
"due  allowances." 

I  once  saw  a  list  of  names,  to  some  of 
which  (including  my  own)  asterisks 
were  attached.  I  at  once  looked  up 
the  accompanying  footnote  which  read 
something  like  this: 

*  Pay  no  attention  to  these  marks. 
They  are  an  oversight. 

I  always  feel  that  way  about  long 
division  quotients  (frequently  called 
" costs ").  There  should  be  an  asterisk 
and  a  footnote  saying: 

*  Pay  no  attention  to  these  figures. 

In  the  case  of  quotients,  all  circum- 
stances, pertinent  and  impertinent,  are 
commingled,  so  that  the  result  is  like 
a  telephone  conversation  when  a  score 
of  wires  are  entangled  and  all  busy. 

One  real  test  of  a  cost  system  is  its 
value  when  a  plant  is  rimning  part- 
time.  Yet,  "I  never  look  at  them," 
was  the  reply  of  the  head  of  a  large  cor- 
poration to  my  question  as  to  the  pos- 
sible use  to  him  of  his  quotients  (which 
he  called  his  costs)  under  such  circum- 
stances. 

When  a  plant  is  idle  half  the  time, 
the  quotients  are  either  never  believed 
ornever  read;  or  both.  As  a  matter  of 
fact,  though  one  is  as  much  in  need  of  a 
good  cost  system  when  running  half 
full  as  when  running  full;  and  even 
more  so. 

So  far  as  cost  control  would  be  con- 
cerned when  running  part-time,  all 
sorts  of  extravagances  are  possible, 
since  there  is  a  perfectly  good  alibi  for 
high   quotients.     The    method   gener- 


ally used  in  such  cases  is  simply  not  to 
allow  the  operating  department  to 
spend  any  money,  and  since  they  are 
not  spending  any,  why,  of  course,  they 
cannot  be  wasting  any. 

So  of  the  four  methods  of  establish- 
ing a  basis  for  selling  prices,  one  is  pro- 
hibited, another  is  suicidal,  another 
unintelligible;  there  remains  by  elimina- 
tion, the  fourth — the  use  as  a  base  of 
what  the  material  ought  to  cost. 

This  requires  the  setting  of  standard 
costs.  Then,  to  make  a  profit,  the 
standards  must  be  realized.  If  the 
standards  are  not  realized,  the  system 
itself  makes  imperative  an  investiga- 
tion into  the  causes.  And  then,  in 
truth,  we  are  headed  toward  our 
goal. 

Herbert  Spencer  has  stated  that 
science  does  not  really  begin  until  we 
can  measure  quantitatively  instead  of 
comparing  qualitatively.  For  example, 
it  is  not  enough  to  know  merely  that 
one  object  is  heavier  than  another,  but 
he  must  know  in  terms  of  some  definite 
unit  of  measurement  how  much  it  is 
heavier.  And  this  involves  the  use  of 
a  standard  independent  of  either  of  the 
objects.  Also,  it  is  said  that  Lord 
Kelvin  in  the  course  of  investigations 
used  always  to  ask,  "How  much?"  In 
like  manner  there  is  no  scientific  basis 
for  cost  accounting  until  we  are  in  a 
position  to  say,  not  merely  that  opera- 
ting charges  for  one  month  are  higher 
than  those  of  the  preceding  month,  but 
they  are  above  or  below  normal. 

Again,  one  does  not  state  that  a  trip 
to  New  York  required  half  an  horn* 
more  than  did  the  previous  trip;  if  he 
Avishes  to  be  understood,  he  says:  "I 
arrived  in  New  York  an  hour  late." 
In  like  manner,  one  should  not  say  that 
the  costs  for  the  past  month  are  10  per 
cent  higher  than  they  were  the  pre\'ious 
month;  he  should  say:  "The  opera- 
ting charges  for  last  month  were  $10,000 
too  high!" 


EMPLOYERS'   CO-OPERATION   WITH  SAVINGS   BANKS 
IN   PROMOTION   OF  THRIFT 

BY  A.   M.   SAKOLSKI* 


LARGE  employing  corporations  as 
a  whole  have  done  little  in  the 
way  of  promoting  genuine  thrift  among 
their  employees.  The  measures  along 
these  lines  thus  far  taken  have  been 
mainly  in  the  nature  of  subsidy  or 
bonus  distribution  with  a  view  more  to 
encouraging  the  employee's  loyalty 
than  to  promoting  savings.  The  Sears- 
Roebuck  Company  savings  plan  is  of 
this  character.  The  stock-bonus  dis- 
tributions of  the  large  industrial  com- 
panies such  as  the  United  States  Steel 
Corporation,  the  International  Har- 
vester Company,  the  United  States 
Rubber  Company,  and  others  have  the 
primary  purpose  of  creating  direct  inter- 
est of  employees  in  the  company's  wel- 
fare. The  thrift  feature  is  merely 
incidental  to  the  primary  purpose. 

A  number  of  companies  at  various 
times  have  conducted  within  their 
organizations  savings  funds  for  em- 
ployees. The  Baltimore  and  Ohio 
Railroad  savings  fund  was  an  early 
and  quite  successful  scheme  of  this 
kind.  Many  other  public  utility  and 
industrial  companies  that  have  con- 
ducted savings  departments  have  ex- 
perienced difficulties  in  maintaining 
the  funds  at  all  times.  Abandonments 
of  the  scheme,  therefore,  have  been 
quite  frequent. 

The  main  defect  of  employees'  sav- 
ings funds  lies  in  the  association  of  such 
funds  with  the  management  and  for- 
tunes of  the  company.  Business  con- 
ditions fluctuate  and  during  industrial 
crises  and  depressions  a  corporation's 
finances  are  likely  to  be  strained,  thus 
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leading  to  loss  of  confidence  in  the  sav- 
ings fund  by  employees.  Moreover,  in 
times  of  depression  and  low  securities 
prices,  employees'  savings  funds  lack 
the  protection  against  risk  and  the  sur- 
plus reserves  held  by  savings  institu- 
tions. Cash  shortages  and  enforced 
liquidation  of  investments,  therefore, 
make  employees'  savings  funds  un- 
available in  times  when  they  should  be 
most  available. 

Another  and  still  more  potent  defect 
of  employees'  savings  funds  is  the  nat- 
ural opposition  on  the  part  of  workmen 
to  having  their  employers  know  the 
amount  of  their  savings.  There  is  the 
suspicion  that  when  demands  for 
higher  wages  are  made  the  claims  could 
be  met  by  companies  pointing  to  the 
savings  deposited  hy  employees  in  the 
savings  funds. 

On  the  whole,  it  can  be  said  that 
workmen  in  America  have  a  distaste  for 
anything  smacking  of  "benevolent 
feudalism."  Living  under  a  democratic 
government,  workmen  even  if  foreign 
born  imbibe  the  spirit  of  independence. 
They  are  naturally  suspicious  that 
measures  undertaken  by  employers 
ostensibly  for  their  benefit  have  a  back- 
groxmd  of  self-interest.  This  attitude 
is  strengthened  when  a  benevolent 
scheme  is  accompanied  by  subsidies  or 
gifts  coming  directly  from  those  who 
employ  them.  Accordingly,  the  pro- 
motion of  thrift  among  workmen  is 
better  and  more  easily  accomplished 
by  encouragement  of  savings  tlirough 
established  popular  institutions  rather 
than  through  the  creation  of  special 
savings  funds,  or  thrift  subsidies, 
bonuses,  and  the  like. 
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Notwithstanding  the  general  lack  of 
success  of  employees'  savings  funds, 
stock  participation,  and  profit-sharing 
ventures,  employers  cannot  afford  to 
neglect  the  thrift  promotion  among 
wage-earners.  Such  neglect  has  re- 
sulted disadvantageously  all  around. 
It  has  permitted  the  dissipation  of 
much  of  the  high  "war  wages"  by  all 
sorts  of  petty  speculations  on  the 
part  of  wage-earners.  Throughout  the 
whole  United  States  almost  every  class 
of  workers  is  caught  with  worthless 
oil  stocks  and  other  fake  securities. 
Depreciated  foreign  currency  has  fur- 
nished a  field  of  speculation  for  the 
immigrant  workers.  Russian  rubles, 
Polish  marks,  German  marks,  Italian 
lire,  and  other  depreciated  currencies 
may  be  found  hidden  away  in  thou- 
sands of  workers'  homes.  In  these 
times  of  industrial  depression  pur- 
chasers of  speculative  securities  and 
participants  in  other  "get-rich-quick" 
schemes  realize  the  extent  of  their  losses 
since  they  are  unable  to  obtain  cost 
prices  for  their  holdings.  They  are  thus 
losing  a  substantial  part  of  the  high- 
wage  payments  secured  during  the 
"wave  of  prosperity." 

The  peculiar  advantage  to  employers 
in  having  workers  with  bank  accounts 
is  generally  overlooked.  In  fact,  it  is  a 
belief  in  some  quarters  that  workers 
having  no  cash  reserves  are  likely  to 
stick  to  their  jobs  and  to  fear  dismissal 
more  than  those  who  have  money  in  the 
bank.  The  testimony  of  foremen  and 
others  dealing  directly  -with,  wage- 
earners  does  not  support  this  view. 
As  pointed  out  by  O.  D.  Foster  in  the 
May  issue  of  Administration: 

In  choosing  between  two  prospective 
employees  today  the  employer  is  naturally 
inclined  toward  the  man  with  the  bank 
account  because  he  presents  to  his  mind  a 
more  forcible  picture  of  purpose,  stability, 
and  the  intention  of  making  good.  Given  a 
reasonable  opportunity  he  is  going  to  aug- 


ment his  earnings  rather  than  run  any  risk 
of  decreasiag  them  by  inefficient  work  or  a 
hiatus  between  positions,  and  he  is  going  to 
consider  the  interests  of  his  organization,  if 
for  no  other  reason  than  because  their  in- 
creased earnings  will  offer  him  better  oppor- 
tunities and  a  greater  chance  of  adding  to 
his  own  savings. 

Statements  like  the  above  should 
make  employers  realize  their  measure 
of  responsibility  in  promoting  proper 
methods  of  thrift  among  their  workers. 

II 

Experience  has  shown  that  large 
corporations  and  other  business  con- 
cerns with  little  difficulty  or  expense 
can  assist  in  bringing  established  sav- 
ings institutions  directly  to  the  wage- 
earner  in  the  shop.  All  that  is  required 
is  closer  co-operation  between  the  sav- 
ings banks  and  the  employers.  A  plan 
of  co-operation  has  been  successfully 
worked  out  by  the  New  York  Tele- 
phone Company  and  the  savings  banks 
in  the  various  communities  of  the  state. 

The  practical  application  of  the  idea 
was  a  considerable  task  for  a  corpora- 
tion that  has  46,000  workers  scattered 
over  New  York  State  and  parts  of  New 
Jersey  and  Connecticut,  and  it  required 
intimate  co-operation  between  the 
company  and  the  New  York  State  Sav- 
ings Banks  Association.  Between  the 
two,  the  details  were  finally  worked  out, 
and  in  the  past  year  several  thousand 
employees  have  been  having  amounts 
deducted  from  their  pay  at  the  rate  of 
$500,000  a  year,  ^^'hen  the  plan  is 
further  extended  to  include  most  of  the 
46,000  employees,  the  savings  will  run 
into  millions  a  year. 

T.  P.  Sylvan,  vice-president  of  the 
New  York  Telephone  Company,  states 
that  there  has  been  a  feeling  on  the 
part  of  the  company's  oflBcers  that  the 
thrift  habit  acquired  during  the  Liberty 
Loan    campaigns — when    bonds    were 
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New  York  telephone  Company 
savings  plan  agreement 

EMPLOYEES  AUTHORIZATION 

I   HEREBY  AUTHORIZE  THE  TREASURER  OF  THE 

NEW  YORK  TELEPHONE  COMPANY  TO  DEDUCT  the  sum  of 

(1) Dollars        (2)  ($ 

(Write  Words  for  Dollars) 

REGULARLY  FROM  MY  PAY  EACH  PAYROLL  PERIOD  UNTIL  FURTHER  NOTICE  FROM 
ME,  AND  DEPOSIT  SAME  CURRENTLY  IN  A  PUBLIC  SAVINGS  INSTITUTION  SELECTED 
BY  THE  COMPANY  TO  THE  CREDIT  OF  AN  ACCOUNT  OPENED  IN  MY  NAME  UNDER 
THE  CONDITIONS  STIPULATED  IN  THE  EMPLOYEES  SAVINGS  PLAN  ESTAB- 
LISHED BY  THE  COMPANY,  RECEIPT  OF  COPY  OF  WHICH  PLAN  IS  HEREBY 
ACKNOWLEDGED  BY  ME. 

DATE  (3) 

SIGNATURE  OF   EMPLOYEE (4)_ 

MAILING  ADDRESS  : 

STREET  AND  NUMBER  (5) 

CITY  OR  TOWN  (6) 

STATE  (7) 


I  Hereby  Agree  to  be  Governed  by  the  Rules  and 
Regulations  of  the  Savings  Institution  in  which  my 
Account  is  Established,  under  the  Employees  Savings 
Plan  of  the  New  York  Telephone  Company 


SIGNATURE  OF  DEPOSITOR  (8). 
NAME  IN   FULL  (9). 


(Print) 


RESIDENCE  ADDRESS: 
STREET  AND  NUMBER        (10)- 


(Print) 


CITY  OR  TOWN  (11). 


(Print) 

STATE  (12) DATE  OF  BIRTH(13). 

BIRTHPLACE: 
CITY  OR  TOWN  (14) _ 


STATE  AND  COUNTRY        (15). 
DATE  (16) 


Figure  1.    Form  Showixg  Savtn'gs  Plan  Agreement  Adopted  by  the 
New  York  Telephone  Company 
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bought  on  instalments  by  pay-roll 
deductions — ought  to  be  capitalized  in 
the  interest  of  general  welfare. 

Under  the  New  York  Telephone 
Company's  plan  the  company  obtains 
a  written  agreement  (See  page  307) 
from  the  employee  permitting  the 
deduction  of  a  specific  sum  at  each  pay- 
roll period,  such  sum  to  be  transferred 
to  a  designated  savings  bank  and  cred- 
ited to  the  account  of  the  employee. 

"The  Savings  Plan,"  as  it  is  known 
in  the  company,  costs  an  insignificant 
amount  of  clerical  work.  Deductions 
of  various  amounts  are  usually  made, 
anyway,  for  stock  payments,  clubs, 
and  the  like,  so  that  the  collection 
machinery  is  at  hand.  The  company, 
of  course,  gets  no  profit  out  of  the  prop- 
osition. Every  dollar  that  is  deducted 
on  pay-day  goes  into  a  savings  bank. 
The  savings  banks  keep  the  pass-books 
and  will  retain  them  until  such  time  as 
the  employee  wants  to  withdraw  his 
account.  This  he  may  do  at  any  time, 
or  he  may  take  the  account  over  and 
make  his  own  deposits.  He  receives  a 
loose-leaf  form-holder  into  which  he 
places  a  statement  of  the  condition  of 
his  account — together  with  the  record 
of  the  deposits  and  interest  with  which 
he  is  credited  at  the  end  of  each  quarter. 
Should  he  want  to  make  a  withdrawal, 
he  is  provided  with  a  form  that  is  vir- 
tually a  draft,  the  company  paying 
directly  the  amount  he  draws,  getting 
it  in  turn  from  his  account  at  the  bank. 
The  employee  is  free  to  withdraw  his 
savings  as  the  spirit  moves  or  as  the 
necessities  of  life  demand. 

The  company  makes  only  the  follow- 
ing restrictions  on  amount  of  savings: 
For  employees  paid  weekly,  the  amount 
must  be  50  cents  or  any  multiple;  for 
employees  paid  semimonthly,  the 
amount  must  be  $1  or  any  multiple; 
for  employees  paid  monthly,  the 
amount  must  be  $2  or  any  multiple. 
The  company  has  distributed  to  all  its 


employees  pamphlets  containing  an 
outline  of  "  The  Plan,"  with  instructions 
and  illustrations  of  the  forms.  The 
usual  rate  of  interest  is  paid  by  the  sav- 
ings banks  in  which  savings  are  depos- 
ited. On  account  of  thelarge  geograph- 
ical spread  of  the  telephone  system, 
the  territory  has  been  divided  into 
seven  districts,  and  the  savings  of  each 
district  are  deposited  in  a  selected 
savings  bank  within  that  district. 

Ill 

Other  large  corporations  have  suc- 
cessfully installed  employees'  savings 
plans  through  co-operation  ^-ith  estab- 
lished local  savings  banks.  The  Comp- 
ton  and  Knowles  Loom  Works,  of 
Worcester,  Massachusetts;  the  East- 
man Kodak  Company  of  Rochester, 
New  York,  the  Goodyear  Tire  and 
Rubber  Company  of  Akron,  Ohio,  and 
the  Solvay  Process  Company  of  Syra- 
cuse, New  York,  are  but  a  few  of  the 
large  companies  having  industrial  sav- 
ings plans,  in  which  use  is  made  of  local 
savings  institutions,  and  are  generally 
pleased  with  the  results. 

One  of  the  best-known  schemes  for 
encouraging  employees'  thrift  that  has 
been  successfully  installed  within  the 
last  few  years  is  that  followed  by  several 
of  the  industrial  companies  of  Worces- 
ter, Massachusetts.  It  is  commonly 
knowTi  as  the  Worcester  Industrial 
Savings  Plan,  and  is  a  direct  outgro^lh 
of  the  Liberty  Loan  campaigns  during 
the  war. 

The  Compton  and  Knowles  Loom 
Works  is  the  largest  concern  that  has 
had  the  plan  working  without  inter- 
ruption since  December,  1919,  during 
the  whole  period  of  business  depression 
of  the  last  year.  The  method  followed 
in  inaugurating  and  conducting  the 
savings  system  does  not  differ  essen- 
tially from  that  of  the  New  York  Tele- 
phone   Company.     After    systematic 
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shop  campaigns  held  at  intervals  of 
three  to  six  months,  the  employees  are 
given  an  opportunity  of  signing  a  card 
authorizing  their  employer  to  deduct 
weekly  a  definite  amount  from  their 
wages  for  deposit  in  any  one  of  the  local 
savings  banks  specified  by  them.  Each 
bank  then  issues  pass-books  to  the  in- 
dividuals by  whom  they  are  designated 
as  depository,  and  the  employer  depos- 
its in  the  banks  each  week  the  amount 
stipulated  by  the  employees. 

The  plan  is  flexible,  in  that  an  em- 
ployee may  increase  or  decrease  his 


weekly  deposit,  may  suspend  deposits 
temporarily  or  make  withdrawals  at 
any  time  without  being  obliged  to  go  to 
the  bank.  During  the  first  year  after 
the  inception  of  the  plan,  $215,000 
have  been  deposited  by  employees  in 
the  five  savings  banks  of  the  city. 
About  65  per  cent  of  the  force  have 
taken  advantage  of  the  opportunity  to 
save.  Beside  opening  new  accounts  it 
is  significant  that  387  of  those  who  were 
already  saving  voluntarily  increased 
the  amount  of  their  weekly  deposits, 
and  many  others  have  at  various  times 


The  success  of  our  employees  is  a  matter  which  deeply  interests  this 
company. 

We  believe  that  one  of  the  greatest  services  we  can  render  you  is  to 
help  you  SAVE  a  part  of  your  earnings  every  pay  day. 

Have  you  ever  stopped  to  think  that  if  you  spend  all  you  earn,  you 
will  always  be  dependent  — ■  always  helpless  in  the  face  of  sudden 
disaster  — •  no  matter  how  much  money  you  are  making? 

The  man  or  woman  who  earns  $10.00  a  week  and  saves  a  dollar 
every  week  is  far  better  off  than  the  worker  who  makes  $50.00  weekly 
and  spends  it  all.  The  former  will  have  $286.00  in  the  savings  bank 
(figured  at  4%  compound  interest)  at  the  end  of  five  years,  while  the 
latter  will  still  be  penniless. 

We  want  to  help  you  to  be  independent  —  by  helping  you  to  save 
something  every  pay  day. 

We  have  worked  out  a  plan  with  the 

Savings  Bank  for  Every-Pay-Day  Savings  for  our  employees. 

Please  read  the  enclosed  plan  carefully  — ■  its  sole  object  is  to  help 
you  to  help  yourself.  You  are  not  obliged  to  accept  it.  But  we 
earnestly  advise  all  our  employees  for  their  own  sakes  to  start  saving 
for  independence  now  by  accepting  this  plan  for  Every-Pay-Day 
Savings. 

Yours  very  truly, 


Figure  2.     A  Suggested  Pay-Envelope  Letter  Urging  Thrift 
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deposited  extra  amounts.  On  the 
other  hand,  the  number  decreasing 
their  amounts  has  been  practically 
negligible  notwithstanding  the  indus- 
trial depression  and  reduced  earnings. 

One  of  the  questions  which  naturally 
arises  in  connection  with  any  industrial 
savings  plan  is  the  attitude  of  the  for- 
eign-born toward  it.  The  experience 
of  Compton  and  Knowles  Loom  Works 
has  shoimi  that  while  foreign-born  em- 
ployees may  have  been  a  little  slow  in 
accepting  the  idea,  after  they  thoroughly 
imderstood  the  purpose,  they  became 
more  interested  than  the  American- 
born  employees,  with  the  result  that 
out  of  twenty  nationalities  represented 
in  the  plant,  the  American-born  stood 
thirteenth  in  percentage  of  the  saving 
employees. 

Another  corporation  that  has  success- 
fully in.stalled  an  industrial  savings  plan 
in  co-operation  with  a  local  savings 
bank  is  the  Republic  Metalware  Com- 
pany of  Buffalo.  This  company  main- 
tains at  a  conveniently  located  place  in 
the  center  of  its  works  facilities  for 
making  out  bank  deposit  slips  and  for 
the  return  of  pass-books.  The  com- 
pany does  not  attend  to  or  effect  with- 
drawal of  funds.  It  merely  guarantees 
the  prompt  and  safe  transmittal  to  the 
bank  by  its  messenger  of  all  deposits 
received  by  it,  and  the  return  of  the 
pass-book.  Employees  desiring  to 
withdraw  funds  must  go  directly  to  the 
bank  which  is  open  Saturday  evenings 
after  working  hours  for  this  purpose. 
No  elaborate  organization  is  needed  to 
carry  out  this  plan. 

As  a  means  of  disseminating  infor- 
mation of  the  plan,  a  committee  of 
operating  heads  in  the  different  parts  of 
the  plants  di.stribute  circulars,  blanks, 
and  thrift  literature  directly  to  those 
working  under  them.  (Figure  2.) 
The  actual  work  of  carrying  out  the 
service  is  performed  by  an  assistant 
paymaster  who  acts  as  "teller"  at  a 


specially  provided  window  during  the 
time  designated  for  making  deposits. 
The  success  of  this  simple  means  of 
bringing  the  savings  bank  directly  to 
the  door  of  the  worker  is  indicated  by 
the  fact  that  in  less  than  90  days  there 
were  over  $3000  deposited  by  persons, 
almost  all  of  whom  previously  had  no 
savings  bank  accounts. 

IV 

An  effective  but  neglected  instru- 
ment in  fostering  the  popularity  of 
savings  banks  with  employees  is  the 
employees'  magazine,  i.e.,  the  so-called 
"house-organ."  These  periodicals  are 
designed  to  be  the  circulating  medium 
through  which  industrial  managements 
maintain  organized  connection  with  the 
working  forces.  Through  their  pages 
thrift  literature  could  be  circulated, 
industrial  savings  popularized,  and  the 
functions  of  savings  institutions  ex- 
plained. 

The  sa\'ings  banks  in  many  cases 
could  take  the  initiative  of  increasing 
their  own  popularity  among  workers. 
It  is  not  commonly  known  that  these 
institutions  are  non-profit-making,  co- 
operative concerns,  conducted  in  the 
interests  of  the  individual  depositors. 
They  are  not  generally  regarded  as  being 
less  "humanized"  than  the  commer- 
cial banks.  The  savings  banks  are 
largely  responsible  for  this  attitude 
towards  them.  The  managements  of 
some  of  these  institutions  apparently 
feel  that  they  are  doing  their  full  duty 
by  the  community  by  establi.shing 
themselves  behind  marble  columns  and 
putting  on  an  imposing  front.  But  it 
is  no  longer  considered  a  complete  ful- 
filment of  the  thrift  ideal  for  savings 
banks  to  merely  offer  the  public  the 
privilege  of  entering  their  portals  and 
handing  over  their  money  solemnly  to 
the  caged  teller.  The  new  idea  is  to 
get  out  and  sell  savings  bank  service  in 
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the  houses,  in  the  shops,  in  the  fields, 
and  in  the  schools  and  churches.  The 
banks,  therefore,  need  all  the  co-opera- 
tion on  the  part  of  employers,  teachers, 
and  clergj'nien  which  they  can  get. 

The  accusation  has  been  made  that 
savings  banks  in  general  are  not  render- 
ing the  service  that  they  could  render 
to  the  great  mass  of  industrial  workers. 
The  basis  of  this  accusation  lies  in  the 
general  policy  pursued  by  banking 
institutions  as  a  whole.  It  is  still  con- 
sidered undignified  for  banks  to  adver- 
tise their  ser^^ces  and  solicit  business. 
jSIoreover,  it  has  been  regarded  as  out- 
side the  functions  of  savings  banks 
managers  to  make  arrangements  re- 
garding the  receipt  or  -n-ithdrawal  of 
deposits  by  industrial  concerns  or  at 
any  place  other  than  in  their  own 
palatial  counting  rooms.  This  policy 
of  seclusiveness  and  isolation  is  break- 
ing down.  The  banks  are  now  adver- 
tising their  ser\-ices  widely.  The  New 
York  State  Savings  Banks  Association 
during  the  year  of  1921  conducted 
a  vigorous  advertising  campaign  by 
means  of  circulars,  posters,  newspaper 
and  magazine  insertions,  and  printed 
in  a  number  of  languages.  Much  of 
this  work,  as  already  pointed  out  could 
be  taken  up  by  the  employees  maga- 
zines, which  reach  directly  those  to 
whom  thrift  is  a  vital  element  in 
economic  welfare  and  progress.  If  the 
large  employing  concerns  will  co-oper- 
ate with  the  savings  institutions  to 
thus  extend  the  field  of  their  usefulness, 
much  of  the  misery  and  distress  due  to 
unemployment,  sickness,  and  old  age 
might  be  eliminated. 

Banks  and  employers,  of  course,  can- 
not do  more  than  stimulate  a  desire  to 


be  tlirifty.  But  this  work  in  nine  cases 
out  of  ten  will  not  lead  to  safeguarding 
of  savings,  through  deposits  in  savings 
institutions.  The  ordinary  working- 
man,  be  he  American  or  immigrant 
foreigner,  is  reluctant  to  approach  the 
portals  of  a  bank.  He  has  a  suspicion 
that  such  institutions  are  for  the 
wealthy  and  prosperous  and  that  they 
are  maintained  for  profitable  gain  to 
the  managers  and  not  for  the  protec- 
tion of  depositors.  In  his  ignorance, 
he  cultivates  a  suspicion  that  the  sav- 
ings bank  is  similar  to  a  business  cor- 
poration, and  the  purpose  of  collecting 
funds  is  to  profit  by  the  proceeding. 
He,  therefore,  hoards  his  savings  or  be- 
comes the  victim  of  some  fake  stock 
salesman,  or  foreign  money  changer. 
It  will  require  considerable  education 
both  in  the  shop  and  at  the  home,  to 
popularize  savings  institutions  so  that 
these  benevolent  and  co-operative  or- 
ganizations can  accomplish  the  full 
extent  of  their  usefulness. 

The  Conference  ^of  ]Mutualj__Savings 
Banks  of  the  United  States  has 
launched  a  drive  to  increase  the  num- 
ber of  individual  savings  banks  deposi- 
tors to  20,000,000.  Under  present 
depressed  industrial  conditions,  increas- 
ing the  scale  of  savings  among  the  pop- 
ulation is  undoubtedly  exceedingly 
difficult.  But  business  prosperity  will 
come  again — probably  sooner  than  may 
be  expected — and  when  it  does  come, 
let  the  employer  do  his  part  to  prevent 
the  increased  earnings  of  the  working 
classes  from  getting  into  the  pockets 
of  fake  stock  promoters,  "get-rich- 
quick  schemers,"  immigrant  money 
changers,  and  other  undesirable  citi- 


YIELD   ON  PLANT  INVESTMENT 


BY  THOMAS  B.  G.  HENDERSON* 


THE  fimdamental  cause  of  all  busi- 
ness activity  is  the  desire  for  profit. 
The  deciding  factor  as  to  the  invest- 
ment of  capital,  whether  in  the  pur- 
chase of  a  business  or  simply  a  change 
in  or  an  addition  to  an  existing  busi- 
ness, is  the  profit  expected  and  the  rela- 
tion of  the  anticipated  profit  to  the 
investment.  Other  factors  may  enter 
into  the  decision.  For  example,  new 
machinery  may  be  installed  for  the  im- 
provement of  the  company's  product, 
or  for  the  betterment  of  labor  condi- 
tions, but  in  the  final  analysis  the  de- 
cision results  from  a  prospective  larger 
profit  than  would  result  from  machines 
of  another  type. 

The  correct  computation  of  the  yield 
on  investment  is  therefore  a  matter  of 
considerable  importance. 

After  an  exhaustive  study  the  writer 
finds  that  it  appears  to  be  the  general 
practice  of  the  business  world  to  com- 
pute the  yield  on  plant  investments  in 
an  erroneous  manner.  The  writer  has 
also  reached  a  further  conclusion  which, 
it  is  believed,  is  of  distinct  practical 
advantage  to  business  executives, 
namely:  That  the  correct  determina- 
tion of  the  yield  on  plant  investment 
will  be  of  great  aid  in  effecting  sales  of 
certain  classes  of  product. 

It  is  quite  customary  for  accountants 
and  business  executives  to  compute  the 
yield  on  plant  investment  on  the  basis 
of  initial  expenditure.  Thus,  if  a 
special  type  of  machine  costing  $10,000 
is  installed  in  a  plant,  and  the  annual 
net  return  thereon  is  found  to  be  $2000, 
the  factory  executives  conclude  that 
they  have  made  a  good  purchase  be- 

t*  •  Member  of  the  firm  of  Lybrani,  Rosa  Bros,  and 
Montgomery,  Aocountants  and  .Auditors. 


cause  it  yields  at  the  rate  of  20  per  cent 
per  annum.  But  are  they  not  deceiv- 
ing themselves?  Is  the  actual  yield  on 
the  investment  not  very  much  greater? 
In  the  following  paragraphs  it  is  pro- 
posed to  show  that,  in  fact,  the  annual 
net  yield  in  the  foregoing  illustration  is 
not  20  per  cent  but  approximately  40 
per  cent. 

Assume  a  rate  of  depreciation  for  the 
machinery  in  question  of  20  per  cent 
per  annum.  Then  the  following  table 
(Page  313)  sets  forth  the  fact  that  the 
average  investment  is  one-half  of  the 
original  investment: 

The  average  investment  is  one-half 
of  the  original  investment,  or  $5000. 
The  yearly  return  of  $2000  is,  therefore, 
40  per  cent  per  annum  on  the  average 
investment. 

It  will  generally  be  admitted  that 
the  return  on  the  average  investment  in 
the  machinery  only  is  twice  the  return 
on  the  initial  investment.  But  the 
point  may  be  raised  that  the  average  in- 
vestment is  not  the  proper  basis  to 
compute  the  yield  because  the  entire 
investment  remains  tied  up  in  the  busi- 
ness and  the  percentage  of  return  is 
that  of  the  profit  to  the  original  invest- 
ment. 

The  provision  for  depreciation, 
which  is  included  in  the  selling  price  of 
the  manufactured  product,  promptly 
becomes  cash  available  for  use.  In 
other  words,  a  proportion  of  the  initial 
investment  is  converted  into  cash  with 
every  collection  received  from  a  cus- 
tomer. As  the  increase  in  cash  from 
this  source  causes  an  excess  of  working 
capital,  this  excess  is  normally  either 
disposed  of  in  plant  extensions  or  is 
paid  out  as  a  dividend,  providing,  of 
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Year 


First 

Second  .  .  . 
Third  .... 
Fourth  . . . 
Fifth  .... 

Total  .  . 
Average 


Investment  Net  of 
Depreciation,  Aver- 
age of  Beginning 
and  End  of  Year 


$9,000 .  00 
7,000.00 
5,000.00 
3,000.00 
1,000.00 

$25,000.00 
$5,000.00 


Profit  After 
Depreciation 


$2,000.00 
2,000.00 
2,000.00 
2,000.00 
2,000.00 

$10,000.00 
$2,000.00 


Rate  of  Return 


22% 
29 
40 
66 
200 

40% 
40% 


course,  that  the  business  has  an  earned 
surplus. 

Cash,  of  coiuse,  must  be  provided  to 
finance  replacements  of  depreciated 
plant  items,  but  ordinarily,  sufficient 
funds  for  this  purpose  become  available 
out  of  depreciation  accruing  on  the 
whole  plant. 

The  accumulation  and  retention  of 
the  entire  amount  of  cash  represented 
by  liquidated  depreciation  is  unneces- 
sary and  is  a  condition  seldom  found 
except,  of  course,  where  a  fund  is  car- 
ried for  the  investment  of  the  cash  aris- 
ing from  plant  depreciation.  This  ac- 
cumulation of  cash  is  rare  because  a 
depreciation  fund  causes  the  cash 
representing  the  liquidated  deprecia- 
tion to  be  locked  up  in  the  business  for 
the  specific  purpose  of  plant  replace- 
ment. 

There  are,  of  course,  several  other 
factors  that  enter  into  a  calculation  of 
this  nature,  such  as  interest,  salvage 
value  of  the  machine  when  discarded, 
and  the  particular  depreciation  method 
used,  but  they  affect  the  result,  if  any, 
only  to  a  limited  extent  and  are  there- 
fore of  little  consequence. 

If  the  salesmen  of  the  type  of  ma- 
chine referred  to  above  hold  out  to 
their  prospective  purchasers  a  yield  of 
20  per  cent  on  the  investment,  a  certain 


amount  of  attention  and  consideration 
would  be  given  to  the  proposition; 
but  would  not  much  greater  interest 
on  the  part  of  the  buyer  be  obtained 
if  it  is  claimed  and  proved  that  the 
yield  will  average  40  per  cent? 

It  has  been  shown  in  the  illustration 
given  that  the  yield  on  the  average  in- 
vestment is  40  per  cent.  If,  however, 
the  machine  had  been  purchased  out  of 
borrowed  money  the  yield  would  be 
much  greater.  Let  us  assume  that  50 
per  cent  of  the  cost  of  the  machine  was 
financed  out  of  money  borrowed  at  6 
per  cent  per  annum.  The  net  yield  on 
average  investment  would  then  be  68 
per  cent  arrived  at  as  in  the  follow- 
ing: 

Amount  borrowed  representing 
50  per  cent  of  initial  cost  of 
machine $5000 .00 

Annual  interest $  300.00 

Annual  earnings  after  payment 

of  interest $1700.00 


Average  investment  by  pur- 
chaser, one-half  of  $5000 $2500 .  00 

Per  cent  of  return  of  earnings 
($1700)  to  average  invest- 
ment ($2500) 68% 
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No  provision  is  made  in  the  above 
computation  for  the  payment  of  the 
loan.  But  the  accumulation  of  earn- 
ings for  three  years  at  $1700  will  pro- 
vide sufficient  funds  for  the  retirement 
of  the  loan.  The  return  after  the  pay- 
ment of  the  loan  will  be  $2000  on  the 
average  initial  investment  of  $2500,  or 
a  return  of  80  per  cent.  The  additional 
yield  because  of  the  employment  of 
borrowed  money  is  not  peculiar  to  a 
purchase  of  this  kind,  but  as  the  point 
is  more  or  less  interesting  it  has  been 
dealt  with  in  this  article. 

It  has  been  indicated  already  that 
under  certain  circumstances  the 
computation  of  yield  on  average  in- 
vestment may  be  questioned.  One 
instance  is  where  the  provision  for 
depreciation  is  invested  in  outside  secu- 
rities and  thus  placed  beyond  the 
reach  of  dividend  seekers  as  well  as  the 
treasurer  who  would  use  it  in  financing 
the  business. 

Another  instance  where  the  principle 
of  average  investment  may  be  ques- 
tioned is  in  the  case  of  machinery  which 
has  been  purchased  out  of  capital  and 
the  operations  have  thus  far  proved  to 
be  unprofitable.  This  is  clearly  set 
forth  in  the  following  far-fetched  illus- 
tration. 

A  corporation  is  formed  in  which  the 
value  of  the  plant  necessary  to  manu- 
facture the  required  amoimt  of  product 
is  $40,000.  The  amount  of  working 
capital  that  is  considered  necessary  to 
properly  conduct  the  business  is  $60,- 
000.  Then  the  opening  balance  sheet 
would  be: 

Working  capital $60,000 

Plant $40,000 

Less:  Reserve  for  de- 
preciation    40,000 


making  provision  for  depreciation  at 
the  rate  of  10  per  cent  per  annum  have 
been  distributed  as  cash  dividends, 
then  at  the  close  of  that  period  the 
balance  sheet  would  be: 

Working  capital $80,000 

Plant $40,000 

Less:  Reserve  for  de- 
preciation     20,000  20,000 


Represented  by  capital  stock .  . .      $100,000 


Represented  by  capital  stock .  . .      $100,000 


Assuming  that   the   plant   operates 
five  years  and  that  all  earnings  after 


Inasmuch  as  the  working  capital 
considered  necessary  to  properly  con- 
duct the  business  is  but  $60,000,  the 
working  capital  sho^m  by  the  second 
balance  sheet  ($80,000)  is  $20,000  in 
excess  thereof.  But  the  $20,000  is  be- 
ing held  for  the  ultimate  replacement 
of  the  plant  because  the  business  is  of 
the  continuing  sort,  so  that  the  surplus 
working  capital  cannot  very  well  be 
drawn  from  the  business.  It  follows, 
therefore,  that  the  initial  plant  invest- 
ment under  such  circumstances  re- 
mains at  all  times  in  the  business, 
either  in  the  form  of  plant  or,  as  the 
plant  becomes  liquidated,  in  the  form 
of  liquid  assets  which  cannot  be  with- 
drawn from  the  business  and  for  which 
the  business  has  no  use  until  the  plant 
needs  replacement. 

In  a  case  of  this  kind  under  the  ordi- 
nary conception  of  yield  on  investment 
it  would  be  incorrect  to  compute  the 
yield  on  average  investment,  because 
while  but  half  the  initial  investment  is 
tied  up  permanently  in  plant  the  re- 
maining half  is  also  tied  up  in  the  busi- 
ness in  a  form  for  which  the  business 
has  no  profitable  use  except  for  tempo- 
rary investment  at  the  prevailing  rate 
of  interest.  The  fact  remains,  how- 
ever, that  the  yield  on  the  investment  in 
'plant  only  is  the  yield  on  one-half  of 
the  initial  expenditure.  It  may  be 
argued  that  the  principle  of  average  in- 
vestment loses  its  effectiveness  as  a 
selling  point  if  the  depreciation  reserve 
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cannot  be  invested  in  further  expan- 
sion of  plant.  But  if  the  depreciation 
reserve  must  be  invested  in  securities, 
then  the  funds  represented  by  the 
reserve  are  removed  from  the  business 
risks  pertaining  to  the  net  investment 
in  plant  and  should,  therefore,  be 
eliminated  from  consideration  in  com- 
puting the  jield  on  plant  investment. 
Very  few  businesses,  however,  oper- 
ate very  long  without  undergoing  some 
expansion,  and  if  in  the  above  illustra- 
tion it  had  been  assumed  further  that 


the  $'20,000  in  question  had  been  used 
in  plant  extension,  then  the  principle  of 
computing  yield  on  average  plant  in- 
vestment is  entirely  sound,  both  theo- 
retically and  practically. 

This  theory  of  computing  yield  on 
average  investment  rather  than  on  ini- 
tial expenditure  was  discussed  recently 
vrith.  a  business  executive.  He  ad- 
mitted the  correctness  of  the  theory 
and  also  the  practical  workings  of  it 
but  claimed  that,  in  arriving  at  the 
percentage  of  yield  on  the  investment. 


Intkstmext 

Initial 
Investment 

Average 
Investment 

$40,000.00 
18,000.00 

$20,000.00 

Old  t\'pe  machinery 

9,000.00 

Greater  direct  investment  for  new  tj'pe  machinery 
Floor  space  saved    

$22,000.00 
6,000.00 

$11,000.00 
3,000.00 

Yam  in  process  saved 

$16,000.00 
2,000.00* 

$8,000.00 
2,000.00 

Net  additional  investment  for  new  tj-pe  ma- 
chinery   

$14,000.00 

$6,000.00 

*  Not  subject  to  depreciation. 


ReTUKNS   on   IxVESTilEXT 

Percentage  of 
Return   on   Aver- 
age Additional 
Investment 

Direct  returns : 

Reduction  of  direct  labor 

$4,600.00 
1,200.00 

Reduction  in  mill  village  expense 

Less:  Increase  in  depreciation  and  power 

$5,800.00 
2,300.00 

Net  direct  return    

$3,500.00 
5,600.00 

58.33 

Indirect   returns    (reduction   in  other  wages  and 
expense) 

93.33 

Total  direct  and  indirect  returns 

$9,100.00 

151.66 
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allowance  should  be  made  for  obso- 
lescence. In  the  illustration  given,  the 
useful  lifetime  for  the  special  machine 
has  been  assumed  as  10  years  and  de- 
preciation is  set  aside  accordingly.  It 
is  obvious  that  in  basing  depreci- 
ation on  such  a  short  lifetime  in  effect 
considerable  provision  is  made  for 
obsolescence.  Perhaps  it  is  true  that 
machinery  and  equipment  of  a  special 
type  are  more  likely  to  be  discarded 
because  of  obsolescence  than  standard 
machinery,  but  will  any  authority 
venture  to  state  just  when  obsolescence 
will  occur?  This  element  of  loss  is  so 
micertain  that  it  is  almost  universally 
conceded  that  specific  provision  need 
not  be  made  therefor.  Because  of  this 
hazard,   however,   the   return   on   in- 


vestments in  specialized  machinery  is 
usually  much  greater  than  from  stand- 
ard equipment,  and  indirectly  provision 
for  obsolescence  is  made  by  accumulat- 
ing undistributed  profits. 

The  commercial  application  of  the 
above  outlined  principle  of  average 
plant  investment  has  led  to  some  in- 
teresting results.  The  writer  has  ap- 
plied this  principle  to  a  specific  case  of 
a  company  engaged  in  the  manufacture 
of  textile  machinery.  The  yield,  al- 
though surprisingly  large,  is  neverthe- 
less the  true  measure  of  the  return  on 
the  investment.  The  figures  are  given 
in  the  preceding  table. 

A  comparison  of  the  above  percent- 
ages with  the  percentages  as  ordinarily 
computed  follows : 


Computed  on 

Average 
Investment 


Per  cent  of  direct  return  on  investment  .  . 
Per  cent  of  indirect  return  on  investment . 


Per  cent  of  direct  and  indirect  return  on  investment 


58. 
93. 
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BY  ANTHONY  B.  MANNING* 


PART  III— ASSET  RECORDING  SYSTEM 


THE  principal  purposes  of  an  asset 
recording  system  are: 

1.  To  support  in  detail  the  general  ledger 
controlling  account  of  capital  expenditures 
as  well  as  tlie  reserve  for  depreciation 
accounts. 

2.  To  establish  at  any  time  the  original 
cost  of  any  unit  of  fixed  property  together 
with  any  subsequent  additions. 

3.  To  establish  at  any  time  the  periodical 
and  accrued  depreciation  on  any  unit  of 
fixed  property  and  the  resulting  depre- 
ciated value. 

4.  To  establish  at  any  time  the  total 
value,  periodical  depreciation,  accrued  de- 
preciation, and  the  depreciated  value  of 
each  unit,  each  element,  or  the  accumu- 
lated elements  in  any  shop,  job,  or  depart- 
ment. 

5.  To  enable  the  cost  department  to 
apply  the  actual  depreciation  written  off 
departmentally  each  period  to  the  produc- 
tion of  each  shop,  job,  or  department. 

6.  To  enable  the  accoimting  department 
to  ascertain  the  proper  amount  of  earned 
depreciation  as  well  as  the  original  cost  of 
any  unit  that  may  become  obsolete  and 
scrapped  and  make  the  proper  adjustments 
to  the  capital  and  reserve  accounts. 

7.  To  have  at  all  times  a  complete  record 
of  fixed  property  for  insurance  purposes. 

It  would  appear  that  the  system 
necessary  to  accomplish  the  above  re- 
sults would  be  bound  up  in  "red  tape," 
complicated  and  cumbersome,  but  in 
reality  it  is  no  more  complicated  than 
the  most  simple  system  of  keeping  a 
record  of  sales  except  that  there  would 
be  more  volume,  inasmuch  as  there 
may  be  open  accounts  for,  say,  5000  to 

•  Member  of  the  American  Institute  of  Accountants 
and  of  the  National  Association  of  Cost  Accountants 


10,000  customers  having  one  or  more 
sales  each  month  in  the  one  case  and  a 
separate  record  for,  say,  20,000  to  25,- 
000  machines  in  addition  to  the  other 
elements  of  fixed  property  in  the  other 
case. 

To  illustrate  the  similarity  between 
the  results  that  are  generally  required 
by  a  selling  organization  and  what  is 
advocated  here  for  a  fixed  asset  record- 
ing department,  the  following  chart 
may  be  studied  with  interest: 

Sales 

General  Ledger  Account 

Sales 
Subordinate  Ledger  Accounts 
Sweaters 
Blankets 
Underwear 
Etc. 
Supporting  Detail 
Underwear  Sales 

Maine 

New  Hampshire 

Vermont 

Etc. 
Underwear-Maine 

District  1 

3 
Etc. 
Underwear-Maine  District  1 
Grade  1 


Etc. 


Assets 


General  Ledger  Account 
Plant  and  Machinery 

Subordinate  Ledger  Accounts 
Land 
Buildings 
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Machinery 
Etc. 
Supporting  Detail 
Machinery 
Tract  A 
"      B 
"      C 
Etc. 
Machinery-Tract  A   ; 
Building  A-Basement 
"         A-First  Floor 
"         A-Second  Floor 
Etc. 
Machinery-Tract  A-Building  A-Base 
22-Milling  Machine 
24-Planing         " 
25-      " 

To  obtain  the  best  results  it  will  be 
assumed  that  all  charges  affecting  fixed 
property  originate  direct  from  the  pur- 
chases, completed  plant  orders,  or  both, 
depending  on  the  system  of  cost  ac- 
counting in  use. 

Some  cost  accounting  systems  pro- 
vide for  a  theoretical  charge  of  all 
piu-chases  to  stores  and  later  requisi- 
tioned out  of  stores  and  charged  to  the 
plant  orders  in  process  in  addition  to 
the  labor  and  expense  of  installation. 
When  the  plant  order  is  completed  the 
total  cost,  including  the  charge  from 
the  stores,  is  then  charged  to  the  Capi- 
tal account,  while  other  systems  pro- 
vide for  the  charging  of  fixed  property 
purchases  direct  to  the  Capital  account 
through  the  voucher  register  and  the 
labor  and  expenses  of  installation  accu- 
mulated on  a  plant  order,  which,  when 
completed,  is  taken  out  of  construction 
work  in  process  and  charged  to  the 
Capital  account. 

The  author  saw  a  case  under  the 
method  of  charging  purchases  through 
stores,  where  a  plant  order  was  issued 
for  10  horses,  and  as  8  were  purchased 
in  one  month  and  the  balance  two 
months  later,  the  work  order  was  held 
in  process  with  the  cost  of  8  horses,  so 
that  when  a  schedule  of  uncompleted 
work  orders  was  presented  there  were 
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10  animals  in  work  in  process.  This 
defect  could  have  been  remedied  by  a 
credit  to  the  plant  orders  in  process  for 
the  "completed  portion"  of  the  work 
order  and  a  corresponding  charge  to  the 
proper  asset  account. 

Either  method  of  handling  the  pur- 
chases is  satisfactory. 

It  is  provided  in  the  system  illus- 
trated here  that  the  general  ledger  will 
operate  only  one  account,  namely  Plant 
and  Machinery,  which  will  control  the 
subordinate  ledger  operated  in  the 
asset  recording  department.  All 
charges  in  any  period  to  the  Plant  and 
Machinery  account  in  the  general 
ledger  will  be  analyzed  by  the  asset 
recording  department  and  entered  in 
the  Plant  Distribution  Register  (Figure 
20)  in  the  proper  column.  The  analy- 
sis as  entered  will  give  the  source  of  the 
charge  (voucher  register  number  for 
purchases  or  journal  number  for  closed 
work  orders)  the  total  amount  of  the 
charge  and  the  distribution.  As  the 
distribution  is  being  entered  during  the 
period,  the  clerks  operating  the  detail 
records  will  pick  up  the  charges  in  the 
columns  affecting  the  particular  ele- 
ment of  fixed  property  they  are  work- 
ing on,  and  enter  the  same  on  the  detail 
records.  At  the  end  of  each  period  the 
total  of  the  distribution  will  then  be 
posted  to  a  self-balancing  subordinate 
ledger  (Figure  21)  charging  the  respec- 
tive accounts  with  the  individual 
amounts  represented  by  the  column 
totals  and  crediting  the  general  ledger 
with  the  total  of  the  distribution. 
After  this  entry  is  made  the  credit  bal- 
ance of  the  General  Ledger  account  in 
the  subordinate  ledger  should  be  in 
agreement  with  the  debit  balance  of 
the  Plant  and  Machinery  account  in 
the  general  ledger,  and  the  total  of  the 
detail  records  of  each  element  of  fixed 
property  should  be  in  agreement  with 
the  Control  account  for  that  element  in 
the  subordinate  ledger. 


Owing  to  the  fact  that  the  required 
data  necessary  in  the  detail  records 
vary  with  each  element  to  be  recorded, 
a  special  form  for  each  element  is  de- 
signed. 

The  form  submitted  for  recording 
the  data  in  connection  with  the  expend- 
itures chargeable  to  the  Land  account 
provides  that  a  separate  record  be 
maintained  for  each  tract  of  land,  show- 
ing the  date  of  purchase,  name  of  the 
vendor,  folio,  and  volume  number  of 
the  city  record,  description  of  each 
parcel  purchased,  area,  and  cost.  This 
information  can  be  obtained  from  the 
deeds  and  other  papers  in  connection 
with  each  purchase.  It  is  suggested 
that  this  data  be  recorded  on  cards 
(Figure  22)  and  filed  away  in  a  cabinet 
in  alphabetical  order  according  to 
tract  letter,  so  that  at  the  end  of  each 
month  a  trial  balance  (Figure  23)  can 
be  taken  off  by  tracts  and  tied  up  with 
the  controlling  account  in  the  sub- 
ordinate ledger. 

At  the  end  of  each  fiscal  period  it 
will  be  necessary  to  distribute  these 
values  so  that  a  report  similar  to  Figure 
1,  Part  11,1  f^y^  ]jg  rendered.  In  this 
connection  Figure  24  is  submitted 
showing  how  the  distribution  is  made. 
The  total  value  of  each  tract  is  appor- 
tioned to  the  buildings  in  that  particu- 
lar tract  on  the  basis  of  the  occupied 
ground  area  in  the  tract.  The  pro- 
portion so  applied  to  each  building  is 
then  prorated  to  the  jobs,  shops,  or 
departments  in  that  building  on  basis 
of  the  total  floor  area  in  the  building  to 
the  exclusion  of  all  other  buildings  in 
the  same  tract.  In  this  way  a  two- 
story  building  occupying  10,000  square 
feet  of  land  would  be  burdened  with 
the  same  amoimt  of  land  value  as  a 
four-story  building  also  occupying  10,- 
000  square  feet  of  land.  (See  Buildings 
A4  and  Al  in  illustration.)  The  results 
so  obtained  by  this  distribution  for  each 

■See  Adminiatralion  for  January,  p   90 
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tract  separately  are  then  carried  to  a 
report  similar  to  Figure  1,  Part  11.^ 

In  analyzing  the  current  expenditures 
before  entering  in  the  Plant  Distribu- 
tion Register  care  must  be  exercised  so 
that  when  a  charge  is  made  to  Land 
Improvements  the  detail  must  show 
what  kind  of  an  improvement  it  was,  as 

•See  Adminittratum  for  January,  p.  90 


this  element  of  fixed  property  is  sub- 
ject to  depreciation  and  consequently 
a  separate  card  record  is  operated  for 
each  kind  of  improvement. 

The  charge  comes  tlirough  the  regu- 
lar channels  as  previously  mentioned 
and  is  analyzed  and  entered  in  the 
Plant  Distribution  Register,  the  de- 
tails of  each  element  entered  on  sub- 


322 


ADMINISTRATION 


Vol.  Ill 
No.       3 


LAND  DISTRIBUTION 
TRACT   A 

BUILDING 

OCCUPIED 
LAND  AREA 

LOCATION 
OF  SHOPS 

FLOOR  AREA 
OF  SHOPS 

DISTRIBUTION 

To  Shops 

To  Buildings 

Al 

10 

ooo 

^-fi 

b-  *22 

10 

OOO 

&fA 

^ 

.f33 

oo 

/-       73 

JO 

ooo 

S3S 

oo 

2-       2^ 

10 

oca 

'< 

.?ss 

oo 

3-       27 

S 

ooo 

■■ 

2f;2 

So 

3-      3(= 

S 

ooo 

" 

%^Z 

So 

^2 

34o 

oo 

Az 

,^ 

ooo 

- 

3-     28 

s 

ooo 

■■ 

^'^Z 

So 

1  -    a<^ 

s 

ooo 

" 

>c\% 

.•?o 

2-      30 

s 

ooo 

■xc^^ 

So 

3-      31 

5 

ooo 

/. 

-Xaz 

So 

/ 

n° 

oo 

A3> 

/.f 

ooo 

n 

/  -     33 

IS 

ooo 

' 

! 

■js^ 

oo 

2-     34 

ID 

ooo 

.- 

1 

ijo 

oo 

2        35 

S 

ooo 

'/ 

s&s 

oo 

3 

^lo 

oo 

AA 

10 

ooo 

« 

/-     33 

ID 

ooo 

■/ 

1 

IJO 

oo 

2-      3*^ 

lo 

oc  o 

" 

1 

1  no 

oo 

2 

3>^o 

oo 

AS 

15 

ooo 

•• 

6-     Cl-2 

Ifi 

ooo 

.. 

Sio 

oo 

1-      23 

IS 

ooo 

. 

S'o 

oo 

2-56. 

IS 

oo  o 

„ 

S)o 

oe> 

3-27 

iS 

ooo 

., 

Si  o 

oo 

a/-     2( 

y5 

ooo 

« 

2  70 

oo 

3 

SlO 

OO 



. 

1 r 

1 -| 

il 

1 1 

p^ 

TOTAL 

55 

ooo 

^12 

Sjo 

oo 

Hi         1 

1 

Figure  24 


ordinate  records,  and  the  total  of  all 
expenditures  for  the  month  for  any  one 
element  posted  to  the  Control  account 
for  that  particular  element  in  the  sub- 
ordinate ledger. 

The  detail  record  for  Land  Improve- 
ments (Figure  25)  shows  the  kind  of 
improvement,  the  asset  symbol,  rate 
of  depreciation,  the  tract  location  of 
such  improvement,  the  date  of  the  ex- 
penditure, source  of  origin,  the  de- 
scription and  the  amount.  The  form 
also  provides  for  the  possibility  of  any 
improvement  being  depleted;  the  par- 


ticulars and  the  credit  as  well  as  the 
balance  can  be  recorded.  At  the  end 
of  each  period  a  footing  of  all  the  Land 
Improvement  cards  in  each  tract  is 
taken  and  entered  on  a  trial  balance 
form  similar  to  Figure  21  for  the  Land 
accoimt  and  tied  up  with  the  Control 
account. 

At  the  end  of  each  calendar  or  fiscal 
year,  the  balance  remaining  capitalized 
on  each  card  is  carried  to  the  Accrued 
Depreciation  Record  on  the  reverse 
side  (Figure  26)  and  the  depreciation 
computed  for  the  period.     The  annual 
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Figure  29 


depreciation  is  then  added  to  the  pre- 
vious accrued  depreciation  and  the 
new  depreciated  value  shown  in  the 
proper  column.  An  annual  statement 
(Figure  27)  is  prepared  in  the  form  of  a 
statistical  trial  balance  showing  the 
tract,  kind  of  improvement,  classifica- 
tion symbol,  the  original  cost,  the  de- 
preciation written  off  in  the  current 
year,  and  the  accrued  depreciation  to 
date.  From  this  information  the  gen- 
eral ledger  account  can  be  debited  and 
the  Reserve  for  Depreciation — Land 
Improvements  (Figure  28)  can  be 
credited,  and  a  journal  entry  passed 
through  the  general  books  to  the  cost 
department.  The  general  ledger  will 
credit  the  reserve  for  depreciation  and 
charge  the  cost  ledger,  or  adjust  the 
estimated  amount  charged  periodically. 


It  will  be  noted  that,  unlike  the  ex- 
penditure for  fixed  assets,  the  annual 
depreciation  originates  in  the  asset 
recording  department,  and  while  it 
could  be  computed  each  month,  if 
required,  yet  in  practice  it  is  more  eflB- 
cient  to  set  up  a  monthly  charge  in  the 
cost  department  and  credit  an  esti- 
mated Reserve  account  in  the  cost  ledger 
to  be  adjusted  at  the  end  of  the  year 
when  the  actual  charge  comes  through. 
This  monthly  charge,  analyzed  as  re- 
quired by  the  cost  department,  should 
not  be  a  hypothetical  figure  but  should 
be  calculated  by  the  asset  recording 
department. 

At  the  end  of  the  year  the  summary 
of  the  values  and  the  annual  deprecia- 
tion for  each  tract  is  then  prorated  to 
the  different  buildings  (Figure  29)  and 
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then  to  the  jobs,  shops,  or  departments 
in  those  buildings  and  the  results  re- 
corded on  the  recapitulation  similar  to 
Figure  1,  Part  II. 

The  procedure  for  recording  the  capi- 
tal expenditm-es,  and  the  annual  and 
accrued  depreciation  as  outlined  under 
Land  Improvements  is  the  same  with 
all  other  elements  of  fixed  assets  except 
that  the  forms  on  which  records  are 
kept  and  the  method  of  filing  detail 
are  somewhat  different  in  each  case. 

It  is  w^ell  at  this  time  to  again  call 


your  attention  to  the  distinction  be- 
tween Buildings — EC,  Building  Equip- 
ment— ED,  and  Fixed  Equipment — 
EF,  as  well  as  what  is  to  be  considered  a 
capital  expenditure  and  what  should 
be  charged  to  Maintenance  and  Re- 
pairs (Part  I). 

The  record  supporting  the  cost  of 
each  building  must  show  the  cost  of  the 
excavation  and  foundation  work  sep- 
arately from  the  superstructure,  as  the 
insurable  value  generally  excludes  the 
excavation  and  foimdation  value. 
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If  the  structure  is  erected  by  the 
company's  employees,  the  cost  depart- 
ment should  not  permit  any  manufac- 
turing overhead  expense  to  be  included 
in  the  cost,  or  to  inflate  the  value  of 
such  structure  by  any  charge  which  is 
not  applicable.  The  productive  labor 
and  overhead  expense  on  the  construc- 
tion through  a  series  of  symbols  can 
and  should  be  separated  from  the  man- 
ufacturing productive  labor  and  bur- 
den. 

A  clear  distinction  must  be  made  as 
to  additions,  betterments,  renewals, 
replacements,  and  repairs  so  that  items 
properly  charged  to  burden  will  not  be 
capitalized.  If  by  chance  any  charges 
are  charged  to  fixed  assets  in  error,  the 
asset  recording  department  will  accept 
such  items  temporarily,  until  the  ad- 
justment comes  through  the  regular 
channels,  at  which  time  such  items  or 
charges  will  be  abated  or  cleared. 

The  record  in  connection  with  build- 
ings provides  for  a  separate  card 
(Figure  30)  for  each  structure,  showing 
the  building  number,  type  of  structure, 
date  completed,  number  of  floors,  and 
floor  area  all  at  the  head  of  the  card. 
The  body  of  the  form  will  show  a  com- 
plete detailed  record  of  all  charges  af- 
fecting each  building  as  well  as  the 


accumulative  balance  or  value  to  date. 

On  the  reverse  side  (Figure  31)  at 
the  end  of  each  fiscal  period,  the  bal- 
ance as  of  that  date  is  recorded,  the 
classification  symbol,  rate  of  deprecia- 
tion, annual  depreciation,  accrued  de- 
preciation, depreciated  value,  assessed 
value  taken  from  the  city  records  or  the 
last  tax  bill,  and  the  insured  value  taken 
from  the  policy. 

Wlien  this  work  has  been  completed 
a  trial  balance  (Figure  32)  is  taken  off 
and  tied  up  with  the  controls  in  the 
subordinate  ledger.  That  is  the  con- 
trol accoimt  showing  the  values  as  well 
as  the  accrued  depreciation  to  date. 
After  the  detail  is  tied  up  with  the  con- 
trols the  distribution  to  shops  or  de- 
partments is  made  (Figiu-e  33)  and  the 
results  posted  to  Figure  1,  Part  II. 

The  comments  relative  to  the  opera- 
tion of  the  building  records  also  apply 
to  the  machinery  except  that  in- 
stead of  prorating  the  total  value  of 
machinery  to  the  different  departments 
the  actual  value  of  the  several  machines 
located  in  any  shop  is  accumulated. 

Two  cards  (Figures  34  and  35)  for 
each  machine  are  operated  showing  the 
asset  symbol,  the  kind,  the  inventory 
number,  description,  maker's  number, 
etc.,  at  the  top  section  of  the  record. 


328 


ADMINISTRATION 


Vol.  Ill 
No.       3 


BUILDINGS- DISTRIBUTION 

DATE                           19 

BUILDINGS 

SHOP 

FLOOR  AREA 

BOOK  VALUE 

am 

ANNUAL 
DEPRECIATION 

No. 

Floor 

Al 

& 

*» 

10 

ooc 

m 

'« 

3oo 

oo 

2* 

"71 

i/4(, 

OO 

; 

23 

10 

000 

„ 

23 

3oo 

00 

, 

<ja 

OO 

i 

2i. 

IP 

000 

73 

3oo 

oo 

i^C 

OO 

3 

*7 

5 

00  o 

// 

LSo 

to 

. 

J33 

OO 

Jfc 

S 

000 

]\ 

45o 

OO 

.. 

J3} 

o. 

Jet-ot 

</o 

ooo 

» 

f-' 

300 

OO 

'/ 

sw 

OO 

A2 

6 

1 

t- 

3 

3^ai 

u 

233 

- 

1 1 



Q 

r— 1 

r^ 

"" 

FiGUBE   33 

To  the  left,  space  has  been  provided  to 
show  the  original  location  as  well  as 
subsequent  locations.  The  date,  de- 
scription, and  the  amount  charged  is 
shown  on  the  right-hand  side  which 
data  comes  from  the  vouchers  or 
charges  shown  on  the  Plant  Distribu- 
tion Register  in  the  "Machinery" 
column.  The  purpose  of  the  two  cards 
is  for  cross  reference.  One  is  to  be 
filed  according  to  location  and  the  other 
according  to  inventory  number.  If  it 
is  desired  to  operate  a  file  keeping  all 
the  machinery  cards  for  the  same  kind 
of  machines  irrespective  of  location  a 
third  card  will  be  necessary.  (Figure 
36). 

At  the  end  of  a  period  the  value  as  of 
that  date  is  brought  over  to  the  re- 
verse side  and  the  annual  and  accrued 
depreciation  calculated,  after  which  a 
trial  balance  is  taken  oflF  and  the  values 
and  the  depreciation  transferred  to 
Figure  1. 

With  a  record  of  this  kind  available, 
especially  with  machinerj%  no  charges 


for  installation  after  the  original  cost  is 
charged,  can  be  capitalized ;  no  charges 
can  be  made  to  the  Machinery  account 
that  have  no  connection  with  this  ele- 
ment of  fixed  assets;  no  opportunity  is 
given  to  forget  to  take  up  the  earned 
depreciation  in  the  event  any  particu- 
lar unit  is  scrapped  or  sold. 

In  a  similar  manner  all  other  elements 
are  so  recorded  and  controlled,  first  by 
the  subordinate  control  and  second  by 
the  general  ledger  control. 

It  is  very  necessary  that  no  ma- 
chinery or  equipment  can  be  installed, 
removed,  or  scrapped  without  written 
instruction,  and  a  copy  of  such  instruc- 
tion should  be  given  to  the  asset  record- 
ing department,  so  that  they  will  be 
conversant  with  all  such  activities, 
without  which  they  would  lose  control 
as  to  the  location  of  the  individual  ele- 
ments. Upon  receipt  of  such  notice 
the  asset  recording  department  will 
keep  in  close  touch  with  the  work, 
especially  removals,  so  that  the  records 
will  show  the  proper  location. 

This  procedure  is  very  important, 
particularly  with  machinery,  and  it 
would  be  well  at  stated  intervals  to 
check  up  the  records  with  a  physical 
inventory  of  machines  and  location. 
The  number  of  different  locations  can 
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be  divided  by  six  or  twelve  months  and 
the  result  will  show  the  number  of  de- 
partments to  be  checked  up  each  month, 
or  where  some  departments  are  rather 
small  and  others  large  a  schedule  could 
be  prepared  showing  what  departments 
are  to  be  checked  each  week  so  that  the 
records  of  fixed  property  in  any  depart- 
ment or  location  vaW  be  checked  with 
the  detail  at  least  once  a  year. 

If  this  is  done  systematically  it  will 
be  surprising  the  valuable  information 
that  ^-ill  be  obtained  apart  from  the 
resulting  eflficiency  that  will  keep  every- 
one concerned  up  to  the  mark  as  to  the 
accuracy  of  such  records. 

If  the  plant  has  a  planning  and 
scheduling  department,  where  a  com- 
plete   record    of    the    machinery    and 


equipment  of  each  department  is  main- 
tained, a  close  relationship  between  the 
two  departments  will  result  in  mutual 
advantages  that  only  make  for  accu- 
racy. 

In  like  manner  all  the  other  elements 
of  fixed  property,  as  sho^sTi  on  the  clas- 
sification. Part  I,'  are  recorded,  con- 
trolled, and  distributed  to  the  shops, 
jobs,  or  departments. 

It  will  be  noted  that  in  illustrating 
the  forms  in  connection  with  this  sys- 
tem, depreciation  has  been  computed 
at  a  flat  or  an  arbitrary  rate  on  the  origi- 
nal value,  but  as  there  are  many  dif- 
ferent points  of  view  as  well  as  methods 
of  computing  depreciation  the  subject 
will  be  discussed  in  a  subsequent  article. 

'See  Administration  for  December,  page  761. 


TREASURY  REGULATIONS  RELATING  TO 
INVENTORIES 

BY  FRANK  LOWSON* 


THE  following  contribution  to  the 
discussion  is  offered  in  order,  if 
possible,  to  aid  the  taxpayers  in  the 
interpretation  of  the  Treasury  regula- 
tions relating  to  the  valuation  of  inven- 
tories. The  taxpayers  desire  a  clear 
and  comprehensive  set  of  rules  suffi- 
ciently specific  to  be  capable  of  inter- 
pretation by  others  than  so-called 
experts.  We  hope  that  this  contribu- 
tion will  aid  in  some  degree  to  clarify 
the  situation. 

We  do  not  know  whether  the  Bureau 
of  Internal  Revenue  thinks  as  we  do  or 
not.  If  it  does  not,  it  is  time  for  the 
Bureau  to  write  a  regulation  in  lan- 
guage that  the  taxpayer  can  under- 
stand. 

We  adopt  as  our  own  the  following 
definitions  of  terms  used  in  the  regula- 
tions : 

Definition  of  Terms 

1.  Date  of  Inventory.  Use  12/31/20 
for  simplicity. 

2.  Current  Bid  Price.  The  current  bid 
price  prevailing  at  12/31/20  for  the  par- 
ticular merchandise,  materials,  supplies, 
and  labor  in  the  volume  in  which  ordinarily 
purchased  by  the  taxpayer.  (Not  sold  by  the 
taxpayer  but  'purchased.)  ^\'hen  no  open 
market  current  bid  quotations  are  available 
as  at  12/31/20,  the  taxpayer  must  use  such 
evidence  of  a  fair  market  price  at  the  date 
or  dates  nearest  12/31/20  as  may  be  avail- 
able, such  as  specific  transactions  in  reason- 
able volume  entered  into  in  good  faith. 

Be  careful  to  note  that  the  current  bid 
price  as  defined  in  Article  1584  is  not  the  bid 
price  offered  to  the  taxpayer  for  goods 
manufactured  by  him  and  sold  by  him. 
The  reproduction  cost  of  such  goods,  arrived 

*  Member  of  the  firm  of  Patterson,  Teele,  and  Dennis, 
Accountants,  Auditors  and  Tax  Counsellors,  Washing- 
ton, D.  C. 


at  by  figuring  the  basic  elements — materials, 
labor,  and  burden — at  the  current  bid  prices 
for  these  elements,  is  the  equivalent  to  the 
current  bid  price  of  these  manufactured 
goods.  That  is  not  to  be  confused  with  the 
bid  price  offered  to  the  taxpayer  who  is  sell- 
ing the  manufactured  goods. 

3.  Replacement  Cost.  The  current  bid 
price  at  12/31/20,  at  which  the  taxpayer 
could  buy  from  others  the  specific  article  at 
the  specific  stage  at  which  it  appears  on  the 
taxpayer's  inventory. 

4.  Reproduction  Cost.  The  cost  at 
which  the  taxpayer  can  reproduce,  i.e., 
manufacture  the  article  himself,  basing  his 
cost  for  labor,  materials,  supplies,  and  bur- 
den, on  the  current  bid  price  at  12/31/20 
for  each  of  these  basic  elements. 

5.  Actual  Finished  Cost.  The  actual 
cost  of  each  specific  article  based  on  the 
prices  actually  paid  for  the  labor,  materials, 
supplies,  and  burden  used  to  produce  the 
specific  article  ia  question.  (As  nearly  as 
can  be  figured.) 

6.  Sales  Price  of  Finished  Product,  (a) 
The  average  price  received  by  the  taxpayer 
for  each  specific  kind  and  size  of  article  on 
transactions  in  reasonable  volume  entered 
into  in  good  faith  on  sales  made  by  the  tax- 
payer for  a  reasonable  period  before  and 
after  12/31/20,  or 

(b)  If  no  sales  have  been  made  by  the 
taxpayer,  either  the  current  bid  price  at 
12/31/20  offered  to  the  taxpayer  for  mer- 
chandise in  the  volume  in  which  usually 
sold  by  him,  or  the  average  price  received 
by  the  whole  trade  as  shown  by  statistics, 
whichever  is  higher.  If  the  average  price 
for  the  whole  trade  cannot  be  arrived  at, 
the  average  for  a  reasonable  proportion 
thereof  could  be  used. 

Article  1582  in  effect  says  to  the 
taxpayer:  You  are  permitted  to  value 
your  inventory  on  the  principle  of  cost 
or  market,  whichever  is  lower.     That 
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means:  Value  each  item  at  cost  in  one 
column  (column  1)  at  market  in  an- 
other column  (column  2)  and  extend 
the  lower  of  these  two  figures  on  each 
item  into  a  third  column  (column  3). 
The  total  of  column  3  is  the  value  of 
the  inventory  on  the  basis  of  cost  or 
market,  whichever  is  lower.  It  is  per- 
missible to  group  different  sizes  of  the 
same  kind  or  class  of  article,  and  price 
by  groups. 

Article  1583  defines  the  methods  by 
which  the  cost  of  each  item  may  be 
determined;  i.e.,  it  states  how  to 
arrive  at  the  valuation  to  be  entered 
in  column  1. 

Article  1584  defines  the  methods  by 
which  the  "market"  valuation  of  each 
item  or  group  is  to  be  determined;  i.e., 
it  states  how  to  arrive  at  the  valuation 
to  be  entered  in  column  2. 

Article  1587  indicates  special  meth- 
ods of  valuing  items  of  lumber  at 
"cost,"  but  is  applicable  only  to  lum- 
ber manufacturers.     It  permits: 

a.  Average  cost  over  a  period  of  time  to 
be  applied  to  any  grade  or  size. 

b.  Apportionment  of  cost  in  proportion 
to  selling  price  of  the  various  grades  and 
sizes,  if  that  method  has  been  consistently 
followed  by  the  taxpayer. 

Before  going  into  the  details  of  Arti- 
cle 1584,  which  contains  the  crux  of 
the  whole  situation,  we  desire  to  draw 
attention  to  the  general  purpose  of  the 
three  principal  articles  above  referred 
to.     Briefly  stated,  it  is  as  follows: 

1.  Article  1582.  To  give  the  taxpayer 
the  choice  of  cost  or  of  market,  whichever  is 
lower,  on  each  item  or  group  of  items. 

2.  Article  1583.  To  define  how  to  figure 
cost. 

3.  Article  1584.  To  define  how  to  figure 
market. 

Having  once  given  to  the  taxpayer 
(Article  1582)  the  privilege  of  choosing 
the  lower  of  cost  or  market  on  each 


item  on  an  inventory,  it  is  a  reasonable 
assumption  that  that  privilege  cannot 
be  withdrawn  by  anj-thing  ^Titten  in 
any  other  article,  and  we  shall  proceed 
on  that  assumption.  The  general  plan 
would  appear  to  be  that  each  article  is 
intended  to  accomplish  one  purpose 
and  only  one  purpose,  and  also  that  no 
one  article  shall  interfere  with  or  cancel 
or  nullify  the  privileges  given  to  the 
taxpayer  in  any  other  article.  We  say, 
that  "would  appear  to  be"  the  plan, 
but  we  find  that  that  appearance  is  not 
carried  out,  and  as  we  shall  later  ex- 
plain, we  are  of  the  opinion  that  where 
that  appearance  is  not  carried  out,  any 
statement  made  in  one  article  which 
interferes  with  or  cancels  or  nullifies 
any  privileges  granted  by  another  arti- 
cle should  and  must  be  ignored  as  an 
error  on  the  part  of  the  bureau  in 
writing  the  conflicting  article. 

Analysis  of  Article  1584  is  here 
given : 

Definitions  of  "Market" 

a.  Market  means  the  current  bid  price 
prevailing  at  the  date  of  the  inventory 
for  the  particular  merchandise  in  the  vol- 
ume in  which  ordinarily  purchased  by  the 
taxpayer. 

b.  ^\^^e^e  no  open  market  quotations  are 
available,  the  taxpayer  must  use  such  evi- 
dence of  a  fair  market  price  at  the  date  or 
dates  nearest  the  inventory  as  may  be 
available,  such  as  specific  transactions  in 
reasonable  volume  entered  into  in  good 
faith,  or  such  as  compensation  paid  for 
cancellation  of  contracts  for  purchase 
commitments. 

c.  Where  owing  to  abnormal  conditions, 
the  taxpayer  has  regularly  sold  such  mer- 
chandise at  prices  lower  than  the  current 
bid  price  as  above  defined,  the  inventory 
may  be  valued  at  such  prices  and  the  cor- 
rectness of  such  prices  will  be  determined 
by  reference  to  the  actual  sales  of  the  tax- 
payer for  a  reasonable  period  before  and 
after  the  date  of  the  inventory.  Prices 
which  vary  materially  from  the  actual 
prices  so  ascertained  will  not  be  accepted  as 
reflecting  the  market. 
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d.  Goods  in  process  of  manufacture  may 
be  valued  for  purposes  of  the  inventory  on 
the  lowest  of  the  following  bases : 

1.  The  Replacement  Cost  prevailing  at 
12/31/20;  or 

2.  The  Reproduction  Cost  prevailing 
at  12/31/20,  or 

3.  The  Proper  Proportionate  Part  of 
the  Actual  Finished  Cost;  or 

4.  Under  abnormal  conditions,  the 
Proper  Proportionate  Part  of  the  Sales 
Price  of  the  Finished  Product. 

Account  being  taken  in  all  cases  of 
the  proportionate  part  of  the  total  cost 
of  basic  elements  (materials,  labor,  and 
burden)  represented  in  such  goods  in 
process  of  manufacture  at  the  stages  at 
which  they  are  found  on  12/3l/20.i 

The  four  definitions  a,  b,  c,  and  d, 
above  stated,  for  determining  "market," 
apply  to: 

1.  Materials  and  supplies  purchased  and 
on  hand  at  12/31/20  in  the  condition  as 
purchased. 

2.  Goods  in  process  of  manufacture  at 
12/31/20. 

3.  Finished  goods  on  hand  at  12/31/20. 

Under  Article  1584  column  2  of  the 
inventory — "Market" — can  be  sub- 
divided into  four  subcolumns,  in  order 
to  ascertain  which  is  the  true  or  lowest 
market.     These  four  subcolumns  are: 

1.  Replacement  Cost 

2.  Reproduction  Cost 

3.  Proportionate  Part  of  Actual  Finished 
Cost 

4.  Proportionate  Part  of  Sales  Price  of 
Finished  Product 

There  is  no  difficulty  in  applying 
Article  1584  in  the  figuring  of  market 
on  materials  or  goods  or  supplies  pur- 
chased by  the  taxpayer.  It  is  in  the 
application    of    Article    1584    to    the 

1  We  do  not  think  that  the  clause  beginning  "Account 
being  taken"  down  to  "12/31/20"  is  intended  to  refer  to 
anything  other  than  2,  above,  i.e.,  the  Reproduction  Cost. 
It  does  not  appear  to  us  to  have  any  bearing  on  1  and  .3 
in  view  of  our  definition  of  Heplacement  Coat  and  Actual 
Cost. 


figuring  of  "Market,"  of  "Goods  in 
process  of  manufacture,"  and  to  "Fin- 
ished goods,"  that  uncertainty  exists 
as  to  the  meaning  of  Article  1584.  We 
shall,  therefore,  classify  the  provisions 
of  Article  1584  as  applying  to  the 
Goods  in  process  and  Finished  goods 
as  follows: 

a.  Those  not  contracted  to  be  delivered  on 
firm  sales  contracts  at  fixed  prices  entered 
into  prior  to  12/31/20,  may  be  figured  at 
the  lowest  of: 

1.  Replacement  Cost 

2.  Reproduction  Cost 

3.  Proportionate  Part  of  Actual  Fin- 
ished Cost 

4.  Under  abnormal  conditions  the 
Proportionate  Part  of  Sales  Price  of  Fin- 
ished Product. 

b.  Those  contracted  to  be  delivered  on 
firm  sales  contracts  at  fixed  prices  entered 
into  prior  to  12/31/20  may  be  figured  at: 

1.  Replacement  Cost 

3.  Proportionate  Part  of  Actual  Fin- 
ished Cost 

4.  Under  abnormal  conditions  the 
Proportionate  Part  of  Sales  Price  of  Fin- 
ished Product.- 

If  that  "exclusion"  is  intended  to 
prohibit  the  use  of  the  "Markets,"  1 
and  4,  in  addition  to  2,  and  is  also 
intended  to  compel  the  taxpayer  to 
take  this  class  of  goods  at  cost,  i.e.,  at 
actual  cost,  as  stated  in  the  words 
"which  goods  must  be  inventoried  at 
cost,"  then  this  "exclusion"  nullifies 
the  privilege  of  cost  or  market,  which- 
ever is  lower,  granted  to  the  taxpayer 

'  The  exclusion  clause:  "Exclusive,  however,  of  goods 
on  hand  or  in  process  of  manufacture  for  delivery  upon 
firm  sales  contracts  at  fixed  prices  entered  into  before 
12/31 /20:  which  goods  must  be  intentorifd  at  cost** — 
would  seem  to  say  that  class  b  goods  in  process  "  Must 
be  incentoried  at  cost. "  But  we  are  of  the  opinion  that 
that  exclusion  is  intended  only  to  prohibit  these  goods 
from  being  figured  at  2.  Reproduction  Cost,  which  is 
based  on  the  current  bid  price  for  the  basic  elements  of 
material,  labor,  and  burden.  That  exclusion  surely 
cannot  be  intended  to  prohibit  the  taxpayer  from  using 
the  other  methods  of  arriving  at  the  "Market"  price  of 
these  goods,  ie.,  1.  Replacement  Cost,  and  4.  Under 
abnormal  conditions  the  proper  Proportionate  Part  of, 
the  Sales  Price  of  the  Finished  Product. 
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under  Article  1582.     Such  an  intention  books  at  12/31/20  for  100,000  feet  of 

is  impossible  to  contemplate  for  several  lumber  Grade  A,  size  2x4  which  he 

reasons:  sold  at  $15  per  M.     Suppose  that  he 

1.  It  is  unjust  discrimination,  for  the  rea-  has  200,000  feet  in  process  at  12/31/20 
son  that  it  gives  one  taxpayer  the  option  of  of  that  grade  and  size.  Suppose  that 
cost  or  market,  whichever  is  lower,  and  he  can  identify  the  particular  100,000 
denies  the  same  privilege  to  another,  on  the  feet  so  sold.  Also  suppose  that  the 
ground  that  one  has  sold  on  a  firm  sales  con-  price  on  these  100,000  feet  are : 

tract  and  the  other  has  sold  on  an  "infirm  .         ,  ^  ^ ., 

sales  contract."  ^^*"*1  ^^^^ $20  per  M. 

2.  It  is  ridiculous  in  practice.     It  mav  re-  Replacement  Cost 17    |]     ]] 

suit  in  goods  of  exactly  the  same  kind  and  Reproduction  Cost 18    ^^     ^^ 

quality  at  the  same  stage  of  manufacture  on  * 

the  same  inventory  being  valued  part  at  ^t  i      ^i      <«       i     •  i  >> 

.       ,       ..  »*u  1*  Now  apply  the     exclusion  clause, 

cost  and  part  at  one  of  the  markets.  ,  i  i       •  .    i_ 

3.  It  nullifies  the  principle  of  cost  or  mar-  ^^  says  that  the  mventory  must  be 
ket,  whichever  is  lower,  the  privilege  of  valued  at  cost,  i.e.,  $20.  That  may  be 
which  is  granted  under  Article  1582.  good  picking  for  the  tax  gatherers,  but 

4.  It  is  nonsensical,  because,  for  instance,  it  is  considered  confiscation  by  the 
a  lumber  manufacturer  may  not  be  able  to  taxpayers.  In  fact  it  is  worse  than 
use  any  of  the  boards  m  his  yard  to  fill  his  depriving  the  taxpayer  of  his  property 
sold  orders.  He  may  be  compelled  to  fill  ^thout  due  process  of  law.  It  is  de- 
his  orders  out  of  timber  then  uncut.  priving  him  of  some  property  which  he 

If  the  "exclusion"  does  extend  to  has  not  got,  but  which  the  regulations 

methods  1  and  4,  the  taxpayer  is  then  force  him  very  unwillingly  to  imagine 

left  mth  no  option  but  to  figure  cer-  he  must  have.     The  conflict  is  clearly 

tain  items  on  his  inventory  "At  Actual  shown  when  we  consider  the  following 

Cost."     There  is  then:  (1)  A  departure  sentence  in  Article  1584: 
from  the  function  of  Article  1584  and  "Goods  in  process  of  manufacture" 

(2)  a  nullification  of  the  privilege  given  may  be  valued  for  purposes  of  inven- 

in  Article  1582.  tory   on  the  lowest   of  the  following 

In  other  words,  Article  1584  starts  bases: 
out  to  define  how  to  figure  the  market  i.  The  replacement  or  reproduction  cost 

price  of  an  article  and  after  defining  prevailing  at  the  date  of  the  inventory;  or 
that  in  part,  the  first  sentence  ends  by  2.  The  proper  proportionate  part  of  the 

telling  the  taxpayer  that  he  must  inven-  actual  finished  cost;  or 
tory  goods  sold  on  firm  sales  contracts  3.  Under  abnormal  conditions,  the  proper 

at  cost,  whether  or  not  the  market  is  proportionate  part  of  the  sales  price  of  the 

lower  than  cost .    Are  we  to  assume  that  finished  product,  account  being  taken  in  all 

the  department  grants  to  the  taxpayer  ^^"^  f^"^  proportionate  part  of  the  total 

*_x-  1      1  !-o/^  ii  •    -1  r    ii_  cost  of  basic  elements  (materials,  labor  and 

in  Article  1582  the  pri\nlege    of    the  i      ■,     \  .  j  •         u        i    • 

.,      .      .   ,  1       ,,    T  •  1  •  burden)  represented  in  such  goods  in  proc- 

prmciple  cost  or  market,    whichevens  ^33  ^j  manufacture  at  the  stages  at  which 

lower,  and  in  Article  1584  cancels  that  they  are  found  on  the  date  of  the  mventory. 
pri\'ilege  on  "goods  on  hand  or  in  proc- 
ess of  manuf actiu"e  "  sold  on  firm  sales         The  above  quoted  sentence  applies 

contract?  to  "goods  in  process"  onlj'.     The  first 

To  illustrate  the  possible  working  sentence  of  Article  1584,  however,  says 

of  the   "exclusion"   clause:     Suppose  that  goods  in  process  for  delivery  upon 

that  a  lumber  manufacturer  has  unde-  firm    sales    contracts    at    fixed    prices 

livered  firm  sales  contract  orders  on  his  entered  into  before  the  date  of  the  in- 
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ventory  must  be  inventoried  at  cost,  i.e., 
we  presume  actual  cost. 

In  other  words,  some  goods  in  proc- 
ess are  to  be  valued  at  actual  cost  and 
other  goods  in  process  at  exactly  the 
same  stage  and  in  exactly  the  same 
condition  are  to  be  valued  at  either  re- 
placement cost  or  reproduction  cost,  or 
the  proper  proportionate  part  of  the 
actual  finished  cost  or  the  proper  pro- 
portionate part  of  the  sales  price  of  the 
finished  product,  or  at  actual  cost — 
whichever  of  these  figures  is  lowest. 

It  is  contended  that  imder  the  ab- 
normal conditions  the  sale  price  of  $15 
(or  the  proportionate  part  of  the  $15) 
could  be  used  in  the  inventory.  I 
think  so,  notwithstanding  the  fact  that 
the  regulation  also  states  that  "goods 
must  be  inventoried  at  cost."  And 
besides  what  is  to  become  of  the  manu- 
facturer who  has  not  made  sales  at  $15? 
"Must"  he  inventory  his  goods  at  cost 
or  any  market  higher  than  his  competi- 
tor used,  i.e.,  $15? 

The  contention  that  the  selling  value 
of  each  item  on  the  inventory  should 
be  entered  in  a  fourth  column  and  only 


if  the  total  of  that  column  is  less  than 
the  total  of  column  1  (Cost)  and  of 
column  2  (Market),  can  the  total  sell- 
ing value  (column  4)  be  used  as  the 
value  of  the  inventory,  is  ridiculous. 
It  breaks  down  entirely  the  ruling 
principle  of  "Cost  or  Market,  which- 
ever is  lower,"  and  worse  than  that,  it 
would  result  in  the  inclusion  in  the 
inventory  valuation  of  an  anticipated 
profit  on  some  goods,  as  for  instance, 
the  higher  grades  of  lumber.  To  pre- 
vent that  very  thing  was  one  of  the  most 
important  reasons  for  adopting  the 
principle  "  Cost  or  Market,  whichever  is 
lower." 

What  is  the  meaning  of  "under 
abnormal  conditions"?  It  is  most 
assuredly  an  abnormal  condition  if  the 
selling  price  of  any  article  is  below 
actual  cost  of  production  or  is  below 
reproduction  cost. 

^Vhat  is  a  firm  sales  contract?  Is 
any  sales  contract  firm  in  these  days? 

Article  1584  needs  clarification  and 
amplification  by  the  Bureau  of  Inter- 
nal Revenue.  It  is  a  prolific  source  of 
uncertainty  to  the  average  taxpayer. 


THE   CREATION  OF  INTEREST  AND  GOOD-WILL 

THROUGH  GENERAL  EDUCATION  IN  INDUSTRY: 

THE  RESPONSIBILITY  OF  THE  INDUSTRY 

HENRY  C.  LINK* 


FOLLOWING  the  principle  that  an 
industry  should  hold  itself  entirely 
responsible  only  for  those  educational 
activities  which  have  a  direct  and  ex- 
clusive bearing  on  its  business,  there  is 
still,  in  addition  to  the  more  technical 
educational  activities,  a  wide  range  of 
general  education  which  each  industry 
may  carry  on.  The  chief  objects  of 
this  education  will  be  to  stimulate  in- 
terest among  the  rank  and  file  of  em- 
ployees, and  to  enlist  their  good-will 
toward  the  company  in  which  they  are 
employed.  In  other  words  to  lift  the 
indi\'idual  out  of  the  narrow  confines  of 
his  particular  job  and  to  place  him  in  a 
position  to  appreciate  the  activities  of 
his  company  as  a  whole.  The  contents 
of  this  education  vnW  naturally  vary 
with  different  companies.  Neverthe- 
less, we  may  mention  a  few  subjects 
which  are  characteristic  and  which 
some  industries  have  already  developed 
to  good  advantage: 

1.  The  history  of  a  company. 

2.  The  financial  position  of  a  company. 

3.  Principles  of  organization,  showing 
the  interrelation  between  the  various  groups 
involved. 

4.  The  position  of  the  company  with 
reference  to  other  enterprises  in  the  same 
field. 

5.  Sources  of  the  raw  material  used  by 
the  company. 

6.  State  of  raw  materials  as  they  arrive 
at  the  plant. 

7.  Characteristic  processes  in  the  plant. 

8.  Methods  of  transportation  in  and 
between  separated  branches  of  a  company. 

♦Author  of  "  Employment  Psychology." 


9.  The  use  of  machinery  and  its  effect 
upon  the  quantity  and  quality  of  the 
products. 

10.  The  development  of  new  machinery 
and  new  methods. 

11.  Tlie  part  played  by  suggestions  from 
employees. 

12.  Plant  laboratories  and  the  testing  of 
raw   materials   and   materials   in  process. 

13.  The  control  of  the  quality  of  a  prod- 
uct through  inspection  and  through  special 
tests  with  the  finished  article. 

14.  The  packing  and  distribution  of  the 
product. 

15.  The  various  uses  to  which  it  is  put. 

16.  The  salesman  and  his  relation  to 
the  consuming  public  and  the  home  organ- 
ization. 

17.  The  advertising  methods  of  the 
company. 

These  subjects  will  suggest  many 
others  which  the  peculiarities  of  the 
particular  enterprise  may  make  it  de- 
sirable to  develop  for  the  general  educa- 
tion of  its  employees.  The  employee 
whose  task  is  routine  and  mentally 
stagnating,  may  thus  be  stimulated  to 
greater  interest  in  his  work  and  the 
work  of  those  with  whom  he  is  associ- 
ated. Likewise,  the  individual  whose 
good-will  has  been  in  abeyance  because 
of  a  failure  to  appreciate  the  true  facts 
about  his  company  may  experience  a 
change  of  heart  when  he  discovers  what 
the  facts  really  are. 

Education  of  this  kind,  besides 
arousing  interest  and  stimulating  good- 
\nt11,  so  far  as  the  particular  company  is 
concerned,  may  also  become  the  most 
effective  possible  way  of   developing 
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among  workers  an  appreciation  of 
economic  principles  in  general  and  an 
understanding  of  the  elements  that 
enter  into  the  conduct  of  all  business. 
Since  the  human  mind  works  from  the 
particular  to  the  general,  rather  than 
from  the  general  to  the  particular,  an 
industry  which  aids  its  employees  to 
understand  the  important  facts  about 
its  own  financial  position  and  under- 
takings, its  problems  of  production 
and  distribution,  its  attempts  at  econ- 
omy and  efficiency,  its  obligations  to 
the  community  it  serves,  is  accomplish- 
ing far  more  in  promoting  good-will 
toward  the  entire  economic  system 
than  the  wholesale  propaganda  de- 
scribed in  the  preceding  article.  There 
is  a  sound  pedagogical  principle  in  the 
ethical  belief  that  an  industry  which 
best  serves  its  own  interests  best  serves 
those  of  the  commimity  at  large. 

II 

Before  discussing  ways  and  means  by 
which  industries  may  carry  on  the  type 
of  education  under  discussion,  we  may 
as  well  face  a  fact  of  fundamental 
practical  importance.  This  fact  is 
that  with  many  individual  exceptions, 
the  rank  and  file  of  employees  do  not 
want  to  be  educated.  The  majority  of 
workers  are  not  much  more  interested 
in  education  now  than  they  were 
when,  as  children,  they  were  compelled 
to  receive  education  under  a  very  stern 
disciplinary  system,  a  system  from 
which  at  least  50  per  cent  of  them  were 
graduated  by  seniority  rather  than  by 
achievement.'  They  are  fully  con- 
tent, in  later  years,  with  the  not  in- 
considerable education  which  they 
obtain  from  a  daily  paper  and  an  oc- 
casional motion-pictiu-e  show.  One  is 
sorely  tempted,  in  view  of  the  abhor- 
ence  of  the  great  mass  of  people  to- 

'See  "Introduction  to  Vocational  Guidance,"  D.  S. 
Hill,  Macmillan  1920,  pp.  75-77. 


ward  serious  education,  to  moralize 
about  the  possibilities  of  democracy, 
socialism,  communism.  However,  our 
concern  here  is  primarily  the  very 
practical  problem  of  how  industries 
may  enlist  the  interest  and  good-will  of 
the  rank  and  file  of  their  employees 
through  education  in  some  of  the  facts 
and  processes  which  characterize  their 
business. 

Obviously,  an  industry  cannot  com- 
pel its  employees  to  go  to  school  or  to 
accept  the  general  education  which  it 
may  wish  them  to  have.  Consequently 
the  problem  must  be  treated  from  an 
entirely  different  point  of  view.  There 
are  two  methods  by  which  an  industry 
may  give  its  employees  the  general 
education  it  desires  them  to  have.  In 
the  first  place,  facts  and  ideas  may  be 
presented  in  such  a  way  as  to  be  in- 
trinsically interesting.  Employees  will 
then  accept  them  for  their  own  sake 
rather  than  for  the  sake  of  the  educa- 
tional value  which  they  may  have. 
In  the  second  place,  employees  may  be 
educated  indirectly,  in  connection  with 
other  activities  in  which  they  are 
intrinsically  interested.  In  the  follow- 
ing discussion  of  mediums  for  educa- 
tion, we  shall  bear  these  two  principles 
constantly  in  mind. 

The  most  commonly  used  mediums 
of  company  education  for  employees 


The  company  paper 
Bulletin  boards 
Pay-envelopes 

Motion-pictures  and  employees'  meet- 
Booklets  describing  company  activi- 

Trips  of  inspection 
Advertisements  and  sales  publicity 
The  company  library 
Profit-sharing  plans 


The  educational  activities  carried  on 
through  these  mediums  are  calculated 
to    affect    employees    in    the    mass. 


3. 

4. 
ings 

5. 
ties 

6. 

7. 

8. 

9. 
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homogeneous  groups  called  for  by  the 
more  technical  training  courses.  Some 
of  these  mediums  lend  themselves  bet- 
ter to  publicity  than  to  systematic 
educational  work,  but  publicity  is, 
after  all,  a  very  effective  and  necessary 
form  of  education. 

in 

It  should  be  noted  at  the  outset  that 
almost  every  one  of  these  mediums 
lends  itself  to  the  misuses  described  in 
the  previous  paper.  In  fact,  it  is  the 
rule  rather  than  the  exception  that 
those  industries  which  do  use  these 
mediums  use  them  as  vehicles  of  prop- 
aganda which,  though  different  in 
content,  has  all  the  faults  of  the  prop- 
aganda already  described.  Probably 
the  most  dominant  note  is  the  paternal- 
istic— the  tendency  on  the  part  of 
management  to  tell  employees  what 
they  ought  to  do,  to  give  them  advice 
about  their  personal  affairs,  to  point 
out  to  them  the  evils  of  socialism,  com- 
munism, and  radical  creeds,  to  urge 
their  loyalty  to  the  company  and  to  the 
status  quo,  and  in  general  to  talk  to 
them  as  a  father  would  to  children  who 
had  not  yet  reached  the  years  of  dis- 
cretion. There  can  be  little  question 
that  "management  propaganda"  of 
this  kind  is  a  poor  substitute  for  educa- 
tion. Telling  employees  what  to  do 
and  what  not  to  do  is  undoubtedly  a 
much  easier  task  than  the  painstaking 
and  systematic  activities  of  an  educa- 
tional program.  Nevertheless,  the  ed- 
ucation of  employees  in  the  facts  and 
technique  which  imderly  a  good  piece 
of  work  or  a  fine  achievement,  whether 
on  the  part  of  the  individual  employee 
or  the  company  as  a  whole,  is  a  process 
which  is  distinctly  justified  by  its  more 
lasting  results.  There  are,  to  be  sure, 
occasions  when  a  management  is 
compelled  to  make  direct  statements 
or  explanations  to  its  employees.     In 


general,  however,  we  may  lay  down  the 
principle  that  the  value  of  direct  man- 
agement propaganda  is  in  inverse  ratio 
to  its  frequency  and  quantity.  The 
less  there  is  of  it,  the  more  attention  it 
will  receive. 

The  tendency  toward  management 
propaganda  is  particularly  character- 
istic of  company  papers.  This  may  be 
accounted  for  by  the  fact  that  the  com- 
pany paper  is  frequently  the  hobby  of 
the  oflficers  or  the  management.  In 
cases  where  the  management  is  eager  to 
pursue  a  very  liberal  policy,  it  often 
happens  that  the  editor  employed,  out 
of  a  mistaken  sense  of  his  responsibility 
to  his  employers,  dominates  the  paper 
with  management  propaganda  and  the 
management  point  of  view.  The  fact 
that  many  papers  bear  the  legend — 
"This  paper  is  conducted  by  employees 
for  employees;  the  company  disclaims 
any  responsibility  for  its  contents" — 
does  not  necessarily  mean  that  these 
papers  are  free  from  the  domination  of 
the  management.  The  writer  has  be- 
fore him  a  more  or  less  typical  example, 
a  beautifully  printed  department  store 
paper  which  bears  the  above  legend. 
It  is  called  The  Co-operator  and  by 
actual  measurement,  68  per  cent  of  its 
space  is  devoted  to  direct  management 
propaganda.  A  full  double  page  is 
taken  up  by  six  bombastic  paragraphs 
under  the  following  headings:  "Be 
Courteous;"  "Be  Generous;"  "Be 
Imaginative;"  "Be  Cheerful;"  "Be  a 
Booster ;""  Be  Observant . ' '  The  temp- 
tation to  talk  to  emploj'ees  in  this  fash- 
ion is  almost  irresistible.  Even  the 
mere  name  of  a  paper  often  indicates 
this  characteristic.  Such  names  as 
"The  Co-operator,"  "The  Booster," 
"Plain  Talk,"  indicate  almost  at  once 
the  domination  of  the  management. 

Although  many  industries  profess, 
and  some  actually  believe,  that  a 
company  paper  should  belong  to  the 
employees  and  should  be  "conducted 
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by  employees  for  employees,"  a  mo- 
ment's reflection  should  convince  us 
that  the  cost  of  a  paper  can  be  justified 
only  by  the  benefits  which  it  brings  first 
of  all  to  the  company  itself.  Funda- 
mentally, the  concern  of  employers  is 
not  whether  their  paper  belongs  to 
their  employees  but  whether  it  is  read 
by  employees.  Calling  a  paper  an  em- 
ployees' paper  will  not  make  it  one. 
Indeed,  it  will  often  call  attention  to 
the  fact  that  it  is  not  what  it  pretends 
to  be.  Editing  a  paper  so  that  em- 
ployees will  actually  read  it  and  will 
appropriate  it  for  themselves  by  their 
interest,  will  make  it,  in  the  sense  in 
which  it  really  should  be,  an  employees' 
paper. 

A  company  paper  which  is  read  may 
be  the  most  important  single  factor  in  a 
company's  educational  program.  Such 
a  paper  is  not  only  an  educational 
medium  in  itself;  it  is  fundamental  to 
the  conduct  of  nearly  all  other  educa- 
tional work.  The  company  paper  is 
preeminently  fitted  to  overcome  the 
inertia  among  employees  toward  educa- 
tion. All  educational  activities  being 
conducted  in  an  industry  can  be  better 
initiated  and  maintained  if  given  the 
proper  publicity  in  the  company  paper; 
though  bulletin  boards,  pay-envelopes, 
motion-picture  announcements,  and 
other  devices  may  be  employed  for  the 
same  purpose.  There  is  certainly  every 
reason  why  the  principles  of  publicity 
and  advertising  should  be  applied  to 
the  conduct  of  education;  and  the 
factory  paper  is  the  logical  medium 
through  which  this  may  be  done. 

In  the  field  of  direct  education,  the 
company  paper  has  a  wide  range  of 
usefulness.  All  the  subjects  referring 
to  the  activities  of  the  company  as 
a  whole  enumerated  above,  may  be 
presented  in  the  company  paper.  It 
is  of  particular  value  in  connection 
with  health  and  safety  campaigns;  for 
it  is  now  generally  conceded  that  75  per 


cent  or  more  of  all  industrial  accidents 
and  illnesses  are  due  to  causes  that  can 
be  remedied  only  by  the  education  of 
the  particular  employee.  Educational 
material,  however,  has  a  secondary  in- 
terest for  employees;  and  it  will  realize 
its  full  eflFectiveness  only  if  the  bulk  of 
the  paper  is  such  as  to  merit  the  im- 
mediate and  unqualified  interest  of  the 
rank  and  file. 

IV 

Although  the  responsibility  for  edit- 
ing such  a  paper  should  lie  directly 
with  the  management  of  a  company, 
this  object  may  be  best  achieved  if  the 
active  co-operation  of  employees  is  en- 
listed. In  the  first  place,  when  a  new 
paper  is  to  be  launched,  the  proprietory 
interest  of  the  employees  can  be 
thoroughly  aroused  by  organizing  a 
prize  contest  among  them  for  the  choice 
of  a  name.  The  selection  of  the  win- 
ning name  should  rest  with  a  committee 
composed  of  representative  employees 
and  members  of  the  management. 
This  interest  can  be  further  cultivated 
by  appointing  or  electing  from  every 
important  department,  employee  edi- 
tors who  viiW  act  as  associate  editors 
reporting  to  the  company  editor  in 
charge. 

Important  as  is  the  educational  con- 
tent of  a  company  paper,  it  must  be 
definitely  subordinated  to  matters  of 
direct  interest  to  employees  if  their  in- 
terest is  to  be  maintained.  It  is  now 
generally  agreed  that  from  60  to  75  per 
cent  of  the  company  paper  should  deal 
with  "personals,"  athletic  news,  social 
news,  and  news  of  other  activities 
which  have  a  distinctly  personal  appeal. 
These  are  the  items  which  really  carry 
the  paper.  As  soon  as  management 
publicity — and  even  education  about 
the  processes  characteristic  of  the 
company  must  be  classed  under  this 
head — begins  to  encroach  upon  this 
space,  the  readers'  interest  will  drop  off. 


March 
1922 


THE  CREATION  OF  INTEREST  AND  GOOD-WILL 


339 


However,  the  technique  of  personal 
items  is  by  no  means  fully  understood. 
There  are  two  distinct  kinds  of  personal 
items.  The  first  might  be  called  the 
purely  personal,  and  consists  of  such 
items  as  vacation  experiences,  the  birth 
of  children,  weddings,  etc.  This  is  by 
far  the  most  common  type,  and  un- 
questionably has  great  value  from  a 
publicity  standpoint.  The  other  type 
of  personal,  which  appears  far  more 
rarely,  may  be  called  the  company 
personal,  ^^'henever  an  employee  per- 
forms a  noteworthy  piece  of  work,  such 
as  breaking  a  sales  or  production  record, 
maintaining  an  unusually  high  level  in 
quality,  saving  an  exceptional  amount 
of  scrap,  or  any  other  accomplishment 
directly  or  indirectly  in  line  of  com- 
pany duty,  a  company  personal  be- 
comes possible.  Such  a  personal  will 
please  the  individual  fully  as  much  as  a 
social  or  family  personal.  Moreover, 
it  has  the  additional  value  from  a  com- 
pany point  of  view,  of  stimulating  the 
spirit  of  emulation  among  other  em- 
ployees, and  of  affording  a  method  by 
which  the  affairs  of  a  company  may  be 
described  to  its  employees  in  terms  of 
the  activities  of  their  fellow  workmen. 

An  important  consideration  about  a 
company  paper  from  an  educational 
point  of  view  is  its  size  and  the  fre- 
quency of  its  appearance.  Broadly 
speaking,  there  are  two  types  of  papers, 
the  magazine  t;ype  and  the  small  news- 
paper tj'pe.  The  former,  because  of  its 
more  elaborate  and  costly  make-up, 
usually  appears  only  once  or  twice  a 
month.  The  latter  usually  appears 
once  a  week  or  oftener.  The  magazine 
paper  is  better  adapted  to  the  printing 
of  educational  articles,  whereas  the 
newspaper  is  more  effective  from  a  pub- 
licity point  of  view.  Naturally,  a  paper 
which  appears  at  least  once  a  week 
is  able  to  maintain  a  much  more 
lively  interest  in  educational  and  other 
employee  activities  than  can  a  paper 


which  appears  only  once  a  month. 
Considerations  of  economy  as  well  as 
the  principles  of  effective  publicity 
point  to  the  newspaper  type  as  prefer- 
able, and  the  tendency  in  recent  years 
has  undoubtedly  been  in  this  direction. 
If  w'e  were  asked  to  select,  among  the 
many  company  papers  of  the  newspaper 
type,  one  which  most  nearly  embodied 
the  best  educational  and  publicity 
practices  for  such  a  paper,  we  should 
unhesitatingly  select  The  Wijigfoot 
Clan,  published  by  the  Goodyear  Tire 
and  Rubber  Company;  though,  in  our 
opinion,  a  four-column,  four  page, 
123^"  X  9J/^"  paper  is  to  be  preferred  by 
most  companies  to  the  size  and  makings 
of  The  Wingfoot  Clan.  Many  managers 
cling  to  the  monthly  magazine  tj-pe  be- 
cause of  the  fact  that  it  permits  a  more 
attractive  make-up.  A  high  grade  of 
paper,  fine-screen  cuts,  and  beautiful 
printing  undoubtedly  add  to  the  ap- 
pearance of  a  paper,  but  they  by  no 
means  insure  its  being  read.  We  need 
only  compare  the  circulation  of  the 
daily  newspapers  with  that  of  the 
magazines  to  realize  that  readability 
depends  only  incidentally  upon  the 
character  of  the  make-up.  In  order  to 
obtain  the  advantages  of  both  the 
magazine  type  and  the  newspaper  type, 
it  may  be  advisable  to  publish  regularly 
a  weekly  four-page  newspaper  with  each 
fourth  issue  an  8-or  16-page  magazine. 
In  this  way  effective  publicity  may  be 
combined  with  educational  articles  of  a 
more  sustained  character. 

We  have  thus  far  discussed  the  com- 
pany paper  solely  from  the  vie^TJoint 
of  its  internal  value,  that  is,  its  function 
among  the  local  employees  of  a  com- 
pany. Many  companies  publish  their 
paper  not  only  for  internal  but  external 
purposes  as  well.  That  is,  they  use 
their  paper  as  an  educational  and 
publicity  medium  among  their  sales- 
men and  distributors.  The  result  is 
often    a    publication    which    satisfies 
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neither  demand.  Realizing  this  fact, 
some  companies  publish  two  papers, 
an  "internal  organ"  and  a  "house- 
organ"  as  it  is  frequently  called. 
Obviously,  vi^hen  the  size  of  a  company 
permits  it,  this  is  the  more  desirable 
course.  Education  for  salesmen  and 
distributors  is  just  as  desirable  as  educa- 
tion for  the  other  groups  which  make 
up  the  company,  but  in  order  to  make 
this  education  effective  in  a  company 
paper,  the  contents  of  the  paper  must 
be  governed  by  the  point  of  view  which 
is  most  peculiar  to  the  groups  affected. 
The  house-organ  or  "trade  paper,"  as 
it  is  also  sometimes  called,  should  there- 
fore be  edited  by  the  advertising  or  sales 
department,  whereas  the  internal  paper 
should  be  edited  under  the  supervision 
of  the  industrial  relations  supervisor. 
The  best  example  of  the  house-organ 
or  trade  paper  knowTi  to  the  writer, 
is  The  Winchester  Herald,  published 
by  the  Winchester  Repeating  Arms 
Company.^ 

V 

Company  bulletin  boards  have  been 
among  the  most  prolific  breeders  of 
direct  propaganda.  Few  Sunday 
Schools  in  the  country  can  rival  the 
modern  factory  in  the  variety,  artistry, 
and  high  moral  content  of  its  bulletin 
board  texts.  These  texts,  sometimes 
gorgeously  illustrated,  are  often  pat- 
ronizing, often  paternalistic,  nearly  al- 
ways "preachy."  The  one  text  about 
which  all  others  seem  to  revolve  may 
be  summed  up  in  the  words :  "  Be  loyal 
to  your  company  and  you  will  be 
happy."  The  conspicuous  exception  to 
this  type  of  bulletin  is  the  work  of  the 
National  Safety  Council.  The  bulle- 
tins prepared  by  this  body  have,  for  the 
most  part,  a  matter  of  fact  presentation 

^  Since  this  article  was  written,  The  Winchester 
Herald  has  been  awarded  Brst  place  among  trade 
papers  by  the  Direct  Mail  Advertising  Association 
of  Retail  Advertisers  at  their  international  conven- 
tion held  this  fall. 


of  exceedingly  high  educational  merit. 

In  general,  bulletin  boards  serve 
practically  the  same  purposes  as  the 
company  paper,  and  the  same  princi- 
ples apply  to  the  manner  in  which  they 
are  to  be  used.  However,  the  bulletin 
board  is  more  distinctly  a  publicity 
device  than  the  factory  paper,  and 
therefore  its  contents  must  naturally  be 
much  more  concise  and  conspicuous 
than  the  contents  of  a  company  paper. 
The  first  object  of  the  bulletin  board  is 
to  acquaint  a  maximum  number  of  em- 
ployees in  the  shortest  possible  time 
with  certain  facts  about  hours,  wages, 
holidays,  athletic  events,  changes  in 
company  procedure,  social  events,  etc. 
The  bulletin  board  is  also  an  excellent 
medium  for  giving  publicity  to  the 
educational  activities  of  the  company. 

There  have  been  many  controversies 
over  the  posting  of  bulletin  board 
notices  in  foreign  languages.  Many 
employers  do  not  believe  in  posting 
any  notice  in  a  foreign  language,  on  the 
assumption  that  in  this  manner  they 
can  hasten  the  Americanization  of 
their  employees.  If  the  chief  purpose 
of  bulletin  boards  is  to  teach  employees 
to  read  English,  the  omission  of  bulle- 
tins in  foreign  tongues  is  undoubtedly 
justified.  If,  on  the  other  hand,  their 
chief  purpose  is  publicity,  the  com- 
panies which  follow  this  practice  may 
only  lessen  the  publicity  value  of  their 
bulletin  boards. 

If  bulletin  boards  are  to  become 
successful  mediums  for  publicity,  the 
material  which  they  contain  must  be 
governed  by  the  principle  a  minimum  of 
quantity  with  a  maximum  of  variety.  A 
common  practice  is  to  plaster  bulletin 
boards  with  all  the  notices  they  will 
hold  and  then  to  use  the  surrounding 
wall.  AMiere  there  are  so  many  an- 
nouncements, it  is  quite  likely  that 
none  of  them  will  be  read.  Another 
common  practice  is  to  leave  up  notices 
until  the  space  they  occupy  is  required 
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by  new  ones.  When  bulletin  boards 
are  used  in  this  way,  they  have  no  more 
publicity  value  than  wall-paper.  It  is 
well  kuo^\^l  that  the  occupants  of  a 
room  soon  become  so  accustomed  to  its 
wall-paper  that  they  are  no  longer 
aware  of  its  existence.  After  employ- 
ees have  looked  at  a  bulletin  board  two 
or  tliree  times  and  found  the  same 
notices,  the  bulletin  board  for  them  no 
longer  exists.  The  life  of  a  bulletin 
board  depends  on  constant  novelty. 

Probably  the  most  effective  manner  of 
controlling  the  quantity  and  variety  of 
bulletin  board  publicity  yet  developed 
is  through  the  control  of  all  company 
bulletin  boards  by  the  company  library. 
Many  companies  now  maintain  their 
own  library,  and  a  library  is  usually 
equipped  with  an  excellent  technique 
for  distributing  and  recalling  books  and 
other  reading  matter.  This  same  tech- 
nique has,  in  several  instances,  been 
applied  with  excellent  results  to  the 
regulation  of  bulletin  board  notices. 
Each  announcement  may  be  indexed 
with  a  definite  date  for  its  recall.  And 
by  means  of  a  central  bulletin  board 
located  in  the  library,  it  may  be  knowTi 
at  all  times  just  what  the  local  bulletin 
board  contains  in  the  way  of  general 
notices.  Even  the  purely  departmental 
aimouncements  may  be  regulated  by 
the  library,  although  they  need  not  be 
posted  on  the  central  library  board.  A 
control  of  this  kind  %\all  automatically 
insure  an  economical  and  varied  use  of 
bulletin  board  space,  and  such  a  control 
is  certainly  to  be  preferred  to  the 
present  haphazard  methods. 

VI 

The  pay-envelope  is  distinctly  a 
publicity  medium,  though  its  uses  are 
even  more  limited  than  the  uses  to 
which  bulletin  boards  may  be  put. 
Pay-envelope  publicity  may  take  two 
forms,  either  the  insertion  in  the  en- 


velope of  a  card  or  publicity  folder,  or 
printed  matter  on  the  back  of  the 
envelope  itself.  To  the  former  method, 
objections  are  frequently  raised  by  pay 
departments  because  of  the  mechanical 
difficulties  involved.  Addressing  the 
envelopes  and  enclosing  the  proper  pay 
require  such  close  attention,  that  any 
additional  work  tends  to  increase  the 
number  of  mistakes  made.  Neverthe- 
less, certain  companies  follow  this 
method,  and  enclose  educational  or 
propaganda  material  of  their  own  or 
material  obtained  from  a  professional 
or  philanthropic  propaganda  organiza- 
tion. Our  general  criticism  of  material 
of  the  latter  type  has  already  been  made 
and  applies  specifically  to  pay-envelope 
propaganda.  If  the  sentimental  and 
paternalistic  propaganda  so  current  is 
offensive  to  employees  when  received 
through  the  more  impersonal  channels, 
how  much  more  distasteful  must  it  be 
when  received  through  that  most  deli- 
cate and  personal  of  all  channels,  the 
pay-envelope ! 

Even  when  employers  prepare  their 
own  pay-envelope  publicity,  there  is  a 
grave  question  as  to  how  far  they 
should  go.  Naturally,  employers  be- 
lieve that  the  pay-envelope  is  a  strate- 
gic means  of  commanding  the  attention 
of  their  employees.  Even  where  wages 
are  above  criticism,  the  pay-envelope  is 
by  all  means  the  most  sensitive  of  all 
points  of  contact  between  employer  and 
employee.  For  that  very  reason,  its 
misuse  may  have  the  most  disastrous 
consequences.  It  is  unnecessary  to  go 
into  the  refinements  of  the  psychology 
of  the  employee  to  discover  what  some 
of  these  misuses  can  be.  A  common- 
sense  analysis  or  a  mere  consideration 
of  the  elements  of  good  taste  will  suf- 
fice. For  instance,  almost  any  individ- 
ual, upon  being  paid  for  services 
which  he  considers  adequate,  would 
resent  a  remark  which  implied  that  his 
services  had  not  been  worth  the  money; 
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or  which  suggested  that  greater  indus- 
try and  loyalty  would  increase  his 
renumeration.  It  can  hardly  be  consid- 
ered good  taste  to  enclose,  with  the  pay- 
envelope,  a  set  of  instructions  or  sug- 
gestions as  to  how  its  contents  shall  be 
used.  In  the  ordinary  business  trans- 
actions of  the  day,  we  should  certainly 
abhor  giving  or  receiving  with  every 
payment,  a  little  sermon  on  the  value  of 
money,  the  value  of  honesty,  faithful- 
ness, patience,  and  other  highly  moral 
qualities.  To  be  sure,  the  owner  of  an 
estate  may  give  his  gardener  with 
whom  he  is  on  rather  intimate  terms  a 
pay-envelope  and  at  the  same  time  a 
bookfull  of  advice  which  will  be  re- 
ceived in  the  friendly  spirit  in  which  it 
is  given.  This  personal  relation  does 
not  exist  between  an  employer  and  his 
numerous  employees.  The  pay-en- 
velope represents  a  pm-ely  mechanical 
business  transaction,  and  as  such 
should  be  treated  with  the  restraint  and 
dignity  which  accompanies  all  other 
impersonal  money  transactions.  By 
accompanying  the  pay-envelope  with  a 
personal  or  paternalistic  "  preachment," 
the  employer  is  more  than  likely  to 
arouse  in  the  mind  of  its  recipient  a 
sense  of  the  inadequacy  of  its  contents. 
If,  therefore,  this  valuable  publicity 
medium  is  to  be  used  at  all,  it  should  be 
with  the  utmost  economy  of  words  and 
for  only  the  most  matter-of-fact  type  of 
announcement.  These  announcements 
should  be  printed  on  the  back  of  the 
envelope  rather  than  be  enclosed  in  the 
envelope  itself.  Such  subjects  as  have 
been  listed  for  bulletin  boards,  as  well 
as  changes  in  street-car  service,  the 
inauguration  of  daylight  saving  time, 
the  opening  of  a  restaurant  or  smoking- 
room,  and  similar  matters  are  partic- 
ularly adapted  for  pay-envelopes.  We 
may  emphasize  once  more  the  value  of 
printing  information  regarding  educa- 
tional activities,  especially  the  names, 
dates,  and  meeting  places  of  particular 


courses.  In  matters  of  this  kind,  which 
do  not  specifically  involve  the  quality  of 
the  relation  between  employer  and 
employee,  the  pay-envelope  is  indeed  a 
very  valuable  publicity  medium. 

VII 

Meetings  for  employees  have  long 
been  a  common  practice  among  indus- 
trial establishments.  In  general,  these 
meetings  have  hitherto  been  haphazard 
in  character.  With  few  exceptions, 
they  have  been  conducted  without  a 
carefully  worked-out  program,  and 
without  a  definitely  defined  object. 
The  conduct  of  meetings  invohang 
large  numbers  of  heterogeneous  em- 
ployees requires  a  comprehensive  tech- 
nique, a  technique  based  not  only  on 
sound  pedagogical  practice  but  on  the 
mechanical  details  incident  to  directing 
people  in  the  mass.  Comparatively 
little  attention  has  been  given  to  de- 
veloping such  a  technique.  There  has 
also  been  a  lack  of  policy  in  many  in- 
dustries as  regards  the  conduct  of 
meetings  in  a  plant  by  outside  institu- 
tions. For  these  reasons,  and  also  be- 
cause the  potential  value  of  employees' 
meetings  is  being  increasingly  recog- 
nized, it  is  important  to  consider  them 
at  this  point. 

In  the  first  place,  employees'  meet- 
ings, even  more  than  the  mediums  just 
discussed,  are  likely  to  be  dominated  by 
the  propaganda  point  of  view.  Propa- 
ganda in  the  case  of  such  meetings  may 
be  even  more  harmful  than  printed 
propaganda,  because  the  former  is 
usually  accompanied  by  a  distinct  per- 
sonal element  in  the  form  of  a  speaker 
or  lecturer  whose  words  can  never  be 
perfectly  regulated.  The  chief  harm, 
however,  may  come  through  meetings 
conducted  under  the  auspices  of  out- 
side religious,  political,  or  social  organi- 
zations. An  employer  who  gives  such 
organizations  access  to  his  employees 
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may  grievously  ofTend  the  sensibilities 
of  a  large  body  of  workers  unless  he 
gives  all  other  institutions  of  the  same 
kind  equal  access.  Even  so,  it  is  ques- 
tionable whether  an  industry  can  afford 
to  stand  sponsor  for  sectarian  or  class 
propaganda  of  any  kind. 

A  sound  and  practical  policy  is  to 
conduct  meetings  of  employees  almost 
exclusively  for  distinctly  educational 
purposes.  In  determining  what  the 
educational  content  of  these  meetings 
should  be,  we  may  apply  again  the 
principle  which  we  have  found  valuable 
in  determining  other  phases  of  indus- 
trial education.  Meetings  of  this  kind 
should  be  concerned  primarily  with  the 
processes  and  facts  cliaracteristic  of  the 
company  in  which  they  are  held.  The 
subjects  which  were  listed  at  the  outset 
of  this  discussion  are  an  excellent  basis 
upon  which  to  outline  a  progressive 
and  systematic  educational  program. 
Moreover,  these  subjects  lend  them- 
selves particularly  well  to  motion-pic- 
ture presentation. 

Undoubtedly,  the  most  successful 
instrument  in  the  conduct  of  employees' 
meetings  is  the  motion-picture.  Not 
only  from  the  standpoint  of  holding  the 
attention  but  from  the  standpoint  of 
"getting  ideas  across"  the  visual 
method  is  superior  to  all  others.  It  is, 
as  motion-picture  enthusiasts  have 
often  said,  the  universal  language,  and 
a  universal  language  is  the  first 
requisite  wherever  large  bodies  of 
employees  are  assembled.  But  even 
English-speaking  employees  can  under- 
stand far  more  with  their  eyes  than 
with  their  ears.  The  motion-picture  is 
undoubtedly  a  costly  method  if  its  use 
is  confined  only  to  employees ;  but  if  an 
industry  uses  its  pictures  for  public 
school  education  and  for  educating  the 
public  as  well,  its  value  may  more  than 
outweigh  its  initial  cost. 

Even  industrial  pictures,  however, 
cannot  in  themselves  create  and  main- 


tain the  interest  necessary  to  the 
conduct  of  a  series  of  well-attended 
meetings.  A  large  company  which  re- 
cently gave  a  series  of  five  programs  in 
eight  of  its  factories  with  a  total  of  fifty- 
five  meetings,  discovered  that  large 
numbers  of  employees  could  be  at- 
tracted only  by  supplementing  the  ed- 
ucational picture  with  other  pictures  of 
a  purely  amusing  nature.  The  program 
finally  determined  upon  consisted  of  a 
15  minute  introductory  reel,  either  a 
scenic,  cartoon,  or  pictograph,  followed 
by  a  speaker;  then  a  two  or  three  reel 
industrial  picture,  and  finally,  a  two 
reel  comedy.  Originally,  the  speaker 
was  considered  the  most  important 
part  of  the  program,  and  it  was  planned 
to  give  him  at  least  45  minutes'  time. 
However,  not  one  of  the  speakers — and 
some  were  unquestionably  able  and 
experienced — could  hold  his  audience 
for  more  than  30  minutes.  Twenty 
minutes  was  considered  an  admirable 
achievement.  To  be  sure,  these  meet- 
ings were  held  in  the  evening,  which 
required  employees  to  make  a  special 
trip  to  the  hall.  Nevertheless,  the 
same  principles  apply  to  noonday 
meetings.  The  interest  and  attendance 
will  be  much  better  if  the  purely  educa- 
tional pictures  are  supplemented  by 
pictures  which  are  purely  amusing. 
This  is  an  excellent  example  of  the 
technique  of  indirect  education,  that  is, 
increasing  the  attention  to  educational 
material  by  associating  it  with  some- 
thing which,  though  not  educational, 
is  intrinsically  interesting. 

In  addition  to  the  types  of  em- 
ployees' meetings  described,  there  is 
another  tj'pe  which  merits  attention, 
that  is,  the  open  forum.  The  essential 
characteristic  of  open  forums  is  a  free 
discussion  among  the  employees  as- 
sembled under  the  leadership  of  some 
one  appointed  for  the  task.  Such 
meetings  have  met  with  some  success. 
However,  it  is  difficult  to  obtain  much 
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discussion  in  a  large  group  of  people 
under  any  circumstances,  and  experi- 
ence has  demonstrated  that  most  of  the 
discussion  aroused  is  monopolized  by  a 
few  chronic  speakers.  From  an  educa- 
tional point  of  view,  and  from  a  practi- 
cal point  of  view,  the  open  forum  is 
entirely  too  unsystematic  for  results  of 
widespread  and  permanent  value.  Its 
usefulness  is  limited  to  very  small 
groups,  where  every  individual  can 
participate  in  the  discussion;  although 
even  then  its  value  is  not  so  great  as 
would  be  the  case  if  the  discussion  were 
based  upon  carefully  prepared  educa- 
tional material. 

VIII 

In  one  sense  less  universal  and  in  an- 
other sense  more  universal  in  value  than 
employees'  meetings  are  printed  and 
illustrated  booklets  describing  company 
activities.  Many  employees  who  will 
attend  a  motion-picture  meeting  ^all 
not  read  a  booklet  and  the  reverse  is 
equally  true.  Moreover,  booklets  may 
be  taken  home  and  read  at  leisure,  not 
only  by  the  employee  but  by  his  im- 
mediate family.  To  enlist  the  interest 
of  a  family  is  no  mean  contribution 
toward  increasing  the  interest  of  an 
employee.  The  contents  of  these  book- 
lets may  follow  the  same  topics  that 
were  enumerated  at  the  outset  of  this 
discussion.  However,  such  booklets 
will  fail  in  effectiveness  unless  they  are 
prepared  in  such  a  manner  as  to  be 
intrinsically  interesting.  The  printed 
matter  distributed  by  advertising  de- 
partments among  their  patrons  may  in 
many  cases  be  used  as  a  basis  for  similar 
material  for  employees. 

Some  companies  make  a  practice  of 
conducting  their  employees  through  the 
entire  plant  in  order  to  give  them  a 
conception  of  the  company  as  a  whole. 
This  is  an  excellent  practice  from  an 
educational  standpoint,  but  its  value 


depends  very  largely  upon  the  manner 
in  which  the  trips  are  conducted.  In 
the  first  place,  if  an  employee  is  shown 
the  entire  plant  a  few  days  after  he  has 
been  hired,  he  will  probably  get  a  very 
confused  impression  from  his  trip. 
WTiereas  if  the  trip  takes  place  only 
after  he  has  been  at  work  a  month  or 
more,  and  has  acquired  a  good  many 
ideas  about  the  company's  work,  he 
will  be  prepared  to  understand  many 
things  throughout  his  trip  which  would 
formerly  have  been  unintelligible  to 
him. 

Conducting  tours  of  inspection  is  a 
rather  costly  process  and  should  there- 
fore be  given  serious  preliminary 
thought.  The  company  paper,  printed 
matter,  employees'  meetings,  and  mo- 
tion-pictures, are  an  excellent  means  for 
preparing  an  employee  to  get  the  most 
out  of  his  trip.  And  it  is  also  advisable 
to  precede  each  tour  with  a  short  class- 
room talk  covering  the  points  to  be 
observed  later.  Moreover,  inspection 
trips  should  be  conducted  by  someone 
having  the  teacher's  point  of  view, 
rather  than  by  an  errand  boy  or  handy 
man.  Other-vxise,  the  profit  derived 
may  fall  far  short  of  the  expense 
entailed. 

One  of  the  most  valuable  of  all 
educational  mediums  as  yet  largely 
unused,  is  the  advertising  material 
characteristic  of  almost  every  business 
enterprise.  As  a  rule,  there  is  an  al- 
most complete  gap  between  the  em- 
ployees of  a  company  and  the  public 
whom  they  serve.  The  object  of  ad- 
vertising is  naturally  to  win  the  favor 
of  the  public.  Yet,  unless  the  em- 
ployees of  a  company  turn  out  a  prod- 
uct or  render  a  service  which  really 
satisfies  the  public,  the  value  of  ad- 
vertising is  in  a  great  measure  lost. 
If,  therefore,  a  company  were  to  take 
some  of  its  advertisements  and,  through 
tlie  company  paper,  ])ulletin  boards, 
motion-pictures,   and  booklets,   bring 
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them  to  the  attention  of  its  employees, 
they  would  be  made  conscious  of  the 
obligations  which  their  company  was 
assuming  toward  its  patrons.  It  might 
even  be  advisable  to  display  the  ad- 
vertisements of  rival  companies,  in 
order  to  show  the  workers  that  they 
were  in  a  competitive  business,  and 
that  the  patronage  of  the  public  was 
dependent  upon  the  quality  of  their 
work.  Through  supplementary  pub- 
licity, employees  could  also  be  made  to 
realize  that,  although  they  were  the 
producers  in  this  particular  business, 
they  were  the  consuming  public  so  far 
as  all  other  companies  were  concerned; 
and  that  if  all  other  employees  did  their 
work  without  regard  for  the  consuming 
public,  they  themselves  were  the  losers. 
Education  of  this  kind  could  be  con- 
duiited  on  a  matter-of-fact  basis  and  in 
a  manner  which  would  remove  it  from 
the  realm  of  management  propaganda. 
If  properly  done,  it  would  contribute 
enormously  toward  bridging  the  gap 
which  now  exists  between  producer 
and  consumer,  and  would  be  highly  ad- 
vantageous not  only  to  employees  but 
to  the  employer  as  well. 

IX 

One  of  the  outstanding  achievements 
of  industry  in  the  field  of  industrial 
education  has  been  the  development  of 
a  broader  library  technique.  From  a 
few  shelves  of  uncatalogued  books  and 
magazines  stowed  in  the  corner  of  a 
manager's  private  office,  the  company 
library  has,  in  many  instances,  grown 
into  a  comprehensive  collection  of 
thoroughly  systematized  publications, 
located  at  that  point  in  the  plant 
where  it  can  most  conveniently  serve 
the  greatest  number  of  employees. 
But  even  more  important,  the  com- 
pany library  is  no  longer  merely  a  pas- 
sive reservoir  of  books.  It  is  an  active 
agency  which  systematically  and  delib- 


erately builds  up  a  reading  public. 
The  modern  company  librarian,  in- 
stead of  being  a  watchdog  over  her 
possessions,  is  a  missionary  trying  to 
distribute  them.  There  are  two  broad 
methods  by  which  this  distribution  is 
accomplished : 

1.  By  getting  from  every  employee  of 
sufficient  importance,  a  list  of  subjects  in 
which  he  is  interested  and  sending  him  the 
literature  which  bears  on  these  subjects. 

2.  By  analyzing  the  requirements  of 
various  positions  and  sending  the  men  in 
those  positions  that  literature  which  ought 
to  come  to  their  attention. 

These  two  methods,  though  applied 
largely  to  major  and  minor  executives, 
have  resulted  in  an  amazing  increase 
in  the  circulation  of  educational  litera- 
ture bearing  upon  industrial  problems. 
Much  of  this  literature  may  deal  with 
events  and  methods  in  other  companies. 
So  far  as  executives  are  concerned,  this 
may  make  it  all  the  more  valuable. 

A  company  library  is  indispensible 
to  the  conduct  of  a  comprehensive 
educational  program.  There  are  cer- 
tain individuals  in  every  company  who 
are  interested  in  certain  phases  of  its 
work  which  do  not  warrant  the  conduct 
of  special  classes.  The  library  is  in  a 
position  to  give  such  individuals  ex- 
cellent assistance.  Even  in  connection 
with  regular  educational  classes,  there 
are  some  pupils  who  wish  to  pursue  a 
particular  subject  beyond  the  point 
reached  in  the  classroom.  The  library 
will  enable  them  to  do  this.  All  educa- 
tional material  distributed  among  em- 
ployees should  contain  a  few  references 
to  collateral  reading,  with  the  sugges- 
tion that  this  literature  is  at  their  dis- 
posal through  the  library. 

From  a  mechanical  point  of  view,  the 
library  is  an  excellent  agency  for  dis- 
tributing almost  all  kinds  of  education- 
al material,  such  as  company  booklets, 
advertising  matter,  bulletin  board 
notices,  textbooks,  printed  units  for 
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educational  courses,  etc.  The  library 
already  has  the  technique  for  distribut- 
ing and  recalling  books  and  magazines. 
The  same  technique  may  be  applied 
with  excellent  results  to  the  educational 
material  enumerated,  even  in  cases 
where  it  is  not  intended  to  be  recalled. 
A  central  control  of  distribution  will 
also  help  to  avoid  duplication,  and  it 
will  facilitate  the  important  task  of 
following  up  the  results  of  the  activities 
carried  on. 

A  plan  for  sharing  profits  with  em- 
ployees or  for  enabling  them  to  acquire 
stock  in  the  company  is  an  education  in 
itself.  An  employee  who  shares  in  the 
profits  of  a  company,  either  directly  or 
through  the  ownership  of  stock,  natu- 
rally has  a  new  interest  in  its  affairs. 
However,  such  plans  are  important  not 
only  because  of  the  interest  and  good- 
will which  they  develop  within  the 
company,  but  for  the  understanding  of 
business  in  general  which  they  promote. 
An  employee  who  shares  in  the  com- 
bined profits  of  labor  and  capital  natu- 
rally has  a  more  intelligent  comprehen- 
sion of  the  relation  between  the  two. 
A  worker  who  owns  stock  in  a  company 
will  unquestionably  be  more  favorably 
disposed  towards  the  capitalistic  sys- 
tem than  one  who  does  not.  Educa- 
tion through  actual  participation  is 
infinitely  more  effective  in  establishing 
an  appreciation  of  the  present  economic 
system  than  the  current  propaganda 
which  we  have  described. 

Many  profit-sharing  and  stock-own- 
ership plans  inaugm-ated  in  recent  years 
have  turned  out  dismal  failures.  There 
are  two  main  reasons  for  these  failures. 
In  the  first  place,  many  plans  have  been 
financially  unsound.  They  have  been 
governed  in  their  application  by  short- 
sighted motives,  chief  among  which 
has  been  the  attempt  to  prevent  the 
employee  from  leaving  a  company  with 
the  freedom  which  he  would  otherwise 
have.     Specifically,  this  aim  has  been 


accomplished  by  making  his  share  in 
profits  and  his  ownership  of  stock 
contingent  upon  his  length  of  service. 
Now,  one  of  the  first  principles  govern- 
ing a  sound  investment  is  the  absence  of 
restrictions.  A  good  investment  is  one 
which  the  investor  is  free  to  dispose  of 
at  the  current  market  value  at  any 
time.  Moreover,  it  is  one  in  which  the 
profits,  whatever  they  may  be,  are  not 
tied  up  in  a  mass  of  restrictive  condi- 
tions. Many  industries  have  violated 
these  conditions  of  sound  investment 
principles  by  the  restrictions  with 
which  they  have  encumbered  their 
plans,  and  the  result  has  been  that 
many  employees  have  been  compelled 
to  regard  the  uses  of  capital  and  the 
ownership  of  stock  as  a  nuisance  rather 
than  a  benefit.  Moreover,  the  unsound 
business  practices  of  these  companies 
have  imdoubtedly  cast  a  serious  reflec- 
tion upon  the  use  of  capital  in  general. 
"If  this  is  what  stock  means,"  says  the 
employee,  "they  can  keep  it."  It  is 
not  our  intention  to  condemn  plans 
which  make  special  provisions  for  the 
exclusive  benefit  of  employees.  How- 
ever, any  favors  or  preferential  treat- 
ment given  to  the  employees  of  a  com- 
pany must  be  an  addition  to  and  not  a 
substitute  for  the  benefits  arising  out  of 
any  soimd  scheme  of  investment. 

The  second  important  reason  for  the 
failure  of  so  many  profit-sharing  and 
stock-ownership  plans  is  the  fact  that 
they  are  not  accompanied  or  preceded 
by  a  thorough  educational  and  publicity 
campaign.  Many  plans  are  installed 
arbitrarily  with  the  result  that  the 
education  which  subsequent  experience 
inevitably  gives  is  often  in  the  form  of  a 
serious  disillusionment  regarding  the 
value  of  the  entire  scheme.  Probably 
one  of  the  most  successful  distributions 
of  stock  ever  made  among  employees 
was  that  of  the  General  Electric  Com- 
pany. This  company  sold  about  $'20,- 
000,000  worth  of  stock  of  regular  issue 
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to  its  own  employees.  However,  the 
distribution  was  preceded  and  ac- 
companied by  a  comprehensive  and  re- 
markably effective  educational  cam- 
paign, conducted  largely  through  the 
company  papers.  Such  subjects  as 
the  history  of  the  company,  its  previous 
financial  undertakings,  the  uses  to 
which  the  money  raised  would  be  put, 
how  capital  is  accumulated  and  the 
part  it  plays  in  business,  the  transfor- 
mation of  labor  into  capital,  the  princi- 
ples of  sound  investment,  the  relation 
between  risks  and  profits,  the  signifi- 
cance of  a  company's  financial  state- 
ment and  how  to  read  it,  and  many 
similar  points  were  thoroughly  dis- 
cussed. The  fact  that  the  plan  itself 
was  sound,  coupled  with  the  remarkably 
fine  educational  campaign  which  ac- 
companied it,  makes  it  an  achievement 
which  stands  as  a  landmark  not  only  in 
industrial  management  but  in  industrial 
education  as  well. 


The  general  education  for  which  a 
company  may  profitably  and  ad\'isedly 
assume  full  responsibility  is  limited  to 
fields  which  involve  the  facts  and  proc- 
esses which  characterize  its  business. 

By  means  of  educational  work  of  this 
kind  several  results  may  be  accom- 
plished: The  interest  and  good- will  of 
the  employees  within  a  company  may 
be  stimulated;  the  position  of  a  com- 
pany itself  may  be  improved;  a  better 
understanding  and  appreciation  of  the 
economic  system  at  large  may  be 
brought  about. 

If  all  business  institutions  were  to 
carry  on  education  such  as  this,  as- 
suming that  it  was  accompanied  by 


sound  practices  in  industrial  relations, 
the  results  would  be  far  more  perma- 
nent and  far-reaching  both  in  the  partic- 
ular industry  and  the  community  at 
large  than  any  results  which  can  arise 
from  wholesale  propaganda  waged 
from  the  outside  without  any  specific 
relation  to  the  peculiarities  of  particu- 
lar industries.  Such  education  would 
also  be  far  more  economical  in  the  long 
rim. 

Many  industries  now  carry  on  edu- 
cation of  this  kind  but  it  is  frequently 
characterized  by  all  the  faults  incident 
upon  the  ineffective  propaganda  which 
was  described  in  the  preceding  paper. 
The  tendency  among  employers  to 
subordinate  the  educational  method  to 
the  propaganda  method  would  be 
lessened  if  they  realized  that  the 
significance  attached  to  their  opinions 
by  their  employees  is  usually  in  inverse 
ratio  to  the  frequency  and  length  with 
which  they  are  expressed. 

To  conduct  education  regarding 
facts  and  processes  peculiar  to  a  com- 
pany in  such  a  way  as  to  meet  the  re- 
quirements of  sound  pedagogj'  and 
avoid  the  mistakes  of  the  propaganda 
method  is  a  perfectly  practicable  though 
not  a  simple  task. 

It  must  be  undertaken  with  the  fact 
in  mind  that  there  is  a  decided  inertia 
among  the  majority  of  employees  to- 
ward education  of  any  kind,  and  that 
therefore  all  educational  activities  must 
be  either  intrinsically  interesting  or  as- 
sociated with  other  activities  which  do 
interest  the  rank  and  file. 

An  appreciation  of  the  limitations 
and  possibilities  of  the  various  mediums 
which  we  have  enumerated  will  contrib- 
ute toward  the  development  of  an 
effective  educational  program. 


THE  EFFECT  OF  RAILROAD  RATE  READJUSTMENT 
UPON  AMERICAN  INDUSTRY 

BY  D.   L.  TAYLOR* 


TRANSPORTATION  charges  ef- 
fect an  industry  to  the  same  rela- 
tive degree  as  the  cost  of  transportation 
service  is  related  to  the  selling  price  of 
the  product. 

When  business  is  active  the  demand 
is  greater  than  the  supply  with  a  tend- 
ency toward  larger  profits.  Trans- 
portation costs  are  then  less  significant 
than  at  times  of  business  depression 
when  competition  forces  profits  to  a 
minimum.  If  freight  rates  fluctuated 
relatively  with  the  activity  of  business 
they  would  not  be  noticed,  but  as  this 
is  impossible  they  are  most  obvious  in 
lean  business  periods. 

Advances  or  reductions  in  freight- 
rate  schedules  should  be  considered  only 
from  a  standpoint  of  the  parity  existing 
between  competitive  industries  at  the 
time  of  their  establishment  and  on 
which  each  and  both  have  prospered. 
It  is  improper  for  carriers  to  institute 
advances,  or  for  shippers  to  expect 
reductions  in  transportation  charges, 
under  any  other  conditions. 

The  level  of  rate  schedules  is  of  minor 
consideration  in  our  domestic  com- 
merce. It  should  be  high  enough  to 
enable  the  carriers  to  secure  sufficient 
revenue  to  provide  the  service  expected 
of  them,  preserve  their  motive-power 
and  equipment,  and  return  to  their 
owners  a  fair  profit  on  their  invested 
capital,  to  preserve  their  credit.  It 
should  be  low  enough  to  permit  a  full  and 
fluent  movement  of  all  commodities. 

Let  us  go  back  to  the  early  days  of 
railroading  and  review  the  stages  to  the 
present  time. 

♦Traffic  Manager  of  I-ockwood,  Greene  and  Com- 
pany, Boston,  Mass. 


The  first  railroads  of  the  country 
were  privately  owned  and  by  indus- 
tries which  by  the  nature  of  their 
products  required  other  than  the  then 
prevailing  modes  of  transportation  to 
the  seaboard.  In  extending  their  fines 
and  becoming  common  carriers  for 
profit,  prices  were  at  first  arranged  for 
the  carriage  of  passengers  and  freight 
on  a  somewhat  blanket  basis  which 
gradually  evolved  into  a  distance  basis. 

As  the  existing  railroads  in  the  North 
and  the  South  were  connected  and  lines 
further  extended  to  the  westward,  it 
was  found  that  competition  by  water 
was  menacing  the  movement  by  rail 
of  southern  raw  materials  to  the  north- 
ern manufacturers  and  of  northern 
manufactured  products  to  the  South. 
This  competition  caused  perhaps  the 
first  stabilization  of  freight-rate  levels 
which  evolved  as  time  went  on,  into  the 
only  attempt  at  a  scientific  basis  of 
freight-rate  construction. 

At  the  timethis  basis  was  established, 
the  territory  east  of  the  INIississippi 
and  north  of  the  Ohio  and  Potomac 
Rivers  was  divided  by  an  imaginary 
line  drawn  through  Buffalo  and  Pitts- 
burgh, the  western  section  being  known 
as  Central  Freight  Association  terri- 
tory and  the  eastern  section,  with  the 
exception  of  New  England,  known  as 
Trunk  Line  territory.  The  base  on 
which  the  rate  structure  was  framed 
was  a  75  cent  per  hundred  pound  first- 
class  rate  from  New  York  City  to 
Chicago,  a  distance  of  1000  miles. 
Other  points  in  the  western  or  Central 
Freight  Association  were  rated  per- 
centages higher  or  lon'er  than  the  Chi- 
cago rate  as  the  distance  from  New 
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York  was  increased  or  lessened.  From 
the  eastern  or  Trunk  line  section,  per- 
centages were  not  used;  some  of  the 
towns  were  grouped  with  the  cities 
where  distances  were  not  too  great  and 
other  localities  were  rated  higher  or 
lower  than  the  rates  from  the  larger 
centers  as  the  distances  varied.  The 
rates  from  Chicago  and  the  Middle 
West  to  the  Ohio  River  were  made  in 
some  relation  to  those  from  New  York 
to  the  Potomac  River,  and  in  the  South 
the  bases  were  considerably  influenced 
by  the  water  competition  via  seaboard 
and  gidf.  In  the  western  section  be- 
yond the  Mississippi  the  rates  to  and 
from  the  Pacific  Coast  were  influenced 
but  slightly  by  water  competition  from 
the  East,  and  the  balance  of  the  West 
ha%-ing  no  water  competition  was  pro- 
^^ded  with  rates  influenced  only  by 
distance. 

In  general,  this  structure  prevails 
today,  but  it  is  so  disfigured  that  it 
hardly  resembles  the  original. 

In  the  original  planning  of  an  indus- 
try, the  location  chosen  was  for  either 
one  or  all  of  basic  requirements: 

1.  Proximity  to  raw  materials  and  supplies 

2.  Proximity  to  markets  for  the  finished 
products 

3.  Predominance  of  labor 

4.  Adequate  power 

5.  Climatic  conditions 

Transportation  was  not  considered  a 
determining  factor  until  within  the 
past  few  decades.  It  was  the  custom, 
and  more  general  than  rare  in  those 
early  days,  for  the  railroads  to  harbor 
and  nurse  an  industry  which  elected  to 
locate  on  its  line,  give  it  rates  on  sup- 
phes  and  products  to  enable  it  to  suc- 
ceed, and  protect  it  against  the  en- 
croachment of  competition  at  distant 
points  by  arranging  freight-rate  and 
train  schedules  agreeable  to  its  needs. 

As  time  went  on  competition  among 
the  railroads,  in  an  effort  to  increase 
their  revenues,  became  so  keen  that 


manufacturers  were  offered  reductions 
in  prevailing  rates  to  route  their  sup- 
plies and  products  in  connection  with 
particular  railroads.  This  practice  was 
terminated  by  federal  legislation,  and 
the  establishment  through  that  legisla- 
tion of  the  Interstate  Commission. 

During  that  period  of  rate-cutting, 
the  railroads  seemed  to  be  able  to  pay 
their  fixed  charges  and  still  return  to 
their  stockholders  a  regular  dividend. 
The  directorates  of  the  railroads  were 
then  composed  largely  of  users  of  rail- 
road transportation,  who  were  also 
stockholders  and  those  manufacturers 
and  merchants  managed  the  properties 
as  only  those  with  an  intrinsic  interest 
in  them  could.  Funds  for  extensions 
and  betterments  were  not  always  forth- 
coming from  the  revenues,  however, 
and  it  was  but  natural  that  the  bankers 
who  provided  the  required  loans  for 
those  purposes  should  seek  representa- 
tion on  the  directorates.  In  due  time, 
the  directorates  of  many  of  the  rail- 
roads originally  composed  largely  of 
manufacturers  were  changed,  and  the 
manufacturers  supplanted  by  the  rep- 
resentatives of  the  bankers  who  were 
financing  them. 

Nothing  is  more  natural  or  human 
than  for  one  to  protect  his  own  interest. 
These  directorates  very  humanly  con- 
sidered the  railroads  from  a  financial 
viewpoint,  and  we  have  glaring  in- 
stances in  history  of  railroad  properties 
being  managed  for  financial  interests 
to  the  detriment  of  industry. 

WTien  it  was  deemed  necessary  by 
Congress  on  January  1,  1918,  to  place 
the  railroads  of  the  country  under  the 
control  of  the  federal  government,  it 
was  further  deemed  necessary  to  secure 
added  revenue  for  the  railroads,  to  de- 
fray the  increased  fixed  charges  sus- 
tained through  advanced  costs  of  fuels 
and  supplies  and  labor.  A  blanket 
advance  of  25  per  cent  in  class  and  com- 
modity  rates   resulted.     An   advance 
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of  this  proportion  never  before  existed 
at  one  time,  in  transportation  charges, 
and  although  it  was  severe  the  condi- 
tions prevailing  at  that  time  pre- 
vented a  realization  of  its  true  meaning. 
Production  was  then  paramount  over 
costs  and  the  advance  was  lost  sight  of. 

Federal  operation,  however,  did  not 
prove  highly  economical  nor  was  it 
expected  to  be;  its  only  object  was 
unification  of  operation,  and  in  that  it 
was  successful.  Upon  the  return  of 
the  properties  to  the  owners,  many 
burdens  were  attached  to  them  with 
which  the  managements  have  been 
and  are  today  struggling. 

Partly  due  to  those  burdensome 
legacies  from  federal  control,  and  partly 
to  legislation  relative  thereto  enacted 
during  that  period,  the  railroads' 
fijsed  charges  had  so  materially  ad- 
vanced that  upon  return  to  the  owners 
further  increases  in  revenue  were  nec- 
essary, and  another  blanket  advance 
ranging  from  25  to  40  per  cent,  varying 
in  the  western,  southern  and  eastern 
districts,  was  provided  by  federal  legis- 
lation effective  in  August,  1920. 

About  that  time  business  generally 
started  on  a  downward  trend,  and  as 
activity  decreased,  profits  likemse  were 
lessened.  Merchants  dealing  in  com- 
modities which  competition  forced  to 
prices  permitting  but  a  slight  margin 
of  profit,  were  severely  effected  by 
these  pyramided  percentage  advances 
in  freight  rates  and  it  was  found  that 
through  these  advances  the  scopes  of 
markets  had  become  materially  re- 
duced. The  railroads  have,  in  some 
recent  instances,  aided  industry,  to 
the  best  of  their  ability  under  the  bur- 
dens they  are  carrying;  but  it  is  the 
feeling  of  many  of  the  shippers  of  the 
country  that  some  of  the  railroads  are 
not  showing  that  old-time  spirit  of 
merchandising  their  product  so  custom- 
ary in  the  earlier  days  of  railroad  trans- 
portation, in  protecting  industries. 


There  is  a  question  in  the  minds  of 
some  of  those  who  have  given  the  rail- 
road problem  impartial  consideration, 
whether  many  of  the  present  conditions 
are  due  to  the  predominating  influence 
of  the  financiers'  interests  in  the  actual 
operation  of  the  properties,  or  whether 
federal  legislation  and  political  activity 
is  reflected  in  the  disturbance. 

In  a  coimtry  the  size  of  ours,  it 
may  very  possibly  happen  that  legisla- 
tion good  for  the  country  as  a  whole 
may  seriously  effect  a  particular  local- 
ity industrially;  and  a  rate  structure  or 
level  competent  to  serve  an  industry 
yet  unborn,  may  be  disasterous  to  an 
old-established  one.  The  most  fla- 
grant example  of  this  condition  is  the 
destruction  of  the  parities  existing 
between  competitive  localities  and  a 
particular  market  four  years  ago 
through  the  pyramided  percentage  ad- 
vances sustained  during  that  period. 

We  seem  to  have  arrived,  in  the 
development  of  American  industry,  at 
a  parting  of  the  ways,  and  the  rate- 
making  powers  have  it  within  their 
keeping  to  either  protect  industry  in 
its  present  location  or  to  distribute  it. 

There  are  still  unoccupied  localities 
in  New  England  capable  of  housing 
numerous  industries,  but  if  the  rail- 
roads which  traverse  New  England 
elect,  or  through  influence  other  than  a 
purely  transportation  one  are  forced  to 
establish  schedules  of  rates  based  only 
on  distances,  supplemented  by  a  with- 
drawal of  existing  commodity  rates, 
much  of  the  industry,  unable  to  survive, 
would  be  forced  closer  to  raw  material 
and  markets. 

There  is  a  positive  level  which  may 
be  paid  for  transportation  and  still 
permit  an  industry  to  exist.  This  level 
is  proper  only  when  the  cost  for  the 
ser\4ce  is  related  to  the  selling  price  of 
the  product  in  the  same  percentage 
relation  as  at  the  time  the  industrial 
plant  was  established. 


CAPITAL  ASSETS,  CAPITAL  GAINS  AND  LOSSES  UNDER 
THE  REVENUE  LAW  OF  1921 

BY  ]\L4X  E.  PRAGER* 


THE  particular  section  of  the  law 
to  which  this  discussion  relates 
is  Section  206.  It  is  difficult  to  see 
what  general  relief  this  section  affords 
even  though  it  is  a  general  departure 
from  the  revenue  laws  pre\aously 
enacted  in  this  country.  If  its  pur- 
pose was  to  allay  general  criticism, 
which  was  that  the  high  rates  of  taxa- 
tion retarded  the  free  exchange  and 
sale  of  properties,  it  can  hardly  be 
said  that  Congress  met  the  issue  in  a 
thoroughly  liberal  manner.  In  a  sense 
it  affords  instant  relief,  but  only  to  a 
class  of  taxpayers  whose  tax  is  greater 
than  123/^  per  cent  of  their  taxable  net 
income.  This  group  comprises  those 
whose  net  incomes  are  in  excess  of 
$33,000.  It  is  evident  that  the  relief 
is  not  of  a  general  character  as  the 
great  bulk  of  the  incomes  are  less  than 
the  amount  to  which  this  section 
applies.  TMiile  it  is  realized  that  rates 
are  fixed  at  a  point  necessary  to  pro- 
duce a  certain  amount  of  revenue, 
other  sources  could  have  been  tapped 
which  would  have  enabled  Congress  to 
have  made  the  rate  on  capital  gains 
such  as  to  have  benefited  a  larger 
class  of  taxpayers. 

Perhaps  it  was  the  intention  of 
Congress  to  encourage  the  consumma- 
tion of  a  large  volume  of  potential 
sales  which  were  deferred  due  to  high 
rates,  and  which  can  now  be  completed 
with  the  relief  this  section  affords. 
It  appears  that  this  was  good  business 
judgment  on  the  part  of  Congress  as 
it  will  result  in  an  increase  in  revenues 
from  this  class  of  transactions. 

*  Member  of  the  firm  of  Prager  and  Fenton,  Prac- 
ticing Public  Accountanta,  Xew  York  City. 


As  a  matter  of  fact,  to  avail  oneself 
of  this  section,  property  must  have 
been  held  for  more  than  two  years  at 
date  of  consummation  of  transaction. 
ISIoreover,  relief  is  not  afforded  in  all 
instances  of  sales  or  exchanges,  but 
only  in  particular  cases  as  stated 
below. 

To  obtain  the  benefits  of  Section  206, 
the  property  sold  or  exchanged  must 
be  a  capital  asset.  Dissecting  Section 
206,  subsection  6,  we  may  define  a 
capital  asset  as: 

1.  Property  held  for  profit  or  investment 
for  more  than  two  years; 

2.  It  is  not  necessary  that  it  be  connected 
with  the  taxpayer's  trade  or  business; 

3.  But  does  not  include  property  held 
for  personal  use  or  consumption  of  the 
taxpayer  or  his  family;  or 

4.  Stock  in  trade,  or  of  a  kind  that  would 
be  inventoried  by  the  t£.>q)ayer  at  the  close 
of  the  taxable  year. 

By  elimination,  (3)  would  be  ex- 
cluded as  a  capital  asset,  the  gains  on 
which  would  be  treated  in  the  ordinary 
manner  as  though  this  section  were 
not  in  the  law. 

The  reason  for  the  exclusion  is 
found  in  (1),  as  ordinarily  such  prop- 
erty is  not  held  for  profit  or  invest- 
ment. In  this  category  woidd  fall 
dwellings  occupied  by  the  taxpayer, 
pleasure  cars,  jewelry,  etc.  In  this 
connection  an  interesting  question 
will  arise  where  a  dwelling  owned  by 
the  taxpayer  is  occupied  in  part  by  a 
tenant.  Will  the  ruling  depend  on 
whether  the  property  was  held  pri- 
marily for  personal  use  or  primarily  for 
profit .'  Such  cases  would  arise  princi- 
pally in  respect  to  dwellings  accommo- 


352 


ADIVnNISTRATION 


Vol.  Ill 
No.       3 


dating  more  than  one  family.  It  seems 
only  just  and  fair  that  where  a  tax- 
payer invests  an  excess  sum  of  money 
for  the  purpose  of  deriving  a  profit 
thereon,  that  such  excess  investment 
should  be  considered  a  capital  asset. 

By  elimination  (4)  would  also  be 
excluded  as  a  capital  asset.  This 
clause  applies  exclusively  to  a  trade  or 
business. 

Much  of  the  difficulties  that  will 
arise  in  the  determination  of  what  is 
and  what  is  not  a  capital  asset  will 
emanate  in  efforts  to  distinguish  be- 
tween what  is  and  what  is  not  stock  in 
trade. 

The  intent,  perhaps,  except  as 
stated  below,  as  it  effects  a  trade  or 
business,  is  to  distinguish  between 
current  assets,  which  are  short-lived, 
and  fixed  assets,  which  are  long-lived. 
Current  assets  with  most  all  taxpayers 
carryang  on  a  trade  or  business  would 
include  therein  stocks  of  merchandise 
or  commodities  that  are  bought  or 
manufactured,  which  are  intended  for 
sale  and  which  are  usually  disposed  of 
within  a  short  period.  It  is  inconceiv- 
able that  the  term  "capital  assets" 
would  apply  to  notes  and  accounts 
receivable  even  though  held  for  more 
than  two  years  if  arising  from  sales  of 
stock  in  trade.  Rarely,  if  ever,  is  more 
than  the  face  value  realized.  If  a  loss 
is  sustained,  it  would  be  deductible  as 
a  bad  debt.  Included,  also,  among 
current  assets  would  be  seciirities 
readily  realizable,  such  as  Liberty 
bonds.  Property  of  this  character, 
however,  is  not  of  a  kind,  which 
when  held  by  a  business,  except  when 
engaged  in  the  buying  and  seUing  of 
securities,  is  considered  stock  in  trade. 
Therefore,  assets  of  this  and  similar 
character,  while  ordinarily  current, 
would  be  capital  assets  if  held  for  more 
than  two  years  at  date  of  sale.  The 
question  that  may  present  itself  is 
whether  such  property  in  a  stated  case 


was  held  for  profit  or  investment.  In 
many  instances  long-term  leases  are 
required  to  be  secured  by  cash  or 
securities.  The  reason  for  the  pur- 
chase of  the  securities  is  not  primarily 
for  profit  or  investment,  as  the  income 
therefrom  is  usually  less  than  the  rate 
the  business  earns,  but  due  to  the 
necessities  of  the  case.  The  Treasury 
Department  wiU  undoubtedly  rule, 
that  by  investments  is  meant  all  assets 
held  by  a  trade  or  business. 

The  general  understanding  of  fixed 
assets  is  property  which  is  essential  to 
the  production  of  the  commodities 
from  which  a  trade  or  business  derives 
its  profits;  hence,  it  would  include  land, 
buildings,  machinery^  etc.  These  are 
not  stock  in  trade  of  a  business.  They 
are  used  to  produce  stock  in  trade; 
hence  are  capital  assets  provided,  when 
sold,  were  held  by  the  taxpayer  for 
more  than  two  years.  It  should  not 
be  understood  that  all  properties 
ordinarily  classified  as  fixed  assets 
are  capital  assets.  In  cases  of  mines, 
oils,  and  gas  wells,  there  is  a  reasonable 
doubt  of  them  constituting  capital 
assets. 

A  mere  holding  of  an  asset  for  more 
than  two  years  does  not  constitute  it 
a  capital  asset.  As  stated  above, 
stock  in  trade  cannot  be  a  capital 
asset;  that  is,  property  from  which  the 
trade  or  business  derives  its  profit.  If 
stock  in  trade  is  to  be  construed  in  its 
narrowest  sense,  certain  businesses 
such  as  real  estate  and  the  extractive 
industries  probably  would  not  be 
included  within  the  scope  of  such  a 
literal  construction. 

The  Treasury  Department  has 
prescribed  a  method  for  determining 
gain  or  loss  from  sale  of  lots.  In- 
ferentially,  cost  or  market  as  values, 
or  revaluing  each  year  is  not  permitted. 
It  is  either  value  at  ^larch  1,  1913,  or 
cost  if  acquired  subsequently. 

It   is   true   that   when   referring   to 
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stock  in  trade,  one  has  in  mind  movable 
property  and  rarely  immovables.  It 
is  also  true  that  rarely,  if  ever,  are 
immovables  inventoried  in  the  same 
sense  as  are  movables,  but  this  alone 
should  not  be  decisive. 

It  might  be  contended  that  stock  in 
trade  in  its  narrowest  and  most  literal 
sense  is  intended  by  the  law  and  in 
confirmation  thereof  reference  might 
be  made  to  Treasury  regulations 
which  prescribe  methods  of  inventorj'- 
ing.  These  regulations  seem  to  affect 
exclusively  merchandise,  goods  in  proc- 
ess, raw  materials,  etc. 

Physical  inventories,  when  involving 
large  and  scattered  volumes,  are  neces- 
sary to  confirm  results  or  to  ascertain 
results  where  stock  in  trade  affects 
results.  An  inventory  aside  from  a 
physical  count  has  a  further  signifi- 
cance in  the  sense  of  value ;  that  is,  cost 
or  market  or  any  other  basis  to  obtain 
a  value  in  exchange.  Therefore, 
immovables  while  not  inventoried  for 
quantitative  purposes,  may  be  inven- 
toried for  the  purpose  of  stating  values. 

These  principles  are  not  difficult  in 
their  application  to  the  real  estate 
business,  mining,  oil  and  gas  wells. 

A  broad  interpretation  of  stock  in 
trade  would  include  therein  mines  and 
wells,  as  their  contents  are  the  stock 
in  trade  of  their  owners.  The  position 
or  location  of  the  stock  in  trade  and 
the  ease  or  difficulty  of  inventorying 
are  immaterial.  The  setting  up  of 
depletion  reserves  is,  in  a  sense,  in- 
ventorying. This  contention  does 
not  involve  nor  does  it  violate  sound 
accounting  practice.  Fixed  assets 
constitute  properties  which  have  useful 
lives  of  more  than  one  year.  Mines 
and  wells  are  usually  considered  fixed 
assets,  but  it  is  upon  the  broad,  general 
distinction  that  they  are  the  very 
things  from  which  profit  is  realized 
that  makes  them  stock  in  trade. 

A  taxpayer  in  the  business  of  buying 


and  selling  of  real  estate  for  profit  on 
the  turnover  is  an  owner  of  stock  in 
trade,  ^^^len  deriving  profits  in  the 
form  of  rent  from  property,  that  is 
holding  property  for  the  income  there- 
from, and  buying  and  selling  in  isolated 
cases,  he  is  the  owner  of  capital  assets. 

It  is  realized  that  if  the  Treasury 
Department  were  to  accept  the  princi- 
ples stated  in  defining  stock  in  trade 
and  capital  assets,  it  will  reverse  itself 
with  respect  to  its  established  rules  on 
inventories.  As  a  matter  of  fact,  the 
contradiction  would  be  unreal,  as  it 
would  be  merely  a  broadening  of  the 
scope  of  the  things  subject  to  inventory, 
using  this  term  in  a  comprehensive 
sense. 

The  benefits  of  clause  (1)  are  avail- 
able to  taxpayers,  whether  or  not  in  a 
trade  or  business.  As  a  general  state- 
ment, all  property,  except  stock  in 
trade  and  property  held  for  personal 
use,  as  described  above,  if  held  for  more 
than  two  years  at  date  of  sale  or  ex- 
change, constitutes  capital  assets. 
This  section  of  the  law  affects  only 
such  transactions  consummated  after 
December  31,  1921,  and  does  not 
apply  to  corporations  as  their  maxi- 
mum tax  after  that  date  is  no  greater 
than  the  rate  of  tax  on  capital  gains. 

The  capital  gain  or  loss  on  sale  or 
exchange  of  capital  assets  will  be  deter- 
mined under  Section  202. 

Section  206,  subsection  3,  defines 
capital  deductions  as  deductions  al- 
lowed in  computing  taxable  net  in- 
come and  which  are  chargeable  against 
items  of  capital  net  gain.  Capital  de- 
ductions probably  comprehend  charges 
incidental  to  the  ownership  of  capi- 
tal assets,  such  as  interest,  taxes,  in- 
surance, etc.  It  is  not  clear  whether 
the  term  applies  to  these  items  dur- 
ing the  period  of  construction  which 
ordinarily  forms  a  part  of  the  capital 
cost  or  to  these  items  during  the  period 
of  operation.     If,  during  the  period  of 
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operation,  such  items  must  be  elimi- 
nated from  ordinary  net  income  and 
applied  in  computing  capital  net  gain. 

The  treatment  of  such  capital  de- 
ductions probably  only  affects  the  year 
in  which  capital  gain  is  realized.  It 
is  presumed  that  ordinary  income 
arising  from  the  ownership  of  such 
assets  will  either  offset  the  deductions 
or  be  included  in  the  gains.  If  it  is  not 
the  intention  so  to  do  then  evidently 
capital  deductions  do  not  apply  to 
property  producing  a  net  income.  As 
a  possible  interpretation  such  items  as 
insm-ance,  taxes,  interest  accrued  to 
date  of  sale,  which  are  deducted  by  the 
vendee  from  the  sales  price,  constitute 
capital  deductions. 

It  should  be  noted  that  capital  net 
losses  are  to  be  treated  as  deductions 


from  ordinary  income.  Capital  net 
loss  is  the  excess  of  capital  losses  and 
deductions  over  capital  gains.  Capital 
net  gain  is  the  excess  of  capital  gains 
over  the  capital  losses  and  deductions. 
Capital  net  gain  may  be  separated 
from  ordinary'  income  and  subjected 
to  the  123^2  per  cent  tax. 

The  tax  of  123/^  per  cent  on  capital 
net  gains  is  in  lieu  of  the  normal  and 
surtaxes.  Its  application  affects  only 
such  taxpayers  whose  total  taxes  with- 
out reference  to  this  section,  would  be 
in  excess  of  123/2  per  cent  of  their  net 
income.  In  such  cases  capital  net 
gains  must  be  cast  aside  and  the  or- 
dinary tax  computed  on  the  remainder 
of  the  income.  This  tax  plus  123^ 
per  cent  of  capital  net  gains  constitutes 
the  total  sum  payable. 


PROBLEMS  FOR  THE  BUSINESS   EXECUTIVE 

THE  EFFECT  OF  BURDEN  RATE  ON  SALES  AND 
RLVNUFACTURING  PROGRAMS 

Br  Nathaniel  G.  Burleigh* 


'T'HE  problem  of  relating  overhead  to  the 
*-  amount  of  production  and  the  selling 
price  of  the  product,  is  one  that  is  always 
with  us,  but  how  the  relation  is  to  be  shown 
has  not  always  been  considered. 

Any  factory  executive  knows  that  with 
increased  production,  other  things  being 
equal,  there  is  a  decreased  unit  overhead 
cost.  Also,  every  sales  manager  probably 
knows  that  if  a  plant  is  running  at  full 
capacity  he  can  sell  its  product  at  a  lower 
price  than  when  the  factory  is  operating 
with  reduced  output. 

The  problem,  then,  is  to  show  the  real 
relation  between  selling  price,  profits,  and 
manufacturing  cost  as  affected  by  overhead 
charges.  The  details  of  such  a  problem 
and  its  solution  as  worked  out  by  a  manu- 
facturing concern,  are  given  below. 

The  Problem 

The  company  manufactures  two  lines  of 
products  similar  in  nature  but  of  different 
styles  and  sizes  and  varying  in  price.  These 
may  be  divided  into  two  groups  and  the 
average  cost  of  each  determined.  For  the 
purposes  of  this  problem,  the  two  lines  will 
be  described  as  Product  A  and  Product  B. 

Product  A 

Material $.60 

Direct  Labor 55 

Mfg.  Overhead 77 

$1.92 
Gross  Profit  appro.\imately 
20% 68 

Sales  Price $2.50 

Based  on  the  total  output  of  both  prod- 
ucts, the  direct  labor  cost  varied  according 

'Professor  of  Business  Organization  and  Manage- 
ment, Amos  Tuck  School  of  Administration  and  Finance, 
Dartmouth  College,  Hanover,  N.  H. 


Both  types  of  product  are  manufactured 
from  iron  and  steel,  bar  and  sheet  stock  of 
standard  specifications  being  used.  Except 
for  market  fluctuations  common  to  the  raw 
material,  with  the  usual  purchasing  hazards, 
the  price  of  the  raw  material  need  not  be 
considered  as  affecting  changes  in  the  sell- 
ing price.  The  problem  may  be  narrowed, 
therefore,  to  a  discussion  of  direct  labor  and 
burden  as  the  two  elements  upon  which 
profits  may  depend. 

The  factory  has  a  monthly  capacity  of 
36,000  of  Product  A,  or  26,000  of  Product 
B,  with  a  total  capacity  of  44,000.  That 
is,  part  of  the  equipment  may  be  used  for 
either  product  in  any  combination  within 
the  above  limits. 

The  average  selling  price  of  each  product 
at  the  time  this  problem  arose  was.  Prod- 
uct A,  $2.50,  Product  B,  $2.  When  costs 
and  prices  are  hereafter  referred  to,  the 
average  cost  or  price  is  meant.  The  ratio 
of  burden  to  direct  labor  cost,  which 
was  used  to  distribute  the  overhead,  was 
140%. 

The  sales  price  was  determined  from  the 
following  facts,  a  gross  profit  of  25%  being 
considered  fair  in  each  case,  although  not 
always  obtained. 

Product  B 

Material $.65 

Direct  Labor 35 

Mfg.  Overhead 49 

$1.49 
Gross  Profit  approximately 
25% 51 

Sales  Price $2.00 

to  whether  the  factory  was  operating  100% 
on  Product  A  or  on  Product  B.  (Page  356). 
For  a  period  of  about  two  years  the 
company  had  been  keeping  sufficient  rec- 
ords to  show  monthly  production  figures 
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0%  Product  A— 100% 

25%         "        "  —  75% 

50%         "        "  —  50% 

75%         "        "  —  25% 

100%         "        "—     0% 


Product  B— $.35 
"—  .40 
"—  .45 
"—  .50 
"—   .55 


Direct  Labor  Cost  per  article 


and  overhead  distribution  rates,  so  that  it 
was  possible  to  show  what  the  particular 
burden  rate  was  for  a  given  amount  of 
direct  labor  during  each  month. 

Up  to  this  time  the  concern  had  not  budg- 
eted its  future  activities  but  had  based  its 
manufacturing  program  on  sales  depart- 
ment estimates,  with  prices  being  fixed 
largely  by  competitive  conditions,  within 
limits,  however,  which  were  brmging  about 
a  dwindling  of  profits.  When  the  sales 
manager  made  up  his  estimates  last  fall 
for  the  coming  year,  the  plant  was  operat- 
ing at  a  capacity  of  about  28,000  per  month 
at  an  approximate  direct  labor  cost  of 
$13,000  per  month,  with  a  burden  rate,  as 
above  mentioned,  of  140%. 

In  view  of  business  conditions,  the  sales 
manager  asked  for  a  reduced  manufactur- 
ing schedule  which  would  have  called  for 
only  18,000  articles  per  month.  He  also 
changed  the  proportion  in  which  the  two 
products  should  be  manufactured.  The 
plant  had  been  making  about  the  same 
number  of  each.  Now  he  called  for  the 
factory  to  make  three-quarters  of  its 
production  in  the  B  line  and  the  other 
quarter  in  the  A  line.  This  rate  of  pro- 
duction called  for  only  $7200  of  direct  labor 
per  month.  This  estimate  was  made  on 
the  assumption  that  the  same  selling  price 
would  prevail. 

The  sales  manager,  moreover,  had  no 
data  to  show  that  this  meant  a  correspond- 
ing decrease  in  direct  labor  and  consequent 
increase  in  the  ratio  of  burden.  Therefore 
he  did  not  realize  that  the  manufacturing 
profit  would  be  affected  and  that  perhaps 
the  sales  price  would  have  to  be  raised  or  a 

Product  A 

Material $ .  60 

Direct  Labor 55 

Mfg.  Overhead 1 .08 

$2.23 
Gross  Profit  (10^%) 27 

Sales  Price $2.60 


loss  in  profit  might  occur.  The  plant 
manager,  however,  knew  that  the  burden 
rate  would  be  about  196%  and  that  the 
gross  profit  per  article  would  be  figured  as 
follows  below. 

This  situation  therefore  made  necessary 
a  choice  between  arranging  the  production 
and  sales  schedule  so  as  to  absorb  the  addi- 
tional burden,  and  determining  an  "idle 
plant  expense"  which  must  be  borne  in 
some  other  way  than  as  a  charge  to  current 
production. 

To  restate  the  problem  therefore: 

How  to  determine  a  method  that  would 
show  to  the  sales  manager  in  units  of  sales 
the  amounts  he  must  sell  at  different  sales 
prices  to  show  the  proper  profit.  Failure 
to  find  a  combination  of  amounts  and  prices 
which  would  show  profits  on  the  next  year's 
business  would  necessitate  operating  either 
at  a  direct  loss,  or  a  special  treatment  of 
the  "idle  plant  expense"  which  introduced 
a  difficult  financial  problem,  there  being  no 
surplus  against  which  to  charge  this  ex- 
pense. 

The  variable  elements  were: 

1.  Direct  labor  cost  varjdng  according  to  rate 
of  production. 

2.  Direct  labor  cost  varying  according  to  pro- 
portionate amounts  of  each  type  of  product 
made. 

3.  Total  overhead  cost  per  unit  varying  ac- 
cording to  total  direct  labor  cost. 

The  Solution 

The  following  graphic  chart  was  devel- 
oped to  indicate  the  relation  at  all  points 
between  production,  direct  labor  cost,  and 

Product  B 

Material $.65 

Direct  Labor 35 

Mfg.  Overhead 69 

$1.69 
Gross  Profit  (15.J%) 31 

Sales  Price $2.00 
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burden.  From  any  combination,  then,  the 
sales  prices  and  gross  profits  would  be 
easily  determined. 

In  this  chart  the  left-hand  vertical  row 
of  figures  shows  the  rates  of  burden  ex- 
pressed in  percentages.  The  right-hand 
column  gives  the  amounts  of  production 
per  month.  At  the  bottom  of  the  graph 
are  indicated  the  amounts,  in  dollars,  of 
direct  labor  per  month,  as  determined  by 
the  amount  of  production. 

With  these  figures  as  a  basis,  the  burden 
rates  for  the  previous  two  years  were  plotted 
at  the  various  points  on  which  they  fell. 
It  will  be  noted  that  these  burden  rates 
varied,  as  direct  labor  varied  from  $6000  to 
$19,000  per  month.  The  two  points  which 
were  abnormally  high  were  omitted  in 
determining  the  curve  as  peculiar  circum- 
stances which  will  not  recur  were  respon- 
sible for  both  of  these. 

Through  these  points,  the  curve  XY  was 
then  drawn,  which  showed  the  rate  of  bur- 
den to  be  expected  at  any  rate  of  production. 
It  may  be  remarked  that  the  curve  is  not 
accurately  determined  and  therefore  likely 


to  be  incorrect.  This  is  granted,  and  the 
only  defense  is  that  later  rates  of  burden 
have  been  applied  as  a  check  and  the  curve 
found  to  be  substantially  correct.  At  least 
it  is  accurate  enough  to  indicate,  within  a 
very  small  percentage,  what  burden  may 
be  anticipated. 

In  addition,  however,  to  showing  the  rela- 
tion between  total  production  and  the  rate 
of  burden,  it  was  also  necessary  to  show  the 
differences  in  direct  labor  cost  depending 
upon  the  proportion  in  which  the  two  prod- 
ucts were  manufactured. 

Accordingly,  the  straight  lines  AB,  AC, 
AD,  AE,  and  AF  were  developed,  so  that 
the  distance  from  the  vertical  base  line  to 
any  of  these  lines  gave  the  amount  of  direct 
labor  as  indicated  on  the  horizontal  scale. 
Then  reading  up  or  down  from  this  point  to 
the  burden  curve  XY  gave  the  burden  rate. 

Referring  again  to  the  program  called 
for  by  the  sales  manager,  it  is  seen  that 
18,000  units  of  product  called  for  the  follow- 
ing amounts  of  direct  labor  and  burden, 
depending  upon  which  products  were  to  be 
manufactured : 


0%  Product  A— 100% 

25%        "        "  —  75% 

50%        "        "  —  50% 

75%        "        "  —  25% 

100%        "        "—     0% 


Direct  Labor  Burden  Rale 

Product  B 6,300  210% 

" 7,200  196% 

" 8,100  185% 

" 9,000  170% 

" 9,900  161% 


With  25%  of  total  production  in  the  A 
line  and  75%  in  the  B  line,  the  total  monthly 
output  at  cost  value  would  be  $32,787. 
This  would  represent  $38,250  at  sales  value, 
making  a  possible  gross  profit  of  $5463,  or 
just  over  14%. 

Although  Product  A  has  its  greatest  use 
in  the  winter  and  B  in  the  summer  months 
and  there  would  necessarily  be  some  vari- 
ance in  the  monthly  schedules,  this  could 
be  accepted  as  an  average  month. 
^The  situation  was  therefore  clear:  More 
sales  must  be  secured  either  at  present 
prices,  or  at  prices  reduced  in  an  attempt 
to  make  up  the  difference  through  increased 


volume  of  sales;  a  manufacturing  schedule 
set  up  which  would  just  absorb  the  over- 
head; or  an  actual  loss  accepted. 

Obviously  the  last  was  undesirable,  and 
the  obtaining  of  enough  sales  to  assure  a 
25%  gross  profit  seemed  very  unlikely. 

There  were,  however,  two  other  possi- 
bilities of  increased  earnings  from  a  manu- 
facturing standpoint,  namely,  a  reduction 
of  overhead  through  decreased  inventory 
and  lower  manufacturing  costs  due  to  the 
adoption  of  more  modem  methods  of  pro- 
duction with  consequent  economies. 

It  was  also  determined  that  $10,000  of 
direct  labor  per  month  was  the  minimum 
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point  at  which  the  factory  could  be  main- 
tained without  losing  money  and  that  if  a 
mark-up  of  15%  were  put  upon  goods 
produced  under  these  conditions,  the  con- 
cern would  just  break  even.  The  oppor- 
timity  to  show  profit  would  then  come  from 
whatever  manufacturing  economies  were 
made,  with  the  possibility  of  sufficient 
savings  making  a  still  lower  sales  price. 

Glancing  again  at  the  chart  on  page  357 
we  can  see  the  production  schedule  which 
the  $10,000  direct  labor  gave. 

The  sales  manager  had  his  answer  right 
in  front  of  him,  and  the  program  finally 
agreed  upon  was  to  produce  22,000  per 
month,  with  equal  quantities  of  both 
products. 


This  made  possible  selling  Product  A  at 
an  average  price  of  $2.35  and  Product  B 
for  $1.80.  This  would  give  total  monthly 
sales  of  $45,650,  a  break-even  point  under 
the  present  manufacturing  methods,  with 
possible  earnings  ahead. 

It  may  also  be  said  that  the  fact  that  the 
material  was  already  on  hand,  and  fixed 
charges  must  be  met  anyhow,  and  that  the 
only  additional  cash  expenditures  called 
for  were  direct  labor,  and  a  small  increase 
in  shop  lumber,  helped  in  settling  on  this 
schedule. 

This,  then,  put  it  up  to  the  sales  manager 
to  meet  his  quota,  and  the  factory  manager 
to  show  a  profit  by  reducing  his  manufac- 
turing costs. 


SEEKING  CITY  MARKETS  FOR  A  COUNTRY  PRODUCT 


Bt  GatIiE  Aiken,  Jr.* 


The  Problem 


T^HE  manufacturer  of  an  article  of  cloth- 
ing  made  for  the  country  trade  has  in 
the  course  of  50  years  established  a  tremen- 
dous country  distribution  and  sale  for  his 
product.  The  demands  of  the  country 
trade  have  necessitated  the  manufacture  of 
a  product  unsuited  to  the  city  markets. 
The  manufacturer's  sales  have  therefore 
been  confined  to  the  country  and  that  fact 
has  created  a  prejudice  against  his  products 
in  the  city  which  has  made  it  impossible 
for  him  to  enter  those  markets  except  in  a 
very  limited  way.  How  can  he  overcome 
this  prejudice  and  capture  the  city  markets? 
When  it  is  said  that  this  manufacturer 
has  not  been  able  to  secure  city  trade  except 
in  a  limited  way  it  is  meant  that  he  has  not 
been  able  to  secure  representation  for  his 
products  under  their  trade-marked  name 
with  leading  big  city  dealers.  He  sells 
some  such  dealers  under  private  brands  and 
sells  small  dealers,  outside  the  main  business 
section  of  big  cities,  in  great  number  and 
volume. 

•With     Lord    and    Thomas,     Advertising    Agents, 
Chicago,  111. 


The  factors  in  this  problem  may  be  briefly 
summarized  as  follows: 

1.  The  quality  of  the  products  and  their  styles 
have  been  those  required  for  the  country  trade 
and  have  not  been  up  to  the  standards  of  the  big 
dealers  in  the  city. 

2.  The  acknowledged  leadership  which  they 
have  won  in  the  country  is  thus  a  recognized  and 
heavy  handicap  against  their  entrance  into  big 
metropolitan  stores. 

3.  There  is  a  distinct  and  great  antagonism 
among  big  city  merchants  to  trade-marked 
brands  in  this  line  of  goods.  This  must  be 
overcome  since  the  manufacturer  is  insistent 
upon  establishing  his  product  under  his  own 
name. 

4.  Since  this  case  is  current,  present  trade 
conditions  demand  large  consideration.  With 
trade  depressed,  retail  merchants  are  more  averse 
than  ever  to  taking  on  new  lines.  They  seek 
to  decrease  their  present  stocks,  not  increase 
them.  They  ask  a  sales  stimulant,  not  an  addi- 
tion to  their  investment. 

SoLunox  TO  Problesi 

The  first  obvious  necessity  for  the  solu- 
tion of  this  manufacturer's  problem  is  to 


360 


ADMINISTRATION 


Vol.  Ill 
No.       3 


raise  the  quality  and  styles  of  his  products 
to  the  requirements  of  the  merchants  whose 
trade  he  seeks.  He  must  be  able  to  com- 
pete successfully  on  these  points  with  other 
leading  makes.  This  was  a  very  difficiJt 
problem  of  production  which  the  manu- 
facturer was  obliged  to  solve  before  he 
could  even  approach  the  markets  he  de- 
sired. He  determined  to  devote  one  of  his 
factories  to  the  manufacture  of  goods  of 
high  qualitj'.  He  scoured  the  country  for 
the  ablest  experts  to  produce  them.  Under 
their  direction  he  remodeled  and  equipped 
the  factory  for  its  special  purpose.  With 
this  done  during  a  period  of  over  two  years 
he  is  now  ready  to  lay  siege  to  the  big 
metropolitan  merchants. 

The  chief  difficulties  facing  him  are  those 
already  enumerated  as  factors  in  his  prob- 
lem: The  existing  urban  prejudice  against 
this  line;  the  antagonism  of  big  retailers  to 
trade-marked  goods  in  his  line;  the  de- 
pressed condition  of  trade. 

Marketing  Plan.  Three  main  features 
distinguish  the  plan  which  was  evolved  to 
meet  these  difficulties. 

It  was  realized  that  to  overcome  the  prej- 
udice against  the  line  and  the  resistance  to 
trade-marked  goods,  powerful  inducements 
must  be  offered.  As  a  matter  of  policy  it 
was  clear,  too,  that  these  inducements  should 
not  take  the  form  of  price  concessions  be- 
cause they  would  establish  an  unfortunate 
precedent  which  would  make  the  final 
establishment  of  the  line  on  a  proper  basis 
more  difficult  and  reflect  upon  the  very 
quality  of  the  goods  which  had  been  made 
a  prime  sales  argument  by  great  expendi- 
ture and  effort.  It  was  equally  obvious 
that  the  most  compelling  inducement  that 
could  be  offered  would  be  some  powerful 
sales  stimulant  that  would  insure  the 
movement  of  the  goods  to  the  pubfic  and 
at  the  same  time  have  a  correlative  value  to 
the  merchant  in  drawing  trade  to  his  store 
by  which  all  its  departments  would  profit. 

For  these  reasons  it  was  determined  that 
the  entire  marketing  plan  should  be  based 
upon  a  special  number  designed  as  a  leader. 
The  specifications  for  this  number  called 
for  an  article  of  high  quality  and  a  price 
was  set  upon  it  affording  the  manufacturer 
less  than  his  usual  margin  of  profit.  In 
order  that  this  leader  might  be  of  genuine 


special  value  it  was  determined  that  the 
retailer  should  be  required  to  accept  a  gross 
margin  of  25%  iuatead  of  the  33  or  30% 
usually  required.  To  insure  this  the  retail 
price  was  stamped  on  the  goods  in  such  a 
way  that  it  could  not  be  removed. 

This  article,  then,  was  planned  and 
created  as  the  special  value  and  drawing 
card  which  was  to  stimulate  sales  for  the 
retail  merchant  and  thus  secure  orders  and 
new  accounts  for  the  maker. 

In  order  to  create  an  immediate  demand 
for  it  both  from  the  trade  and  the  public 
it  was  decided  to  advertise  it  in  full-page 
space  in  colors  in  a  national  advertising 
medium  of  the  largest  circulation.  The 
prestige  and  demand  created  would  lessen 
selling  resistance  and  dealers  would  be  more 
favorable  at  least,  if  not  anxious,  to  have 
this  drawing  card.  ^Vhen  the  first  adver- 
tisement appeared,  this  article  was  the 
only  nationally  advertised  special  value  of 
its  kind  before  the  public.  It  was  expected 
that  it  would  be  recognized  as  such  at  once 
and  that  it  would  be  the  only  article  of  its 
kind  recognized  as  of  special  value  in  every 
state. 

Because  of  the  purpose  for  which  this 
special  number  was  created  and  because 
of  its  maker's  small  profit  on  it,  it  was  only 
to  be  sold  in  conjunction  with  orders  for 
other  numbers  in  the  line;  that  is,  only  a 
fixed  proportion  of  this  number  was  allowed 
with  any  order  and  it  was  required  that  the 
balance  of  the  line  be  well  represented. 
The  plan  was  thus  to  force  sales  for  the 
whole  line  on  the  strength  of  this  leader. 

It  was  desired,  of  course,  that  this  leader 
should  stimulate  sales  in  the  same  way  for 
the  dealer's  entire  stock.  The  production 
of  this  special  was  therefore  confined  to  two 
models  only,  it  not  being  desired  to  meet  all 
needs  and  demands  with  it.  To  do  so 
would  defeat  its  o-mi  purpose  since  the 
dealer's  would  then  have  needed  no  other 
number.  But  with  the  styles  of  this 
special  being  so  narrowly  limited  many 
consumers  would  take  other  models  since 
the  special  would  not  meet  their  require- 
ments. A  considerable  portion  of  the 
trade  drawn  to  any  store  would  find  other 
models  better  suited  to  their  tastes  and 
needs  and  would  buy  accordingly. 

In  brief  this  leader  was  offered  on  the 
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same  principle  that  inspires  stores  to  offer 
limited  quantities  or  assortments  of  special 
values.  Such  offers  draw  trade  and  when 
once  in  the  store  customers  buy  many  otlier 
things  suggested  simply  by  display.  This 
special  was  thus  the  basis  of  a  plan  of  ap- 
proach to  the  big  city  markets,  and  the 
entire  advertising  and  marketing  plan  was 
built  upon  it. 

Offer  to  Dealers.  It  was  determined  to 
make  an  unusually  liberal  and  attractive 
offer  to  the  big  city  dealers  with  this  special 
as  its  principal  feature. 

To  give  tlie  special  greatest  value  to  the 
dealer  as  a  sales  stimulant  it  was  obvious 
that  it  must  be  aggressively  advertised 
locally  by  the  stores  handling  it  as  well  as 
nationally.  The  offer  was  planned  to 
accomplish  this  for  the  mutual  benefit  of 
dealer  and  manufacturer,  as  follows: 

It  was  decided  that  the  dealer  should  be 
offered  an  advertising  allowance  of  25 
cents  on  each  one  of  the  special  number 
bought  pro\'ided  that  he  would  spend  an 
equal  amount.  This  combined  appropria- 
tion of  50  cents  per  article  was  to  be  spent 
in  the  local  papers  over  the  dealer's  name. 
The  manufacturer  also  to  agree  to  spend  an 
additional  25  cents  per  article  over  his  own 
name  in  the  local  papers  and  the  dealer  to 
be  given  the  privilege  of  placing  his  name 
under  this  ad  at  his  own  expense  in  such 
a  way  as  to  give  him  the  full  benefit  of  the 
ad.  This  ad  would  be  of  as  much  benefit 
to  the  dealer  as  his  own  advertising  because 
it  was  agreed  that  he  should  be  given  the 
exclusive  sale  of  the  line  in  the  principal 
trading  district  of  his  city.  Thus  only  one 
leading  store  in  each  large  city  would  have 
it. 

Obviously  so  liberal  an  appropriation  as 
this  was  entirely  out  of  line  with  the  manu- 
facturer's margin  of  profit  and  was  almost 
tantamount  to  buying  business.  But  the 
strategj'  of  the  plan,  if  such  it  may  be 
called,  lies  here.  \Miile  the  appropriation 
was  to  be  devoted  to  a  single  dealer  and  was 
admittedly  much  too  large  in  proportion 
to  his  purchases,  the  sales  it  was  expected 


to  create  would  be  much  larger  than  those 
made  to  the  individual  dealer  concerned. 
This  is  obvious  when  it  is  realized  that  this 
advertising  appropriation  was  to  be  invested 
in  big  metropolitan  papers  of  wide  circula- 
tion covering  a  territory  much  greater  than 
the  dealer's  city  alone.  Thus  the  appropria- 
tion while  based  on  the  dealer's  purchases 
was  in  reality  a  subdi\'ision  of  the  manu- 
facturer's national  advertising  campaign 
and  planned  to  create  sales  and  secure 
additional  dealers  for  him  throughout  the 
territory  covered  by  the  papers  in  which 
the  advertising  appeared.  It  was  a  great 
and  obvious  advantage,  also,  that  the 
advertising  had  in  this  territory  the  support 
and  indorsement  of  the  prominent  dealer 
whose  name  was  connected  with  it. 

This  was  a  special  element  of  strength  in 
the  plan  because  the  example  of  a  prominent 
big  city  merchant  has  a  well-recognized 
influence  on  the  dealers  in  the  territory 
contiguous  to  him.  The  leader  is  apt  to  be 
followed  and  what  he  is  seen  to  do  wins 
others  in  the  same  trade  to  do  likewise,  and 
gives  salesmen  a  convincing  selling  argu- 
ment. 

It  was  expected  that  the  example  of  well- 
known  dealers  in  advertising  and  pushing 
the  line  would  inspire  smaller  dealers  in 
towTis  where  the  big  city  papers  circulated 
to  advertise  the  line  at  their  own  expense. 

The  purpose  of  the  whole  plan  is  now 
clear,  i.e.,  prominent  dealers  to  be  won  by 
the  offer  of  a  special  sales  stimulant,  de- 
mand for  which  would  be  created  by  strong 
national  advertising  and  local  advertising, 
and  to  use  such  local  advertising  and  the 
prestige  of  the  dealers  connected  with  it 
to  develop  sales  for  the  manufacturer 
in  the  entire  territory  covered  by  the 
localized  advertising.  Thus  the  effect  of 
both  local  and  national  advertising  would 
be  combined  in  each  section  of  the  country. 
And  with  this  combination  of  extensive 
and  intensive  work  sales  should  be  pro- 
portionately large  while  at  the  same  time 
the  much  desired  big  city  markets  would  be 
captured. 
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AMERICA  vs.  EUROPE  IN  INDUSTRY 

By  Dwight  T.  Farnham.  Consulting  Industrial  Engineer;  Vice-President, 
C.  E.  Knoeppel  and  Co.,  Inc.,  Director  and  Vice-President  of  the 
Society  of  Industrial  Engineers,     vii,  4^91  pp.     The  Ronald  Press  Company 

Reviewed  bt  William  D.  Plumb* 


In  this  country  we  have  the  tendency  to 
take  up  a  fad  or  an  idea,  and  rush  it  into 
the  ground,  whether  it  is  spinning  the  "put 
and  take"  top,  or  efBciency.  If  we  read 
all  that  is  written  today  on  the  latter  sub- 
ject we  would  not  have  time  to  put  into 
practice  any  of  the  ideas  suggested,  or  in 
fact,  get  enough  sleep.  The  only  thing  we 
can  do  is  to  try  to  pick  out  the  best.  Many 
of  us  have  reached  the  point  where  we  feel 
that  much  of  the  present  literature  on  busi- 
ness management  is  a  re-hashing  of  ideas 
published  before.  Mr.  Farnham  has  taken 
the  subjects  that  have  been  formerly  writ- 
ten about  and  has  given  us  what  Europe  is 
doing  along  these  lines.  He  has  also  written 
them  down  in  a  very  entertaining  and  read- 
able manner. 

We,  in  this  country,  are  a  little  too  prone 
to  feel  that  we  have  Europe  beaten  to  a 
standstill  on  efBcient  management,  except 
possibly  for  Germany.  Some  of  us  feel  that 
if  it  were  not  for  the  rate  of  exchange  we 
would  walk  away  with  the  trade  of  the 
world.  After  reading  Mr.  Farnham's  book, 
our  ideas  are  apt  to  be  greatly  changed.  Is 
it  generally  known,  for  instance,  that 
France  has  had  personnel  and  employment 
departments  so  long  that  they  have  stopped 
talking  about  them?  Mr.  Farnham  says 
that  when  he  asked  a  French  Personnel 
Director  how  long  the  department  has 
been  in  existence,  the  reply  was,  " tou jours" 
— "always" — and  the  author  adds,  "mean- 
ing somewhere  about  the  time  of  the 
American  Revolution!  The  reason  my 
friend  had  been  unable  to  obtain  any  litera- 
ture on  employment,  was  because  it  was 
such  an  old  story." 

*  Factory  Manager  of  the  Fayette  R.  Plumb,  Inc., 
Philadelphia,  Pa. 


Of  course,  the  book  contains  inaccuracies. 
There  are  few  books  written  on  any  subject 
that  have  not  some,  unless  it  is  an  encyclo- 
pedia, or  a  bank  book.  Mr.  Farnham  has 
taken  out  all  the  fun  of  making  such  a 
criticism,  by  acknowledging  this  at  the 
start.  It  really  matters  little,  however, 
when  he  makes  the  statement  that  skilled 
mechanics  in  this  country  are  now  receiving 
$45  per  week,  against  $14.70  in  England. 
Even  though  he  has  taken  the  war  figure 
for  this  coimtry,  we  realize  that  there  is  an 
enormous  difference  still  in  wages  between 
the  two  countries.  While  we  have  known 
that  there  is  a  great  difference  between 
wages  in  this  country  and  Europe,  we  have 
felt  that  we  could  hold  our  own  with  our 
greater  efficiency.  When  this  feeling  is 
shaken  by  reading  that  we  shall  have  to 
look  to  our  laurels  here  also,  we  might  feel 
that  instead  of  getting  large  export  busi- 
ness, perhaps  we  had  better  scratch  gravel 
for  our  domestic  business,  or  some  of  our 
domestic  business  wiU  be  taken  away  from 
us.  Go  into  a  department  store  today  and 
get  a  knife  or  a  doll  and  see  the  "made  in 
Germany"  sign  on  it. 

Mr.  Farnham  states  that  he  was  talking 
to  an  American  mechanic  who  was  over- 
hauling foreign  automobiles.  This  man 
stated  that  a  foreign  car  was  in  better 
condition  after  running  several  seasons  than 
practically  new  American  cars  overhauled 
by  him.  If  a  foreign  car  will  last  15  years, 
we  are  tempted  to  pay  the  extra  initial  cost 
and  keep  it,  even  though  we  have  to  forego 
ourselves  the  new  styles,  such  as  step-lights, 
or  stream  lined  bodies. 

Wliile  you  realize  in  reading  this  book 
that  the  best  plants  of  Europe  were  visited, 
the  author  points  out  that  this  was  done: 
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"On  the  ground  that  it  is  the  ability  of  the 
leaders  which  ultimately  locates  the  average 
level  of  a  coimtry's  industry."  "Port  Sun- 
light," "Vickers,"  "Fiat  Motor  Com- 
pany," in  Turin,  are  almost  as  familiar  to 
us  as  "Procter  and  Gamble,"  "Curtis," 
and  "Packard."  With  Europe  awake  to 
the  need  of  the  time,  may  we  not  expect 
to  learn  eventually  of  many  more?  Mr. 
Farnham  states  that  England  is  bending 
every  effort  to  learn  from  this  country  our 
methods  where  she  believes  that  we  are 
more  efficient  than  she  is. 

To  those  of  us  who  have  traveled  in 
Europe,  we  have  the  impression  that  every- 
thing is  old  over  there;  old  buildings  and 
old  customs.  Everj'thing  is  done  on  prece- 
dent and  everj'thing  out  of  a  certain  groove 
"isn't  done."  Mr.  Farnham  claims  that 
the  war  has  changed  all  this.  Efficiency 
was  necessary  to  win  the  war,  and  in  Ger- 
many's case  to  try  to  win  the  war.  These 
lessons  learned  are  retained,  and  this  for- 
ward movement  continued.  We  laugh  at 
the  idea  of  an  Englishman  drinking  tea  dur- 
ing working  hours.  Mr.  Farnham  points 
out  that  when  the  Englishman  works  he  is 
all  business,  and  when  he  drinks  tea  busi- 
ness is  locked  up  in  a  drawer  untQ  this 
relaxation  is  over. 

The  author's  comparison  of  an  English- 
man having  luncheon  with  you  where  busi- 
ness is  never  mentioned,  and  that  of  our 
method  of  limching  and  getting  dyspepsia 
talking  business,  is  a  good  one.  The  Eng- 
lishman's customs  are  not  amusing  because 
they  are  different  from  ours,  but  founded  on 
very  good  reasoning.  It  is  pointed  out  to  us 
in  this  book  that  the  United  States  Steel 
Corporation  underbid  an  English  Steel 
Firm  on  some  steel  for  England.  The 
English  newspapers  immediately  took  it  up 
and  gave  this  subject  the  column  we  usually 
save  for  murders.  The  world  has  learned 
all  too  sadly  that  Germany  does  not  miss 
many  bets,  and  we  have  cause  to  feel  cha- 
grin when  we  read  in  this  book  how  she  is 
"sawing  wood"  as  well  as  the  exiled  count. 
Germany,  for  instance,  has  a  Federal 
Council  of  Economics,  which  is  a  national 
employer  and  employee  representative 
committee,  and  is  of  such  high  caliber  that 
it  is  more  honor  to  belong  to  that  than  to 
the  Reichstag. 


England  has  a  National  Confederation 
of  Employers  Organization,  which  is  the 
"other  side"  from  the  Triple  Alliance,  com- 
posed of  miners,  railway  men,  and  transport 
workers.  WTiile  we  have  learned  much  of 
England's  methods  in  handling  employ- 
ment problems,  being  an  Ally  during  the 
war,  few  of  us  know  much  about  Germany. 
Think  of  Europe  standardizing  wages,  while 
we  try  to  outbid  each  other  for  labor, 
whenever  there  is  a  shortage.  Mr.  Farn- 
ham points  out  that  modern  buildings  are 
being  constructed,  and  while  at  present 
automatic  machines  are  very  little  used, 
efforts  are  being  made  everjTvhere  to  in- 
troduce these  methods  of  manufacture. 
He  saj's  anything  tending  toward  increased 
production  is  being  fought  against  by  labor 
in  Europe,  especially  hard  now  on  account 
of  the  fear  of  there  not  being  enough  work 
to  go  around.  We  shall  find  the  tendency 
to  strike  on  the  job  in  this  country  also, 
after  such  a  long  period  of  idleness,  so  hon- 
ors should  be  even  there. 

After  comparing  general  business  meth- 
ods, and  business  attitudes,  organization, 
labor,  buildings,  etc.,  and  pointing  out  the 
forward  movement  in  Europe,  citing  inci- 
dents and  plants  to  substantiate  his  claims, 
JMr.  Farnham  takes  up  such  familiar  sub- 
jects as  "Purchase  and  Storage,"  "Ma- 
chines, "  "Standardization, "  "Planning  and 
Dispatching,"  "Rate-setting  and  Incen- 
tives," "Personnel  Directions,"  and  "Ad- 
ministrative and  Executive  Control,"  giv- 
ing us  a  chapter  on  each  subject,  of  the 
American  methods  and  likewise  those  of 
Europe. 

He  shows,  as  stated  before,  that  we  have 
Europe  beaten  on  automatic  machines;  he 
also  states  that  we  lead  in  our  facilities  for 
unloading  cargoes,  but  at  the  same  time  he 
points  out  that  we  do  not  hold  all  the  cards 
in  this  branch  of  industry.  He  gives  the 
example  of  the  Italian  "Telepher,"  or  aerial 
rope  cable  way.  If  we  will  remember,  Italy 
solved  some  stupendous  problems  during 
the  war,  in  transporting  artillery  across  the 
Alps. 

You  would  guess  that  Germany  would  be 
able  to  give  some  pointers  on  Standardiza- 
tion. Mr.  Farnham  passed  them  on  to  us 
in  his  book.  England,  through  "research 
work"  knows  considerable  about  standard- 
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izing.  The  author  says :  "  In  France  instruc- 
tion cards  have  reached  their  highest 
development,  those  at  the  Schneider  plants 
I  found  to  be  quite  the  equal  of  anything 
we  have  developed  in  this  country," — 
meaning  America. 

In  the  chapter  on  "Planning  and  Dis- 
patching," the  author  has  given  photo- 
graphs of  original  forms  without  photo- 
graphs of  copies  in  English.  Any  reader 
who  is  a  linguist  perhaps  will  enjoy  them 
the  more,  but  those  who  have  had  school  or 
college  French  or  German  a  decade  or  more 
ago,  may  translate  " L'ouvrier"  as  "egg" 
instead  of  "the  worker."  However,  by 
reading   the   pages   on   each   side    of    the 


print,  none  of  the  real  meat  will  be  missed. 

Finally,  it  is  a  real  pleasure  to  read  how 
rates  are  set  outside  of  this  country.  Some 
of  us  feel  that  the  subject  of  rate-setting 
and  time-study  has  had  almost  as  many 
public  libraries  written  about  them  in  the 
last  few  years,  as  "the  duties  of  an  employ- 
ment manager."  Wliile  no  one  has  read 
them  all,  we  have  read  enough  to  enjoy  a 
change  of  scene. 

Mr.  Farnham's  book  is  composed  of  463 
pages,  not  counting  the  appendix  or  index; 
in  the  reviewer's  opinion,  463  pages  well 
worth  reading.  It  is  light,  amusing,  and 
should  prove  to  be  one  of  our  "best  sellers" 
among  business  books. 


THE  FUNDAMENTALS  OF  ACCOUNTING 

By  William  Morse  Cole,  A.M.,  Professor  of  Accounting 
Harvard  University,  with  the  collaboration  of  Anne  Eliza- 
beth Geddes,  A.B.    xi,  ^SIi-  pp.    Houghton  Mifflin  Company 

Reviewed  by  John  T.  Madden* 


Two  general  methods  of  exposition  have 
been  employed  in  collegiate  courses  in 
elementary  accounting.  Under  the  first, 
or  earlier  method,  the  student  is  carried 
through  a  drill  in  the  art  of  bookkeeping 
which  stresses  the  mechanical  side  more  or 
less  to  the  exclusion  of  the  philosophy  of 
accounts.  The  second,  or  later  method, 
provides  a  teaching  plan  under  which  the 
why  and  whither  are  emphasized  at  the 
outset,  and  the  mechanical  phases  develop 
after  a  considerable  background  of  theory 
of  accounts  has  been  presented.  It  is  too 
early  to  hazard  an  opinion  as  to  which  of 
the  programs  wiU  ultimately  prevail,  but  it 
is  at  least  encouraging  to  note  that  in- 
structors are  not  averse  to  experimentation 
in  this  field  of  educational  effort.  Both 
methods  have  their  weaknesses  as  well  as 
advantages. 

Many  of  those  who  have  made  a  trial  of 
the  second  plan  freely  confess  that  the  stu- 
dent flounders  about,  more  or  less  at  sea, 

*  Assistant  Dean,  and  formerly  Head  of  the  Depart- 
ment of  Accounting,  School  of  Commerce,  Accounts,  and 
Finance,  New  Yorit  University,  New  York  City. 


until  more  than  two-thirds  of  his  course  has 
been  covered.  In  a  few  instances,  the  plan 
is  being  adopted  in  the  secondary  schools, 
and  the  result  of  this  experiment  will  be 
awaited  with  interest.  We  will  probably 
all  agree  that  the  successful  practice  of  the 
art  of  healing  demands  preliminary  study 
in  the  science  of  medicine.  On  the  other 
hand,  it  is  also  true  that  many  who  can 
play  musical  instruments  in  a  passable  way, 
know  very  little  of  the  science  of  harmony. 
I  have  eaten  very  inferior  cake  made  by 
one  who  was  reputed  to  be  skilled  in  domes- 
tic science.  We  are  all  acquainted  with  the 
expert  in  the  science  of  accounts  who  would 
make  a  poor  job  of  extracting  a  trial  balance. 
Whether  or  not  we  agree  with  the  new 
method,  we  must  admit  that  it  requires  a 
higher  degree  of  skill  in  the  art  of  teaching 
if  it  is  to  succeed  in  accomplishing  its  aim. 
If  this  is  predicated,  the  plan  has  tlie  ob- 
vious advantage  of  a  more  easily  sustained 
interest.  But  the  technique  of  bookkeeping 
must  be  discussed  and  the  proponents  of  the 
newer  method  seem  to  vie  wth  each  other  in 
deferring  the  inevitable  as  long  as  possible. 
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Professor  Cole  has  had  the  unusual  privi- 
lege of  publishing  two  books  on  the  same 
subject  matter  within  a  space  of  13  years. 
His  first  book  illustrates  tlie  method  of  ex- 
position generally  in  vogue  at  that  period. 
At  the  very  outset,  the  principles  of  book- 
keeping are  discussed,  and  Part  II  of  that 
volume  is  titled  "Principles  of  Accounting." 

In  the  volume  under  review,  Professor 
Cole  and  his  collaborator.  Miss  Geddes, 
adopt  the  later  method  of  presentation,  and 
the  authors  state  that  "the  selection  of 
material  and  method  of  exposition  follow 
20  years  of  university  experience  in  teach- 
ing accounting. "  The  reader  will  note  that 
Professor  Cole  defers  to  the  ninth  chapter 
most  of  the  material  which  formed  tlie 
introduction  to  the  earlier  volume. 

Professor  Cole  states  that  it  is  almost  an 
educational  crime  for  one  who  does  not 
intend  to  be  either  a  bookkeeper  or  a  pro- 
fessional accountant  to  spend  many  months 
in  the  study  of  the  art  of  bookkeeping,  be- 
cause it  is  a  tool  "so  simple  in  principle." 
It  would  seem  then  that  this  was  no  less  a 
crime  in  tlie  cases  of  the  prospective  book- 
keeper or  accountant.  Drill,  simply  as 
drill,  is  deadly  routine,  but  drill,  as  a  ve- 
hicle of  expression,  is  decidedly  to  the  point. 
Abstract  reasoning  is  always  a  severe  men- 
tal strain  to  the  average  student  unless 
punctuated  with  concrete  illustrations. 
Thinking  is  the  hardest  kind  of  mental 
exercise.  We  may  then  heartily  indorse 
the  statement  that  the  philosophical  de- 
velopment of  the  subject  calls  for  mental 
activity  of  the  highest  type,  and  is  not 
"mrginibus  jtuerisque." 

The  fact  remains,  however,  that  the 
graduate  of  the  college  of  business  admin- 
istration will  be  expected  to  know  some- 
thing of  the  technique  of  the  subject.  He 
is  not  going  to  preside  at  the  meeting  of  the 
board  of  directors  until  some  time  after  his 
commencement  day  has  passed.  He  should 
not  be  as  unskilled  in  the  art  as  was  the 
young  woman  who,  after  completing  her 
course,  hired  herself  out  as  an  expert  ac- 
countant. At  the  end  of  the  first  month, 
when  comparing  the  bank  statement  with 
the  balance  of  cash  shown  in  the  cash-book, 
she  noted  that  the  bank  balance  was  the 
greater  in  amount.  Her  experience  with 
detail  was  so  limited  that  she  did  not  take 


into  consideration  the  outstanding  checks, 
but  instead,  promptly  made  a  journal  entry 
debiting  Cash  and  crediting  Profit  and  Loss 
account  for  the  amount  of  the  difference. 

The  authors  have  succeeded  in  their 
avowed  purpose,  however,  in  spite  of  any 
disagreement  we  may  have  with  them  on 
the  question  of  the  details  of  collegiate 
instruction.  The  philosophical  method  of 
approach  was  the  aim  in  vnew  and  this 
purpose  has  been  steadfastly  maintained. 
With  one  other  exception,  no  authors  since 
Sprague  have  advanced  the  cause  of  a  con- 
sistent philosophy  of  accounts.  One  who 
writes  for  those  who  think  cannot  ex- 
pect large  royalties.  Professor  Cole's  new 
book  is  therefore  unique  in  that  it  is  so 
agreeably  different  from  the  usual  tj-pe  of 
book  offered  to  us  in  recent  times.  It  is 
true  that  some  familiar  material  must  be 
employed  because  the  book  deals  with 
fundamentals,  but  the  old  familiar  rehash 
is  absent.  Starting  with  an  initial  balance 
sheet  in  which  the  authors  designate  the 
right-hand  side  as  "ownership-claims"  the 
authors  logically  develop  the  theory  of 
double-entry.  The  necessity  for  explaining 
debit  and  credit  arises  and  the  authors 
adopt  a  method  which  fits  in  mth  the  plan 
of  the  subsequent  chapters.  The  stereo- 
typed treatment  of  the  aominal  accounts  is 
avoided  by  the  development  of  the  theory 
of  "converted  assets."  The  difference 
between  "cost"  and  "expense"  is  clearly 
indicated.  At  this  point,  the  authors  may 
be  criticized  for  a  failure  to  expand  the 
reasoning  to  include  credit  nominal  accounts. 
With  the  exception  of  the  profit  on  sales, 
no  nominal  accounts  with  credit  balances 
appear  in  this  discussion,  and  a  consistent 
philosophy  requires  that  this  phase  be 
treated  instead  of  limiting  the  discussion  to 
the  debit  nominal  accounts. 

The  content  of  common  accounts  forms 
a  long  chapter,  followed  by  chapters  on  the 
fundamentals  of  bookkeeping  technique, 
labor-saving  devices,  and  auxiliary  records. 
A  chapter  is  devoted  to  the  pecuharities  of 
corporate  accounts,  although  nothing  is 
said  about  the  special  phases  of  the  partner- 
ship relation.  It  is  to  be  regretted  that 
Professor  Cole  did  not  amplify  his  discussion 
on  the  confusion  that  commonly  arises  be- 
tween profits  and  assets.     The  profits  are 
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not  distributed — thej'  are  disassociated  by 
converting  surplus  into  a  liability.  In 
payment  of  the  liability,  assets  are  distribu- 
ted, and  herein  lies  an  important  distinction 
which  has  not  received  adequate  consid- 
eration by  writers  on  the  philosophy  of 
accounts. 

Several  of  the  special  chapters  appearing 
in  the  earlier  volume  have  been  omitted 
from  the  later  work,  and  in  doing  this  we 
believe  that  the  authors  used  good  judg- 
ment. The  chapter  on  the  interpretation 
of  statements  might  well  have  been  ex- 
panded. The  book  is  not  one  that  will 
appeal  to  the  ordinary  tj'pe  of  business 
executive  who  desires  to  acquaint  himself 
with  a  knowledge  of  bookkeeping  and  ac- 
counting. It^\^ll  appeal  to  coUege  teachers, 
and  can  be  profitably  used  by  all  for  col- 
lateral reading  even  where  one  does  not 


care  to  follow  Professor  Cole's  method  of 
instruction.  The  book  is  written  in  an 
interesting  way,  and  it  is  possible,  by  a  little 
stretch  of  the  imagination,  to  visualize 
Professor  Cole  on  the  lecture  platform. 
His  long  experience  as  a  lecturer  shows  up 
clearly  in  the  style  of  expression  and  this  is 
an  added  charm  for  the  reader.  A  wealth 
of  problem  material  and  review  questions 
at  the  end  of  each  chapter  form  a  valuable 
addition  to  the  subject  matter. 

There  are  now  too  many  books  in  the 
market  of  the  ordinary  tj'pe,  which  treat 
of  the  elements  of  accounting.  In  order  to 
justify  publication  of  their  works,  authors 
in  future  must  offer  something  different. 
Professor  Cole's  book  is  a  welcome  con- 
tribution to  the  philosophy  of  accounts, 
and  is  an  illustration  of  the  type  of  book 
that  will  justify  publication. 


HOW  TO  RUN  A  STORE 

By  Harold  WhiteJiead.     Professor  of  Sales  Relations,  and  Head  of  the  Voca- 
tional Department,  Boston  University,    vi,  296  pp.     T.   Y.  Crowell  Company 

Reviewbd  by  Eabl  Powers* 


There  could  probably  be  no  more  ambi- 
tious title  for  a  book  having  to  do  with  re- 
taUing  than  "How  to  Run  a  Store,"  but  if 
one  will  look  at  the  list  of  failures  among 
retailers  which  are  reported  yearly,  it  would 
seem  that  a  book  on  this  subject  is  both 
necessary  and  timely. 

Professor  WTiitehead  has  written  this 
book  as  an  aid,  in  particular,  to  the  small 
merchant,  and  in  this  he  is  indeed  traveling 
in  the  right  direction,  as  he  so  clearly  points 
out: 

The  reports  of  Dun  and  Bradstreet  show  that 
the  principal  reason  for  non-success  is  incompe- 
tence. That  incompetence  embraces  lack  of 
capital,  inexperience,  and  unwise  credits.  This 
trio  of  disasters,  to  which  should  be  added  igno- 
rance of  salesmanship  accounts  for  more  than  60 
per  cent  of  all  failures.  This  means  that  an 
understanding  of  the  principles  of  retail  store 
management  would  reduce  by  60  per  cent  the 
present  serious  mortality  in  retail  stores. 

♦General  Manager  of  Simonds  and  Adams,  Haver- 
hill, MassachuBetta. 


Manufacturing  has  received  serious  attention 
during  the  past  few  years.  Production  efficiency 
(I  apologize  for  dragging  that  poor  decrepit 
word  "efficiency"  from  its  lair)  has  increased 
apace,  but  retail  distribution  efficiency  is  still 
undeveloped. 

We  can  cheer  up,  though,  for  retail  store  man- 
agement is  now  receiving  the  same  kind  of  con- 
structive consideration  which  improved  produc- 
tion methods  so  marvelously.  And  surely  it 
deserved  it,  for  the  retail  trade  of  the  country  is 
by  far  the  largest  industry  we  have. 

More  property  is  controlled  by  retail  stores 
than  any  other  kind  of  business  in  the  country. 
There  is  more  money  invested  in  retail  stores 
than  in  all  the  banks  of  the  country  combined. 
The  sales  of  retail  stores  exceed  those  of  the  steel 
industry.  More  people  are  employed  in  retail 
stores  than  in  any  other  trade — and  you  can  put 
the  plus  sign  on  anything  you  like  in  regard  to 
retail  trade. 

His  presentation  of  the  Distribution  Sys- 
tem, his  clearly  defined  explanation  of  the 
Specialty  Store,  Chain  Store,  Department 
Store,  and  Mail  Order  House,  leaves  little 
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room  for  doubt  in  the  mind  of  anyone  that 
it  is  not  so  much  the  tj^ie  of  store  that  spells 
success,  as  the  thought  and  ideal  in  the 
minds  of  the  management  as  to  what  they 
wish  to  accomplish. 

His  clear  explanation  on  "Problems  of 
Store  Location"  is  a  chapter  covering  a 
subject  which  is  one  of  the  most  vital  of 
modern  retailing  and  overlooked  by  many 
merchants  who  believe  that  low  rent  means 
low  selling  cost,  forgetting  that  unless 
volimie  is  secured,  these  two  factors  mean 
little. 

There  is  probably  no  item  of  store  man- 
agement in  which  the  merchant  today  is 
more  concerned  than  the  relation  of  his  ex- 
penses to  his  sales.  Professor  Whitehead's 
explanation  of  the  definition  of  expense 
affords  an  opportunity  for  serious  thought. 

In  his  chapter  "There  is  Profit  and 
Profit,"  Professor  Whitehead  says: 

The  writer  believes  that  the  present  accepted 
method  of  figuring  costs  is  illogical.  To  be  logi- 
cal, the  cost  of  an  article  should  be  the  invoice 
price  of  the  goods  plus  all  the  bare  expenses  in- 
volved in  warehousing  and  handling  the  goods 
until  sold  to  the  consumer. 

Especially  necessary  does  this  appear  in  view 
of  the  reciurlng  agitation  to  have  cost  prices 
placed  on  goods.  When  a  manufacturer  buys 
raw  material,  he  does  not  call  the  cost  of  it  his 
cost  price  for  his  finished  product.  Neither 
should  the  retailer  consider  the  invoice  price  on 
his  goods  his  cost  price.  He  should  add  his  rent, 
general  expenses,  insurance,  taxes,  ofiice  and 
supervision  salaries  and  all  expenses  except  those 
directly  concerned  with  selling  to  his  invoice 
price  and  consider  that  figure  his  cost  price. 

While  this  thought  is  not  a  new  one,  it 
has  gained  very  little  headway;  in  fact,  I 
know  of  no  store  where  it  is  used,  but  be- 
lieve with  Professor  Whitehead,  that  the 
retail  merchants  all  over  the  country  would 
be  spared  considerable  criticism  if  this  sug- 
gestion were  put  into  practice. 

In  his  discourse  on  discounts,  he  empha- 
sizes a  matter  which  is  given  too  little  con- 
sideration by  many  small  merchants  and 
yet,  cash  discounts  which  are  so  closely 
connected  with  profit,  in  fact,  in  some  in- 
stances, determines  whether  there  shall  be 
any  profit  at  all,  are  given  too  little  con- 
sideration by  men  who  think  they  under- 
stand the  principles  of  modern  retailing. 


When  money  can  be  borrowed  at  the  bank 
at  from  6  to  8  per  cent,  and  made  to  earn 
from  12  to  100  per  cent  and  sometimes 
slightly  more,  it  can  readily  be  seen  that  the 
merchant  who  passes  up  cash  discounts  is 
losing  a  valuable  source  of  revenue. 
To  quote  Professor  Whitehead : 

Cash  discounts  are  closely  connected  with 
profit.  "  Two  per  cent  ten  days"  is  too  impor- 
tant a  source  of  revenue  to  be  neglected,  but  how 
few  retailers  secure  all  their  discounts?  It  is 
better  by  far  to  borrow  the  money  at  8  per  cent 
per  year  than  to  lose  any  cash  discounts. 

A  merchant's  credit  rating  is  enhanced  if  he 
earns  the  reputation  for  being  prompt  in  the 
settlement  of  his  bills. 

That  reason  alone  is  sufficient  to  justify  bor- 
rowing from  the  bank  to  pay  creditors  promptly. 
But  the  difference  between  bank  interest  paid 
and  cash  discount  saved  is  too  great  to  lose. 

If  you  let  the  account  run  for  30  days  before 
paying  (at  which  time  it  is  due  net)  you  are  really 
borrowing  money  from  the  manufacturer  for  20 
days.  You  are  allowed  10  days  of  the  30  in 
which  to  get  the  cash  discount.  This  means 
that  you  pay  2  per  cent  for  20  days  use  of  the 
money.  This  equals  3  per  cent  for  30  days  or 
36  per  cent  a  year.  No  business  can  afford  to 
borrow  money  at  such  usiu-ious  rates. 

Borrow  from  the  bank  at  8  per  cent  and  use  the 
money  to  save  36  per  cent  and  you  make  28  per 
cent  profit  on  the  borrowed  money. 

The  following  table  covers  the  average  dis- 
counts allowed  in  various  lines.  Study  it.  Real- 
ize how  much  it  costs  you  to  lose  discounts  and 
you  will  gobble  them  up  like  a  hungry  turkey 
gobbles  corn. 

1%  Cash,  30  days  net 12%  per  year 

2%     "       "      "      "  24%  "  " 

3%     " 36%  "  " 

5% 60%  "  " 

8% '      "  96%  "  " 

1%  10  days,  30  days  net 18%  "  " 

2% *      "       "    36%  "  " 

3%  • 54%  "  " 

5%  "      "       "      "      "    90%  "  " 

8%  "      "      ' 144%  "  " 

1%  10  days,  60  days  net 14.4%  "  " 

2%  "      "      "      "      "    28.8%  "  " 

3%  "      "       ' 43.2%  "  " 

5%  "      "       "      "      "   72%  "  " 

8%  "      "      "      "      "   115.2%  "  " 

Along  with  the  advantages  of  cash  dis- 
counts, come  the  advantages  of  speeding 
up  turnover.  There  are  three  methods  of 
doing  this: 
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1.  Maintain  the  volume  of  sales,  but  reduce 
merchandise  investment. 

2.  Maintain  merchandise  investment  and  in- 
crease sales. 

3.  Reduce  merchandise  investment  and  in- 
crease sales. 

Professor  Whitehead's  chapters  "The 
Lost  Art  of  Salesmanship"  and  "Retail 
Salesmanship,"  should  be  of  particular 
mterest  to  the  young  man  who  aspires  to 
more  than  an  ordinary  sales  position. 

The  subject  of  advertising  and  store 
windows  is  not  forgotten,  and  much  food 
for  thought  and  help  is  contained  therein 
for  the  small  merchant  who  does  not  employ 
a  specialist  for  each  of  these  lines. 

Quoting  from  his  chapter  on  "Buyman- 
ship:" 

But  you  must  have  the  goods  that  the  customers 
want. 

I  would  like  to  see  this  line  printed  on  a  card 
and  hung  in  front  of  every  small  store  proprietor's 
desk.  It  does  not  matter  how  clever  he  may  be 
in  every  other  angle  of  merchandising,  if  he  has 
not  bought  the  kind  of  goods  that  his  public 
wants  he  cannot  be  a  success. 

This  brings  to  my  mind  the  attitude  of 
many  merchants  who,  because  they  have 
given  very  little  thought  to  the  buying  end 
of  their  business,  never  have  an  opportunity 
to  do  much  in  the  selling  end,  or,  in  other 
words,  with  these  same  small  store  proprie- 
tors goes  the  feeling  that  if  the  customer 
does  not  buy  what  "I  have  got"  there  must 
be  something  the  matter  with  the  customer. 
This,  however,  is  not  so,  and  if,  as  someone 
has  suggested,  that  along  with  our  schools 
of  salesmanship,  we  establish  schools  for 
buymanship,  many  small  stores  would  not 
have  the  opportunity  of  remaining  small  for 
long. 

Stockkeeping,  accounting,  and  the  old 
question  of  credit  or  cash  are  handled  in  a 
manner  by  which  the  average  small  mer- 
chant could  profit  much. 

In  his  chapter  "Developing  Organized 
Loyalty,"  Professor  Whitehead  says: 

It  is  a  military  axiom  that  a  small  organized 
force  will  always  defeat  a  large  disorganized 
mob. 

In  a  business  sense  we  realized  that  size  does 
not  count  for  much  unless  it  is  organized.  The 
eflFectiveness  of  a  retail  store  depends  upon  the 


ability  and  willingness  of  all  workers  of  the  store 
to  co-operate  in  the  interest  of  the  business. 

This  spirit  of  loyalty  to  a  store  and  its  proprie- 
tor is  the  natural  outcome  of  a  real  loyalty  of  the 
proprietor  to  his  help.  The  retail  merchant 
cannot  hope  to  have  willing  workers  unless  he 
makes  working  and  living  conditions  so  happy 
that  people  want  to  work  for  him. 

Money  is  not  enough — you  can't  make  a  man 
happy  by  giving  him  a  lot  of  money.  A  man 
might  accept  disagreeable  working  conditions  for 
a  time  if  the  pay  was  big  enough — but  eventually 
he  would  sacrifice  the  big  salary  for  a  more  mod- 
est one  which  had  happy  living  conditions  at- 
tached to  it. 

I  know  the  importance  of  store  loyalty, 
as  I  am  familiar  with  organizations  which 
have  developed  such  a  store  spirit  and  loy- 
alty for  the  concern  through  various  bonus 
systems,  profit-sharing  systems  and  welfare 
methods,  that  it  would  be  impossible  to  tear 
one  of  these  workers  away  by  the  ofiFer  of 
any  additional  reasonable  compensation 
and,  rightly  so,  because  there  is  absolute 
confidence  between  employer  and  employee 
and  with  this  confidence  goes  this  feeling  of 
security  which  can  never   be  undermined. 

Then  there  comes  the  old  story  of  pro- 
prietor's profit,  the  fallacy  of  mixing  up  the 
owner  with  the  business  itself,  and  the 
necessity  for  a  system  of  accounting  which 
really  accounts  and  shows  what  is  the  true 
condition  of  the  business. 

And,  then.  Professor  WTiitehead's  expla- 
nation of  service: 

Service  may  be  defined  as  the  expenditure  of 
effort  in  the  interest  of  others.  The  ability  of 
the  retail  store  salesman  to  render  service  to  its 
customers  depends  on  three  factors: 

1.  A  well  equipped  store, 

2.  Knowledge  of  his  business, 

3.  General  and  local  knowledge. 

This,  too,  is  important  as  it  is  not  today 
so  much  a  question  of  merchandise  as  it  is  of 
service.  On  investigation  of  two  competing 
stores  catering  to  about  the  same  class  of 
trade,  one  often  marvels  at  the  success  one 
store  seems  to  have  over  its  competitor. 
The  truth  is  that  merchandise  is  pretty 
much  the  same  the  world  over,  but  service 
is  what  the  individual  store  makes  it  and 
service  is  so  often  the  customer's  gauge  by 
which  she  determines  the  better  store. 
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In  accordance  with  Professor  ^Vliite- 
liead's  characteristic  style  of  writing,  this 
book  is  presented  in  narrative  form  rather 
than  textbook  form  and  is  brimful  of  that 
originality  and  humor,  which  makes  it  much 
more  interesting  to  the  reader,  and  while 
the  book  is  directed  in  particular  to  the 


small  retail  merchant,  the  subject  is  han- 
dled in  such  a  manner  as  to  be  of  benefit  to 
every  merchant,  regradless  of  the  kind  of 
merchandise  he  handles  and  for  the  mer- 
chant who  "does  everything  himself,"  this 
book  can  be  cordially  received  as  a  valuable 
assistant. 


OUTLINES  OF  PUBLIC  FINANCE 

By  Merlin  Harold  Hunter,  Ph.D.,  Assistant  Professor  of  Eco- 
nomics, University  of  Illinois.    xiii,53Spp.     Harper  and  Brothers 

Reviewed  by  B.  P.  Adams* 


Over  in  France  they  say  that  only  about 
half  of  the  income  tax  due  in  the  last  two 
years  has  been  collected,  and  there  is  a 
widespread  objection  to  giving  the  govern- 
ment detailed  information  about  the 
sources  of  one's  private  income.  And  in  this 
country  we  know  how  taxes  can  be  a  burden 
to  business  and  both  a  burden  and  a  nui- 
sance to  the  individual. 

Governments  are  getting  more  and  more 
expensive  and  are  more  and  more  relying  on 
sources  of  revenue  that  touch  the  individual 
directly.  Yet  Congress,  our  tax-levying 
body,  is  continually  exhibiting  an  igno- 
rance of  the  scientific  principles  of  taxation 
that  is  appalling.  Every  member  of  Con- 
gress, everybody  in  political  life,  m  fact, 
every  citizen  who  pays  taxes  ought  to  read 
and  study  carefully  some  such  book  as  that 
written  by  Professor  Hunter.  He  covers 
the  whole  subject  of  public  finance  thor- 
ouglily,  everything  is  explained  that  needs 
explanation. 

In  the  case  of  the  general  reader,  how- 
ever, "Outlines  of  Public  Finance"  would 
be  improved  by  a  greater  use  of  concrete 
illustrations  of  economic  truths,  and  by 
appropriate  incidents  drawn  from  life.  The 
first  chapters  define,  classify,  and  exjjlain 
public  expenditures,  various  taxation  sj-s- 
tems,  and  forms  of  taxation.  The  historical 
paragrai)hs  are  excellent,  clearly  showmg 
how  certain  things  we  have  today  have 
naturally  developed  out  of  the  past.    The 

♦Financial  Iiditor  of  The  LiUrary  Digest,  New  York 
City. 


chapters  on  emergency  financing  and  the 
cost  of  the  Great  War  bring  together  a 
multitude  of  important  facts  in  such  a  way 
as  to  add  greatly  to  the  readers'  understand- 
ing of  the  economic  consequences  of  the 
catastrophe  from  which  the  whole  world  is 
just  beginning  to  recover. 

Professor  Hunter  believes  that  the  income 
tax  has  come  to  stay  and  that  it  is  to  be 
increasmgly  important;  "more  than  half  of 
the  people  of  the  world  are  now  living  under 
the  domain  of  income  taxes."  He  chal- 
lenges the  advocates  of  the  single  tax, 
asserting  that  its  general  adoption  would 
reveal  unexpected  and  imdesirable  problems 
and  difficulties.  On  the  other  hand.  Pro- 
fessor Hunter  higldy  approves  the  inherit- 
ance tax,  which  he  thinks  "may  be  the 
source  of  much  revenue,  with  a  minimum  of 
sacrifice  and  a  small  derangement  of  enter- 
prise, and  in  this  respect  corresponds  to 
the  modern  utilitarian  ideals  of  justice." 
Since,  he  says,  "the  inheritance  tax  so 
admirably  supplements  income  taxes  and 
since  each  has  become  so  deservedly  popu- 
lar it  is  not  too  much  to  predict  that  each 
will  hold  a  place  of  vital  importance  in  the 
revenue  systems  not  only  of  federal  govern- 
ments but  also  of  provinces  and  states. " 

There  is  little  cheer  for  taxpayers  in  the 
conclusion  that  "a  government  is  an  insti- 
tution of  increasing  cost."  Governmental 
functions  are  constantly  being  extended 
and  "even  though  no  more  functions  be 
undertaken  the  per  capita  cost  increases  as 
the  population  grows. " 
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On  the  other  hand,  governments  are  be- 
ginning to  pay  more  attention  to  scientific 
taxation,  to  reaUze  that  they  need  expert 
advice.  For  instance,  "the  present  situa- 
tion of  having,  perhaps,  our  greatest  au- 
thority on  fiscal  matters  as  Chairman  of  an 
advisory  tax  board  for  the  United  States 
Internal  Revenue  Department,  would  have 
been  looked  upon  a  decade  or  two  ago  as  a 
somewhat  superfluous  arrangement."  The 
states  are  leaning  more  and  more  on  their 
tax  commissions.  The  universities  are  pay- 
ing more  attention  to  fiscal  problems; 
State,  nation-wide  and  local  bodies  are  being 
organized  for  tax  study.  We  blame  Con- 
gress for  taxation  stupidity,  but  this  is  only 
tolerated  because  of  the  indifiference  of  citi- 
zens and  "when  individuals  realize  that  it 
is  their  demands  upon  the  government  that 
cause  the  increase  in  tax  burdens  they  will 
be  more  concerned  about  the  demands 
which  are  made."  Also,  a  study  of  public 
expenditures  "will  lead  to  a  closer  scrutiny 
of  the  acts  of  public  oflSicials  and  will  hold 


them  to  a  more  strict  accountability  for 
the  way  in  which  public  funds  are  spent." 
Moreover,  says  Professor  Hunter : 

The  citizen  shoiild  become  so  enlightened  that 
he  will  demand  the  efficient  management  of  pub- 
lic funds.  It  has  frequently  been  said  that  if  the 
business  principles  which  are  used  in  conducting 
the  various  political  units  were  applied  to  a 
private  enterprise,  it  would  soon  be  forced  to 
bankruptcy.  Too  many  candidates  who  run  on 
efficiency  platforms  leave  the  platforms  behind 
when  they  assume  the  duties  of  office.  The 
citizens  have  a  right  to  demand,  and  in  the  in- 
terest of  reducing  the  public  burden  and  in  secur- 
ing value  received  for  their  taxes,  should  demand, 
as  exacting  business  principles  in  the  conduct  of 
the  state  as  in  the  conduct  of  private  business 
enterprise. 

With  an  increased  study  of  fiscal  problems  by 
the  officials  who  must  administer  them,  and  by 
students  who  are  to  become  the  leaders  in  civic 
life,  through  whom  knowledge  wLU  be  dissemi- 
nated to  the  public  as  a  whole,  problems  of  ex- 
penditure and  revenue  may  be  expected  to  be 
handled  much  more  efficiently  in  the  future  than 
they  have  been  in  the  past. 


INDUSTRIAL  FATIGUE  AND  EFFICIENCY 

By  H.  M.  Vernon,  M.A.,  M.D.     vi,  26^  pp.     E.  P.  Button  and  Company 
Reviewed  by  B.  B.  Lubitz* 


Rather  typically  English  in  scope,  al- 
though none  the  less  applicable  to  American 
industrial  problems,  is  H.  M.  Vernon's 
"Industrial  Fatigue  and  Efficiency."  Mr. 
Vernon  makes  no  pretence  of  discussing 
scientific  management  and  his  treatise 
relates  only  to  workshop  practice  as  labora- 
tory investigations  on  fatigue. 

Mr.  Vernon  opens  his  book  with  the 
definition  of  fatigue  that  The  Health  of 
Munition  Workers'  Committee  formulated 
in  1916.  "Fatigue  is  the  sum  of  the  results 
of  activity  which  show  themselves  in  a 
diminished  capacity  for  doing  work." 
Other  definitions  which  the  author  quotes 
describing  fatigue  are:  "A  diminution  of 
the  capacity  for  work  which  foUows  excess 
of  work  or  lack  of  rest,  and  which  is  recog- 
nized on  the  subjective  side  by  a  character- 

*  Special  Reviewer  for  Administration. 


istic  malaise;"  "The  sensations  which  su- 
pervene during  the  performance  of  work,  and 
the  lowered  capacity  for  work  executed." 

With  fidelity  the  author  traces  the  study 
of  fatigue  and  its  effect  on  efficiency  by 
performance  tests,  absentee  reports,  and 
by  the  quantity  of  inferior  work  and  spoiled 
work  produced  by  a  worker. 

Chapter  11  which  confines  itself  to 
hourly  output  and  daily  output  is  worthy 
of  special  attention.     Mr.  Vernon  says: 

It  might  be  supposed  that  of  all  performance 
tests,  those  relating  to  the  output  of  the  indus- 
trial worker  during  the  course  of  his  working  day 
would  be  the  most  likely  to  yield  indications  of 
fatigue,  if  such  fatigue  existed.  Everyone  knows, 
as  the  result  of  his  own  experience,  that  he  is 
fatigued  at  the  end  of  a  hard  day's  work  whether 
the  work  be  mental  or  physical,  and  if  the  defini- 
tion of  fatigue  quoted  in  the  previous  chapter  be 
valid,  he  ought,  towards  the  end  of  his  working 
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day,  to  possess  a  smaller  capacity  for  work  than 
he  had  at  the  beginning.  Information  on  the 
subject  has  usually  been  acquired  by  the  labori- 
ous process  of  estimating  the  amount  of  work 
done  each  hour  of  the  working  day,  by  direct 
enumeration  of  the  articles  produced,  or  in  other 
ways.  The  results  obtained  are  at  first  sight  very 
contradictory,  and  in  order  to  interpret  and  ex- 
plain them,  it  is  necessary  to  separate  them  into 
several  groups,  according  to  their  special  features. 

The  author  then  graphically  describes 
the  extent  of  fatigue  by  charts  showing  the 
relative  efficiency  of  men  working  by  day 
and  by  night.  Various  industries,  operated 
both  by  men  and  women,  are  used  as  ex- 
amples. 

Figures  and  statistics  are  compiled  into 
classes  so  that  at  a  glance  the  ratio  between 
difiFerent  tj-pes  of  work  operated  at  different 
times  and  at  different  speeds  is  easily 
comprehended. 

There  is  a  decidedly  practical  value  to 
the  volume  inasmuch  as  the  author  liberally 
gives  factors  concerned  in  the  improvement 
of  the  output  of  an  industrial  plant  based  on 
his  investigations  and  tests.  This  practical 
advice  saves  the  book  from  being  merely  a 
theoretical  textbook. 

Commenting  on  the  improvement  of  the 
output  per  hour  after  shortening  the  hours 
of  work  in  certain  fuse  operations  the 
author  says; 

The  improvement  in  this  case  was  due  entirely 
to  the  greater  persistency  with  which  they  applied 
themselves  to  the  work.  In  any  case  the  women 
took  a  good  deal  more  voluntary  rest  during  the 
12-hour  day  than  during  the  10-hour  day,  and 
there  can  be  little  doubt  that  if  further  10-hour 
day  observations  had  been  made,  it  would  have 
been  found  that  the  increased  speed  of  production 
was  partly  due  to  a  further  reduction  of  volun- 
tary rests. 

How  can  total  output  be  increased  by 
shortening  hours  of  work.'' — is  the  question 
that  would  logicallj-  follow  the  result  of  this 
investigation  and  a  question  that  every 
industrial  engineer  seeks  to  answer.  Mr. 
Vernon  believes  it  can  be  accomplished  only 
by  prolonged  observation  and  experiment. 

The  evils  of  overtime  are  thus  taken  up 
in  detail: 

The  term  "overtime"  is  a  very  indefinite  one, 
as  it  depends  on  what  are  reckoned  to  be  the 
normal  hours  of  work.    In  Great  Britain,  before 


the  war,  the  normal  hours  of  work  in  the  textile 
trades  were  usually  55  a  week,  and  in  the  engi- 
neering trades  they  were  usually  53  or  54,  and  less 
frequently,  48.  In  associated  trades  such  as 
those  of  the  boiler-makers,  iron-founders,  and 
ship-builders,  and  in  the  boot-  and  shoe-trade, 
they  were  likewise  53  or  54  hours,  and  any  time 
worked  over  these  hours  was  reckoned  as  over- 
time, and  was  paid  for  at  a  higher  rate.  Since 
the  war  the  normal  hours  of  work  have  dropped 
to  48  or  47  a  week  or  even  to  44  in  some  instances. 
Hence,  even  after  the  imposition  of  several  hours' 
overtime,  the  working  week  may  be  shorter  than 
the  normal  week  worked  before  the  war. 

However,  one  of  the  pernicious  effects  of  over- 
time persists  whatever  the  number  of  hours 
normally  worked,  even  if  they  be  reduced  to  36 
a  week.  Equilibrium  between  output  and  hours 
of  work  is  upset,  and  it  may  take  the  worker  a 
long  time  to  regain  it.  Vi'e  have  seen  that  when 
the  hours  of  work  are  reduced,  it  takes  the  opera- 
tives two  months  or  more  before  they  get  their 
increasing  output  into  equilibrium  with  the 
shortened  hours,  and  it  is  probable  that  when 
they  have  reached  equilibrium,  they  usually 
tire  themselves  out  as  much  by  their  day's  work 
as  they  previously  did  during  the  longer  hours. 
Under  all  conditions  of  hours  they  unconsciously 
get  into  the  way  of  doing  the  best  day's  work  of 
which  they  are  capable,  with  a  reasonable  mar- 
gin of  energy  left  to  them  for  other  than  indus- 
trial labor.  Not  only  is  there  a  condition  of 
approximate  equilibrium  between  output  and 
hours  of  work  for  each  v/orking  week,  but  for 
each  working  day  as  well.  In  order  that  a  man 
may  work  according  to  the  law  of  "maximum 
output  with  minimum  effort,"  he  should  work 
the  same  number  of  hours  per  day,  and  at  the 
same  speed.  The  more  irregular  his  habits,  the 
less  his  efficiency. 

In  passing  through  the  book,  the  reader 
cannot  fail  to  admire  the  tenacity  and  in- 
defatigable endurance  of  the  author  in 
compiling  his  illustrations  and  figures.  One 
interestingly  illustrated  fact  is  the  influence 
of  a  holiday  on  speed  of  production  ac- 
companied by  tables  and  statistics. 

From  the  general  to  the  specific  the  book 
goes  from  industry  in  general  to  the  coal 
mining,  granite  cutting,  engineering,  boot 
and  shoe  manufacturing,  chemical  manu- 
facturing, machinery  making,  cotton  manu- 
facturing, wool,  silk  and  iron  and  steel 
manufacturing.  In  this  connection  the 
autlior  treats  industry  in  the  United  States 
with  the  same  accuracy  as  that  in  England. 

The  joint  subject  of  the  6-hour  day  and 
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multiple  shifts  is  treated  from  the  basis  of 
hourly  output.  Work  spells  and  rest 
periods  and  their  effect  on  labor  as  proved 
by  test  are  given  with  their  remarkable 
results.  In  this  connection  the  author 
attempts  to  state  the  causes  of  output  limi- 
tation and  the  remedies  as  follows : 

First  and  foremost  among  the  causes  of  output 
restriction  is  the  fact  that  all  work  means  effort, 
and  man  is  naturally  prone  to  avoid  unnecessary 
effort.  Without  a  stimulus  of  some  sort,  few 
men,  if  any,  would  do  any  work  at  all.  The 
usual  stimulus  of  the  industrial  worker  is  the 
need  to  earn  a  livelihood,  though  combined  with 
this  stimulus  is  often  found  the  more  honorable 
one  of  pride  in  his  work  and  craftsmanship. 
Even  this  stimulus  is  chiefly  founded  on  the 
desire  for  approbation  by  his  fellows,  and  there 
can  be  few  men  who  would  deliberately  take  the 
trouble  to  finish  off  their  work  with  unnecessary 
elaboration  and  care  if  they  knew  that  it  would 
never  be  seen  by  anyone  save  themselves. 

WTiat  is  the  best  form  of  wage  payment,  which 
acts  as  sufficient  incentive  to  stimulate  the  in- 
dustrial worker  to  do  a  really  good  day's  work, 
but  not  to  overstrain  himself? 


The  author  religiously  attempts  to  solve 
this  question  in  its  various  aspects  and 
admirably  succeeds.  The  chapters  which 
follow  are  so  pregnant  with  material  that 
it  is  almost  impossible  to  pick  out  pivotal 
points  either  to  quote  or  to  recommend. 
The  volume  is  a  veritable  encyclopedia  of 
industrial  knowledge. 

In  the  last  chapter  Mr.  Vernon  finishes 
with  a  comprehensive  thesis  of  general 
principles  and  practical  conclusions.  All 
through  the  volume  the  author  has  quoted 
plentifully  from  War  Cabinet  Committees, 
Reports  of  Health  of  Munition  Workers' 
Committees,  Public  Health  Bulletins,  etc. 

The  author  has  supplied  a  full  and  com- 
plete index.  It  would  have  been  helpful  if 
he  had  given  a  bibliography  of  the  many 
documents  he  has  examined  in  the  prepara- 
tion of  the  book  rather  than  scattered  his 
references  in  footnotes.  This  is  a  minor 
criticism,  however — a  pedantic  one  in  fact. 
The  volume  deserves  even  more  than  the 
commendation  "worth  while"  to  managers 
and  students  of  management. 


THE   HUMAN   FACTOR   IN   BUSINESS 

By  B.  Seebohm  Rowntree.    ix,  176  pp.     Longmans,  Green  and  Co. 
Reviewed  by  T.  G.  Portmore* 


The  book  entitled  "The  Human  Factor 
in  Business"  is,  in  my  opinion,  the  greatest 
contribution  to  the  industrial  world  that  I 
have  ever  seen.  It  is  all  the  more  remark- 
able when  you  consider  that  the  author 
has  never  known  the  pinch  of  poverty  and 
has  never  passed  through  the  privations 
that  follow  unemployment,  or  suffered  on 
account  of  some  other  weak  spots  in  the 
present  industrial  structure. 

He  is  an  English  manufacturer  whose 
business  was  passed  to  him  by  his  fore- 
fathers. He  has  a  simple,  kind,  and  unas- 
suming nature  and  is  an  example  of  the 
meek  who  shall  inherit  the  earth.  The 
following  which  is  quoted  from  one  of  his 
talks  illustrates  one  of  his  fundamental 
principles  of  character: 

♦Factory  Manager  and  Director  of  the  Dcnnison 
Manufacturing  Company,  I'raminghara,  Mass. 


It  all  lies  in  the  fact  that  men  think  there  are 
circumstances  when  one  may  deal  with  human 
beings  without  love,  and  there  are  no  such  cir- 
cumstances. One  may  deal  with  things  without 
love;  one  may  cut  down  trees,  make  bricks, 
hammer  iron,  without  love.  But  you  cannot 
deal  with  men  without  it  just  as  you  cannot  deal 
with  bees  without  being  careful.  If  you  deal 
carelessly  with  bees,  you  will  injure  them  and 
will  yourselves  be  injured.     And  so  with  men. 

Employers  who  are  honestly  looking  for 
a  way  to  bring  employer  and  employee 
more  closely  together  will  find  avast  amount 
of  inspiration  in  this  book  if  they  will  take 
time  to  analyze  it  and  if  thej^  enter  into  the 
subject  in  strictly  good  faith.  This  book 
advocates  many  innovations;  tlie  author 
has  had  the  strength  of  his  convictions  and 
puts  into  j^ractice  in  his  own  plant  what  he 
advocates.     In  a  simple  but  effective  man- 
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ner  he  tells  the  worker  that  he  must  earn 
more  if  he  is  to  receive  more.  He  points 
the  way  in  which  this  can  be  accomplished, 
and  has  spent  money  and  effort  to  educate 
the  worker  so  that  he  can  better  understand 
the  laws  of  economics.  He  points  out  in  no 
imcertain  terms,  that  industry  should  be 
organized  to  make  a  reasonable  profit,  but 
that  its  responsibility  does  not  end  by  sim- 
ply making  money.  He  contends  that 
industry  has  a  tremendous  duty  to  perform 
in  the  community  in  which  it  operates; 
that  it  is  very  much  the  duty  of  the  employer 
to  see  that  a  willing  worker  shall  have  a  job, 
that  he  shall  have  the  opportunity  to  ex- 
press himself  concerning  matters  which 
affect  liis  well-being,  and  that  he  shall 
receive  just  compensation  for  his  labor. 

Mr.  Rowntree  shows  conclusively  that 
the  situation  does  not  call  for  a  genius 


working  on  a  panacea,  but  that  the  golden 
rule  will  accomplish  wonders  toward  bring- 
ing capital  and  labor  together  if  it  is  en- 
tered into  in  strictly  good  faith  by  both 
sides.  He  insists  that  each  side  must  come 
to  a  full  realization  that  one  side  is  just  as 
important  as  the  other  and  that  neither 
can  operate  without  the  other;  and  that 
the  best  results  cannot  be  obtained  without 
a  sympathetic  point  of  view  eacK  toward 
the  other. 

This  book  shows  concrete  examples  of 
large  financial  gains  that  have  been  made 
by  adopting  "scientific  labor  management," 
to  say  nothing  of  the  intangible  moral  gain 
that  is  brought  about  by  methods  that 
appeal  to  the  better  instincts  of  human 
beings  and  which  make  them  feel  that  they, 
too,  play  a  part  in  the  successful  operation 
of  industry. 


ELEMENTARY  ECONOMICS 

By  Charles  Manfred  Thovipson,  Dean  of  the  College  of 
Commerce  and  Business  Administration,  Uyiiversity  of 
Illinois,    xii,  ^20  pp.    Benjamin  II.  Sanborn  and  Company 

Reviewed  by  Archer  Wall  Douglas* 


The  author  early  announces  his  text  to 
which  he  clings  closely  throughout  his 
treatise:  "The  most  important  field  for  the 
study  of  Economics  is  not  found  in  books 
but  in  the  business  world."  He  is,  in  fact, 
a  student  not  only  of  books,  but  of  that 
workaday  world  in  which  he  has  had  a  most 
practical  and  varied  experience.  He  is  also 
a  striking  figure  in  that  constantly  growing 
clan  of  economists  in  the  state  universities 
of  the  West  who  are  teaching  the  ways  of 
business  as  they  are,  and  not  as  the  tradi- 
tions of  the  past  have  pictured  them.  In 
the  beginning  there  is  set  forth  the  con- 
ception that  while  selfishness  is  an  inherent 
human  trait,  yet  on  the  whole  the  progress 
of  the  times  is  such  that  an  enlightened 
selfishness  is  far  more  likely  to  prosper 
nowadays  than  the  t^^je  that  prevailed  not 
so  long  ago,  and  that  took  into  account  only 

*  Chairman  of  the  Committee  on  Statistics  and  Ptand- 
tkrdfl  of  the  Chamber  of  Commerce  of  the  United  States. 


its  own  affairs  and  their  advancement. 
Along  with  this  goes  a  clear  presentation  of 
the  fact  that  education  is  now  a  direct  asset 
in  business  matters,  when  half  a  century 
ago  its  value  was  supposed  to  lie  largely  in  a 
heightened  and  more  discriminating  ap- 
preciation of  art  and  literature.  The  things 
that  a  business  man  will  get  out  of  the  book 
that  are  worth  while  are  the  searching 
definitions  of  all  the  various  phases  of 
economics  and  their  actual  relation  to 
human  life.  Tliey  are  not  the  definitions  of 
theory,  nor  of  tradition,  but  those  of  actual 
experience  and  o!>servation.  In  the  story 
of  the  creation  of  wealth  and  its  uses,  the 
point  stressed  is  the  unsolved  problem  of 
distribution,  the  one  that  must  give  us 
pause  since  it  involves  the  foundations  of 
all  modem  civilization.  Russia  under 
bolshevism  is  an  ever  living  example  of  how 
one  wrong  phase  and  practice  of  distribu- 
tion produces  another  that  is  even  worse. 
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On  occasion  we  are  apt  to  thank  God  that 
we  are  not  as  other  men  are;  though  in  our 
hearts  we  know  full  well  that  we  are  only 
on  the  threshold  of  the  solution  of  such  dis- 
tribution as  shall  assure  to  each  one  the 
proportionate  fruits  of  his  toil.  How  con- 
scious we  are  of  our  weakness  is  shown  daily 
in  the  story  of  sometimes  blundering,  but 
nearly  always  well-meant  efforts  to  reach 
some  common  ground  of  better  understand- 
ing between  those  who  employ  and  those 
who  are  wage-  and  salary-earners.  In  this 
book  there  are  clear-cut  presentations  of 
all  the  phases  of  these  problems,  without 
prejudice  or  favor,  and  with  conclusions  of 
common  sense  and  critical  analysis.  In 
these  latter  days  when  there  are  so  many 
false  prophets,  so  many  blind  leaders  of  the 
blind  because  of  their  lack  of  knowledge, 
first-hand,  of  actual  facts,  there  is  much  to 
be  learned  from  the  study  of  this  book, 
from  the  pervading  common  sense,  the  good 
judgment,  the  unprejudiced  "sizing  up" 
of  the  economic  problems  of  our  daily  life. 
There  are  no  theories  to  be  proved,  no 
panaceas  to  be  set  forth,  but  merely  the 
detached  point  of  view  that  seeks  to  bring 
out  the  truths  of  the  situation.  Through- 
out the  book  there  is  constant  recognition 
of  that  human  and  ethical  element  that 
forms  an  increasing  element  in  our  national 
life.  In  the  matter  of  consumption,  there 
is^'first-  the  impartial  statement  that  all 
forms  of  consumption,  no  matter  whether 
harmful  or  beneficial,  are  the  proper  sub- 
ject of  economic  study.  The  author  ex- 
plains the  harmful  effects  of  drugs,  alcoholic 
liquors,  intemperance  in  eating,  or  in 
excesses  of  any  kind,  and  the  necessity  of 
avoiding  them  because  they  are  economic 
waste  and  a  handicap  to  efficient  work  and 
production. 

It  is  the  kind  of  straight  talk  we  need  at 
a  time  when  there  is  so  much  blindness, 
much  of  it  wilful,  as  to  the  inherent  merit 
of  prohibition  as  the  greatest  economic 
reform  of  the  day.  There  is  the  same  good 
sense  showTi  in  the  theme  of. "Thrift" — 
not  the  variety  that  so  many  bankers  ad- 
vocate, such  as  would  put  a  crimp  in  busi- 


ness, nor  the  practice  of  the  French  peas- 
antry that  is  a  handicap  on  aU  progress,  but 
that  which  "makes  no  demand  that  the  in- 
dividual shall  forego  any  necessity  or  even 
comfort,  but  does  stand  for  sensible  con- 
sumption and  for  the  elimination  of  waste." 
The  storj'  of  capital,  its  accomplishments 
and  failings,  sums  up  the  belief  of  all  save 
the  theorist  to  whom  it  is  anathema.  It 
"has  come  to  dominate  modern  industry 
and  we  may  expect  it  to  enjoy  an  increasing 
dominance  imtil  the  limits  of  (its)  indirect 
productive  methods  are  reached."  Equally 
unbiased  and  unprejudiced  is  the  chapter  on 
competition,  its  uses,  its  benefits,  its  waste; 
with  the  kindred  story  of  monopoly,  its 
threatening  dangers,  and  the  always  pos- 
sible remedy  in  government  regulation — a 
far  difi'erent  proposition  from  government 
ownership.  So  in  the  chapter  on  socialism, 
there  is  briefly  the  story  of  its  history,  its 
accomplishments,  successful  or  otherwise, 
the  arguments  pro  and  con  in  regard  to  it, 
and  some  sane  conclusions.  "Whatever 
may  be  our  notions  about  socialism,  we 
cannot  shut  our  eyes  to  the  fact  that  society 
is  more  and  more  intervening  in  the  affairs 
of  private  industry.  For  the  first  step  in 
socialism,  if  it  be  decided  to  give  it  a  trial, 
may  be  to  reshape  human  nature,  to  de- 
stroy individual  selfishness. " 

To  those  who  are  often  puzzled  in 
seeking  the  truth  of  the  many  economic 
problems  that  perplex  us,  this  book  offers 
in  such  simple  form  that  "those  who  run 
may  read,"  a  brief  and  unbiased  story  of 
their  origin,  their  merits  and  demerits, 
their  likelihoods  and  their  possibilities,  and 
their  relations  to  our  daUy  life  after  a  fash- 
ion and  presentation  most  unusual  in 
treatises  on  this  subject,  the  "dismal" 
science  of  economics.  Dismal  when  set 
forth  as  a  science  only,  free  from  those 
human  accompaniments  which  make  up  its 
usefulness  and  its  real  purpose.  The  book 
is  ostensibly  for  high  schools,  but  it  has  a 
far  higher  meaning  for  those  grown-ups  who 
seek  the  solid  ground  of  practical  knowledge 
adequately  interpreted  and  most  interest- 
ingly set  forth. 
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The  Protection  of  Checks.  Issued  by  George 
La  Monte  and  Son,  61  Broadway,  New  York 
City. 

The  everyday  currency  of  tlie  United 
States,  declares  the  foreword  to  this  pam- 
phlet, is  the  bank  check  and  the  bank  draft. 
Indeed,  the  Comptroller  of  the  Currency 
estimates  that  checks  are  used  in  the 
settlement  of  over  90  per  cent  of  the  cash 
transactions.  It  is  clear  then  that  every 
business  man,  as  well  as  each  banker  or 
depositor,  is  profoundly  interested  in  the 
protection  of  checks.  Every  safeguard 
must  be  provided  that  will  insure  the  pay- 
ment on  a  check  at  its  face  value,  and  to 
the  right  person. 

There  are  three  principal  crimes  against 
checks,  namely,  counterfeiting,  forgery, 
and  alteration.  Forgery  is  not  discussed 
in  this  study,  though  it  is  emphasized  that 
the  bank  is  responsible  for  any  moneys 
paid  on  a  check  on  which  the  drawer's 
name  is  forged.  Only  in  America  is  this 
responsibility  placed  directly  upon  the 
bank.  Alteration  is  the  commonest  check 
fraud;  and  four  points  may  be  altered. 
These  are:  The  amount;  the  name  of  the 
payee;  the  date;  or  the  indorsements  on  the 
back. 

The  "pen  change"  by  which  additions  or 
alterations  are  made  in  the  amount  is  very 
common,  though  clumsy,  and  is  found 
generally  on  checks  that  have  been  care- 
lessly written.  Letters  and  figures  are 
changed  by  lines,  and  new  figures,  to  make 
larger  sums.  The  most  frequent  process, 
however,  is  by  "erasure"  by  mechanical  or 
chemical  methods.  Sometimes  everything 
is  erased  except  the  original  genuine  signa- 
ture. Smce  all  this  matter  may  be  written 
by  a  clerk,  or  even  tj^pewritten,  it  is  clear 
how  difficult  it  is  to  protect  against  such  an 
alteration. 

The  discussion  of  the  preventive  meas- 
ures includes  punching  and  check-writing 
machines,  indelible  ink,  sensitive  ink  tints 
applied  to  the  paper,  and  genuine  safety 
paper.  As  this  booklet  is  a  partisan  plea 
for  the  use  of  safety  papers,  it  naturally 
points  out  the  shortcomings  of  the  other 
protective  devices.     It  declares  that  per- 


forated sums  may  be  altered  by  filling  up 
the  tiny  holes,  either  with  similar  punched 
disks,  or  with  paper  pulp.  The  shredded 
check-writer  fails,  it  is  held,  to  incorporate 
its  indelible  ink  in  the  fibers  of  the  paper  so 
that  the  corrugations  may  be  smoothed  out, 
and  the  colored  pigments  brushed  off  with 
an  eraser.  Then  a  new  sum  of  the  same 
number  of  letters  can  be  accurately  stamped 
in.  Moreover,  the  device  does  not  protect 
the  payee's  name,  date,  or  indorsements, 
and  shredded  paper  makes  a  poor  founda- 
tion for  indorsements.  Nor  can  it  be 
carried  around  for  personal  checks. 

The  sensitive  ink  tint  on  plain  paper, 
and  "pantagraph"  or  check  covered  with 
printing,  fail  because  they  are  hard  to 
lithograph  and  yet  can  be  easily  altered 
when  perfect.  How  this  is  done  gives  new 
proof  of  the  technical  ingenuity  of  the 
check-raiser.  Frequently  the  intricate 
printed  design  protects  only  one  side,  not 
the  indorsements. 

The  final  section  covers  the  history, 
manufacture,  and  extensive  use  of  safety 
papers,  not  only  for  checks  but  for  all  sorts 
of  documents  that  need  protection.  Two 
practical  hints  leave  the  reader  with  a  new 
attitude  of  care  toward  the  whole  business 
of  using  checks.     They  are: 

1.  Don't  give  away  any  blank  checks. 

2.  Don't  leave  any  blank  spaces  in  writing 
your  checks. 

Begin  to  write  close  to  the  left  margin. 
Write  plainly;  take  your  time.  Draw  a 
line  after  the  written  amount. 

Address  to  the  Shareholders.  By  James  S. 
Alexander,  President  of  the  National  Bank  of 
Commerce,  New  York  City. 

This  pamphlet  presents  a  survey  of  the 
year  1921  by  an  expert.  The  conclusions, 
although  not  new,  are  valuable  because 
they  bring  together  under  general  heads  the 
scattered  and  confusing  financial  phenom- 
ena of  a  period  that  began  in  "a  maze  of 
perplexities"  and  ended  with? what  Mr. 
Alexanderfinds  his  chief  source  of  hope — the 
Washington  Conference.  The  values  of 
the  Conference  are  first,  that  it  can  change 
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as  well  as  point  out  international  evils; 
second,  "that  it  demonstrates  to  the  peo- 
ples of  the  world  that  if  their  representatives 
get  together  around  the  table,  determined 
to  solve  the  world's  economic  problems, 
solutions  will  be  found." 

This  international  note  is  the  text  of  the 
address : 

It  is  hard  to  believe  that  national  pride  or 
prejudices  can  much  longer  justify  intriguing 
methods,  narrow  political  bargain'mgs,  and 
cramped  nationalistic  policies.  .  .  .  The 
times  demand  a  broader,  more  responsible  states- 
manship. Many  questions  which,  under  condi- 
tions which  have  passed,  would  be  purely  matters 
of  domestic  policy,  have  transcended  national 
lines  and  must  now  be  dealt  with  as  world 
matters. 

Taxation  even  is  partly  an  international 
problem  since  it  can  be  greatly  reduced  by 
general  disarmament.  International  debts, 
Mr.  Alexander  believes,  cannot  be  paid  in 
gold  or  commodities  without  grave  dangers, 
and  so  must  be  arranged  by  compromise 
and  agreement  at  a  conference  of  nations. 
Indeed,  he  interprets  the  course  of  business 
in  1921  largely  in  terms  of  foreign  condi- 
tions, beginning  with  the  depression  of  the 
early  year  when  "foreign  conditions  were 
exerting  a  peculiarly  great  influence. 
.  .  .  Accumulated  stocks  were  a  weight 
on  the  markets  of  the  world." 

The  following  high-lights  in  the  year  are 
noted:  The  revival  of  business  m  the  clos- 
ing months  of  1921,  "largely  seasonal  and 
mixed  in  net  results;"  the  sustained  in- 
vestment activity  of  the  same  months 
which  "reflected  completion  of  liquidation 
of  security  holdings  brought  about  by  the 
business  reaction  .  .  .  and  particu- 
larlj'  a  leveling  process  resulting  from  de- 
clining interest  rates;"  and  in  the  final 
weeks,  a  vigorous  upward  movement  in  the 
leading  foreign  currencies. 

The  banking  system  is  declared  "notably 
strong."  The  burden  of  retarded  credits 
has  been  very  materially  lightened,  al- 
though there  remains  a  considerable  residue 
of  non-liquid  bank  loans  whose  settlement 
constitutes  a  particularly  difficult  phase  of 
deflation.     Of  gold,  the  author  declares: 

In  fact,  due  to  the  flood  of  the  metal  from 
abroad,  the  nation  has  an  embarrassment  of 
riches    .     .     .     involving  the  conceivable  possi- 


bility of  cheap  money  and  credit  inflation.  But 
serious  results  need  not  be  feared  if  the  require- 
ments of  sound  business  rather  than  the  physical 
volume  of  gold  be  made  the  essential  criterion  of 
credit  extension. 

Among  unfavorable  items  stiU  to  be  dealt 
with  he  places  most  emphasis  on  the  ad- 
verse aspects  in  the  elements  of  prices, 
"due  to  the  lack  of  alignment  as  between 
consmners'  and  producers'  prices  .  .  . 
and  price  levels  between  nations."  Off- 
setting this,  we  have  "keener  competitive 
conditions  and  an  increase  in  both  personal 
and  corporate  efficiency." 

The  net  situation  warrants  confidence.  .  .  . 
But  because  this  is  a  world-wide  matter,  confi- 
dence in  America's  future  must  be  tempered  by 
conservatism.  .  .  .  Related  as  we  are  to 
the  rest  of  the  world  the  practical  outcome  will 
be  largely  affected  by  what  happens  in  other 
nations. 

This  international  solidarity  in  economic 
interests  and  needs  is  the  closing  as  it  was 
the  openuig  note  of  this  address. 

Employees'  House-Organs.  By  R.  E.  Saber- 
son,  General  Sales  Manager,  Thompson  Yards, 
Inc.,  Minneapolis,  Minnesota. 

This  booklet  contains  the  lively  and  in- 
formative essay  that  won  the  first  prize 
offered  by  the  Direct  Mail  Advertising 
Association  for  an  article  on  "Employees' 
House-Organs."  It  deals  with  fundamen- 
tals rather  than  details,  and  constitutes  a 
really  valuable  contribution  to  house-organ 
literature.  The  author's  faith  is  set  forth 
in  the  opening  sentences: 

There  is  a  tremendous  force  now  developing 
in  the  commercial  world  which  is  to  do  more 
toward  solving  labor  problems,  curbing  unrest, 
eliminating  disloyalty,  and  destroying  inefficiency 
than  all  of  the  theories  which  have  as  yet  been 
advanced  on  the  subject.  It  is  the  Employees' 
House-Organ  or  company  magazine.  ...  It 
generates  loyalty,  kindles  and  maintains  enthu- 
siasm, reflects  the  hopes  and  ambitions  of  the 
officers,  inspires  salesmen,  describes  policies 
understandingly,  and.  greatest  of  all  virtues, 
provides  a  sure  method  of  causing  individual  or 
concerted  action  by  indirect  suggestion.  .  .  . 
For  the  purpose  of  disseminating  company  in- 
formation nothing  has  ever  been  devised  to  take 
its  place. 
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The  author  points  out  how  dubious  is  the 
information  or  enthusiasm  that  can  be 
passed  on  by  word  of  mouth.  The  original 
idea  suffers  and  grows  weak  with  repetition 
down  the  rank  and  file.  The  house-organ 
transmits  it  in  pristine  form,  full  of  convic- 
tion. 

Yet  house-organs  are  dangerous  "as  a 
home-made  bomb"  unless  they  are  con- 
structed right.  If  they  convey  a  wrong 
idea  of  the  company  they  are  worse  than 
useless.  Such  "fly-by-night"  publications, 
edited  by  an  amateur,  and  filled  with  stale 
jokes,  explain  why  a  big  business  man  op- 
posed starting  anything  "where  the  death- 
rate  was  apparently  so  great." 

How  can  you  avoid  such  "fizzles".'  By 
getting  behind  the  publication,  by  believ- 
ing in  it,  and  by  granting  it  funds  on  which 
it  can  really  do  something.  Otherwise, 
you  will  face  the  situation  presented  in  these 
graphic  words: 

Very  few  house-organs  really  represent  their 
concerns.  If  salesmen  went  out  "dolled  up" 
like  a  good  many  house-organs  are  sent  out,  they 
would  get  audiences  in  about  every  third  or 
fourth  state  they  \-isited.  Seven  out  of  every 
ten  house-organs  are  a  disgrace  to  any  organiza- 
tion. They  are  cheaply  printed,  poorly  illus- 
trated, and  filled  with  generalities  which  have  as 
little  bearing  on  the  organization  as  a  one-old- 
cat  game  does  to  the  World  Series. 

House-organs  must  not  "blow"  too  much 
because  we  dislike  the  person  who  boasts 
constantly  about  his  own  accomplishments. 
The  author  has  his  little  joke  about  a  house- 
organ  being  called  so  because  it  produces  so 
much  organization  "harmony."  But  he  is 
against  the  idea  of  makmg  them  all  "wind" 
just  for  blowing's  sake.  Indeed  he  is  no 
blind  enthusiast  but  declares  the  work 
must  be  taken  seriously — or  not  at  all. 
Specific  directions  for  success  arc  stated 
broadly  as  follows: 

It  must  not  possess  a  sanctimonious  air,  and 
approach  the  reader  dressed  in  black.  It  must 
have  an  enjoyable  "kick."  It  must  have  color 
and  it  must  be  readable.  The  best  wTiting  tal- 
ent in  the  world  will  fail  unless  the  articles  are 
"dished  up"  in  appetizing  form.  Heavy,  solid 
pages  of  reading  matter  will  be  passed  up  at  a 
glance.  .  .  .  There  should  be,  of  course, 
tasty  borders,  neat  running  heads,  well-thought- 
out  titles  and  sub-titles,  short,  pertinent  para- 
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graphs,  well-designed  tailpieces,  fine-screen 
half  tones  on  excellent  paper,  and  the  best  cover 
that  money  can  buy! 

It  is  clear  that  the  editing  of  such  a 
publication  is  a  real  job.  The  successful 
editor,  then: 

.  .  .  knows  his  company  "  inside-and-out, 
upside-and-down."  He  knows  every  policy  and 
every  hope  of  the  company  officials.  He  knows 
what  employees  are  thinking  about,  and  he 
must  even  anticipate  what  they  will  be  thinking 
about  in  order  to  cause  them  to  think  right  or 
prevent  them  from  thinking  wTong.  He  will 
become  the  principal  factor  in  helping  to  main- 
tain the  morale  of  the  entire  organization. 

Finally,  of  course,  we  face  the  practical 
question  of  the  cost.  It  is  clear  from  the 
above  that  its  cost  will  be  measured  in  fact 
by  its  services.  If  they  are  real,  any 
amount  is  cheap;  if  they  are  not,  $10  is  too 
much.    The  whole  matter  amounts  to  this : 

If  a  house-organ  is  filled  with  articles  which 
wUl  produce  right  thinking  among  employees 
(right  thoughts  concerning  the  company,  its 
customers,  and  about  the  employee  himself)  it  is 
almost  impossible  to  spend  too  much  money  in 
getting  it  out!  The  direct  retiuns  from  each 
and  every  page  in  every  issue  will  be  so  great  in 
comparison  with  the  total  cost  that  no  other 
investment  can  possibly  pay  greater  dividends. 

There  we  may  stop,  adding  that  the 
author's  brilliant  and  popular  style  makes 
this  essay  very  readable,  and  explain  why 
he  could  edit  a  magazine  after  his  own 
heart.  The  proof  is  in  getting  a  copy  of 
the  booklet  which  will  be  mailed  free  by 
the  Earnshaw  Press  Corporation,  Boston, 
17,  Massachusetts. 

Articles  of  Association  and  By-Laws  of  The 
Dennison  Manufacturing  Company.  The 
Dennison  Manufacturing  Company,  Framing- 
ham,  Massachusetts. 

To  supplement  the  mention  that  is  made 
of  The  Dennison  Manufacturing  Company 
in  the  review  of  "Industrial  Government" 
in  another  department  of  Administration, 
this  pamphlet  will  be  found  extremely 
helpful. 

The  Dennison  plant  has  attracted  so 
much  attention  that  those  who  are  inter- 
ested in  profit  sharing  should  avail  them- 
selves  of   the   opportunity   to   secure   an 
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authoritative  statement  by  the  company 
itself.  The  pamphlet  is  available  upon 
application  direct  to  the  company. 

The  following  quotations  outline  most 
of  the  pivotal  points  of  the  plan: 

First  Preferred  stock  shall  be  entitled  to  a 
preferential,  cumulative  dividend  at  the  rate  of 
8  per  cent  per  annum,  without  interest  on  any 
deferred  dividend,  payable  quarterly  as  and  when 
declared  by  the  Directors,  and  shall  begin  to  ac- 
crue as  of  or  on  December  1,  1911. 

Second  Preferred  stock  may,  as  herein  limited, 
be  issued  in  series  under  provisions  in  the  By- 
Laws  and  amendments  thereof  the  first  series  to 
include  all  Second  Preferred  stock  issued  untU, 
by  amendment  of  the  By-laws,  the  rate  of  divi- 
dend is  changed;  the  second  series  to  begin  upon 
such  change  of  rate  and  to  include  all  Second 
Preferred  stock  issued  untU  another  change  of 
rate;  and  so  on,  similarly,  as  to  subsequent 
series.  But  the  rate  so  provided  for  any  series 
shaU  always  remain  the  rate  of  dividend  for  that 
series. 

The  first  series  of  Second  Preferred  stock  shall 
be  entitled,  after  dividends  on  First  Preferred 
stock  have  been  paid  or  provided  as  aforesaid,  to 
a  preferential,  ciunulative  dividend  without  in- 
terest on  any  deferred  dividend  at  such  rate  (not 
less  than  4  per  cent  per  annum)  as  may  be  pro- 
vided in  the  By-laws. 

The  second  series  of  Second  Preferred  stock 
shall  be  entitled  to  a  dividend  without  interest 
on  any  deferred  dividend  (similar  in  preference 
to  said  first  series  dividend)  at  such  rate  as  may 
be  provided  in  the  amendment  to  the  By-laws; 
and  so  on,  similarly,  as  to  subsequent  series. 
But  in  no  series  shall  the  rate  of  dividend  pro- 
vided be  less  than  4  per  cent  per  annum. 

After  all  First  and  Second  Preferred  dividends 
have  been  provided  for  as  above  required,  there 
shall  be  set  aside  annually  out  of  the  remaining 
net  profits  5  per  cent  of  such  remainder  for  the 
purpose  of  bujang  in  shares  of  First  Preferred 
stock  as  and  when  the  Directors  may  deem  it 
expedient. 

Out  of  one-half  of  the  remaining  net  profits, 
dividends  may  be  declared  and  paid  to  holders  of 
Industrial  Partnership  stock.  The  rate  shall  not 
exceed  a  total  of  20  per  cent  for  any  year. 

After  all  above  requirements  shall  have  been 
provided  for,  the  remaining  net  profits  shall  be 
apportioned  under  provisions  of  the  By-laws  to 
principal  employees  as  extra  remuneration  for 
services  theretofore  rendered  by  them,  except 
that  an  amount  or  amounts  not  at  any  time 
exceeding  a  total  of  10  per  cent  of  the  total  par 
value  of  the  then  outstanding  capital  stock  of  all 
classes  may  be  reserved  in  a  Suspense  Account 
at  the  discretion  of  the  Directors,   who  may 


likewise  dispose  of  the  same,  except  as  may  be 
otherwise  provided  by  the  By-laws. 

Such  extra  remuneration  shall  be  paid  to  each 
principal  employee  by  issuing  to  him  for  such 
services,  out  of  authorized  Industrial  Partner- 
ship stock,  shares  of  Industrial  Partnership  stock 
of  the  total  par  value  equal  to  his  apportioned 
extra  remuneration. 

In  case  of  liquidation  or  dissolution  of  the 
Company  or  a  distribution  of  its  assets  or  in  case 
of  any  sale  of  substantially  its  entire  property 
and  assets.  First  Preferred  stock  shall  be  entitled 
to  a  preference  to  the  extent  of  $100  a  share 
and  all  accrued  but  unpaid  dividends  thereon; 
and  then  Industrial  Partnership  stock  shall  be 
entitled  to  receive  $10  a  share  and  aU  declared 
but  unpaid  dividends  thereon, — after  which  all 
surplus  value  remaining  shall  be  divided  pro 
rata  among  the  holders  of  all  classes  of  stock  ac- 
cording to  their  total  par  value  holdings. 

Until  Industrial  Partnership  stock  to  the 
amount  of  One  Million  Dollars  ($1,000,000)  in 
par  value  shall  have  been  issued,  the  entire  vot- 
ing power  of  stockholders,  except  as  otherwise 
provided  in  subdivision  (c)  of  this  paragraph, 
shall  vest  in  First  Preferred  and  Industrial 
Partnership  stock  together,  each  holder  of  First 
Preferred  stock  being  entitled  to  one  vote  for 
each  share  held  and  Partnership  stock  being 
entitled  to  one  vote  for  each  holder  of  Industrial 
Partnership  stock  being  entitled  to  one  vote  for 
each  ten  shares  held,  but  without  any  fractional 
vote  for  any  shares  aggregating  less  than  ten 
shares. 

At  the  nex-t  annual  meeting  of  the  stock- 
holders after  Industrial  Partnership  stock  to  the 
amount  of  One  Million  Dollars  ($1,000,000) 
shall  have  been  issued,  the  entire  voting  power  of 
stockholders  shall  vest  and  remain  in  holders  of 
Industrial  Partnership  stock,  except  that  holders 
of  First  Preferred  stock  or  holders  of  First  and 
Second  Preferred  stock  shall  have  voting  power 
as  hereinafter  provided: — 

(a)  If  for  any  twelve  months  dividends  on 
First  Preferred  average  less  than  4  per  cent  per 
annum,  except  in  case  of  destruction  of  any 
substantial  part  of  the  manufacturing  plant 
by  war,  fire,  earthquake,  or  other  natural  ca- 
lamity, or  if  for  any  twenty-four  months  such 
dividends  average  less  than  C  per  cent  per  an- 
num, then  holders  of  First  Preferred  stock  shall 
have  sole  voting  power  of  stockholders,  but 
without  power  to  alter  or  amend  this  agreement, 
except  by  vote  of  two-thirds  of  each  class  of 
stock,  outstanding,  provided,  however,  that  in- 
creases of  Second  Preferred  and  Industrial 
Partnership  stock  may  be  authorized,  and  the 
terms  and  manner  of  disposition  of  such  increased 
stock  may  be  determined,  by  the  vote  of  a  ma- 
jority of  First  Preferred  stock  then  outstanding. 
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But,  when  full  obligations  to  First  Preferred  shall 
have  been  again  earned  and  paid,  voting  power 
shall  revert  to  holders  of  Industrial  Partnership 
stock,  and  the  original  plan  shall  be  carried  on, 
unless  meanwhile  sole  voting  power  shall  have 
finally  vested  iu  First  Preferred  stockholders  as 
provided  in  the  following  paragraph. 

If  for  any  thirty-six  months  such  dividends 
average  less  than  7  per  cent  per  annum,  or  if  in 
any  period  of  four  years  the  Company  shall  not 
have  paid  all  cumulative  dividends  in  full,  so 
that  there  shall  be  no  dividend  or  part  of  any 
dividend  in  arrears,  then  sole  voting  power  shall 
vest  at  the  next  annual  meeting  and  thereafter 
remain  in  First  Preferred  stockliolders. 

In  case  of  a  proposed  dissolution  of  the  Com- 
pany or  of  amendment  or  alteration  of  this 
agreement  except  as  hereinafter  provided  as  to 
increases  of  Second  Preferred  stock  and  Indus- 
trial Partnership  stock  or  of  a  sale  or  lease  of  all 
or  such  substantial  part  of  its  property  as  would 
involve  a  virtual  change  or  abandonment  of  the 
Company's  business,  holders  of  all  classes  of 
stock  shall  be  entitled  to  vote;  and  such  disso- 
lution, amendment  or  alteration,  or  sale  or  lease, 
may  be  voted  and  authorized  by  vote  of  a  ma- 
jority of  the  outstanding  stock  of  each  class  in 
the  case  of  a  dissolution,  and  of  two-thirds  of  the 
outstanding  stock  of  each  class  in  case  of  such 
amendment  or  alteration  or  sale  or  lease .... 

Such  net  profits  as  are  to  be  apportioned  as 
extra  remuneration  for  such  services  among  the 
principal  employees  shall  be  apportioned  an- 
nually in  proportion  to  the  amount  of  remu- 
neration actually  received  during  the  entire  pre- 
ceding calendar  year  by  such  principal  employees 
(without  including  any  excess  over  rates  pre- 
vailing in  the  company  for  work  of  equal  profit- 
earning  power  as  determined  by  a  two-thirds 
vote  of  all  the  Directors,  or  remuneration  paid 
for  overtime,  or  based  upon  rates  varying  with 
performance  such  as  commission,  salary-and- 
commission,  task-and-bonus,  piece,  time-piece, 
time-and-bonus,  and  the  like);  except  that  in 
determining  such  proportions,  all  amounts  in 
excess  of  $10  (the  par  value  of  the  shares  of  In- 
dustrial Partnership  stock)  or  in  excess  of  any 
multiple  of  $10,  up  to  and  including  $5,  shall  be 
disregarded  and  all  such  excess  amounts  from  $5 
to  and  including  $9.90  shall  be  considered  $10. 
In  making  these  fractional  adjustments  amounts 
may  be  supplied  from  or  carried  to  the  Suspense 
Account.  The  Directors  may  likewise  at  any 
time  after  January  1,  1912,  apportion  similar 
net  profits  earned  from  the  incorporation  of  this 
Company  to  December  31,  1911,  inclusive. 

Within, a  period  not  more  than  eight  years 
after  the  creation  of  the  Suspense  Account,  the 
Directors  shall  temporarily  reduce  said  account 
to  an  amount  not  greater  than  the  sum  neces- 


sary to  pay  the  next  quarterly  dividend  on  all 
First  and  Second  Preferred  stocks  outstanding, 
plus  2  per  cent  of  the  total  par  value  of  the 
then  outstanding  capital  stock  of  all  classes; 
and  thereafter  from  time  to  time  said  account 
shall  be  similarly  reduced,  at  least  once  in  every 
eight  years  from  the  time  of  the  previous  reduc- 
tion. 

The  rate  of  dividend  on  Second  Preferred  stock 
shall  be  7  per  cent  per  annum  beginning  as  from 
December  1,  1919. 

The  Danish  Foreign  Office  Journal,  the 
official  bulletin  of  the  Danish  Government, 
contains  in  its  September  number  some 
interesting  figures  concerning  the  cost  of 
living  in  Denmark.  Basing  its  calculations 
on  the  typical  workingman's  budget  during 
the  year  1914,  which  is  taken  as  100,  the 
index  numbers  are  given  down  to  July  1921. 
The  highest  figure  reached  was  in  January 
1921,  when  the  index  number  reached  264; 
July  1921  shows  the  number  237.  Since 
the  peak  of  general  prices  was  reached, 
bread,  vegetables  and  fruit  have  increased. 
Rents  have  also  increased,  as  has  been  the 
case  apparently  the  world  over.  The  total 
increase  in  rents  was  41  per  cent  over  those 
of  1914  and  38  per  cent  over  those  of  1916. 
As  is  almost  universally  the  case  in  such 
"cost  of  living"  statistics  no  attempt  has 
been  made  to  correct  the  composition  of 
the  budget  and  to  bring  it  in  harmony  with 
actual  budgets  as  composed  in  1921. 

The  Year  Book  of  the  Vereeniging  voor 
Levensverzekering  (Society  for  Life  In- 
surance) of  Holland,  for  the  year  1921-1922 
gives  a  clear  and  highly  interesting  picture 
of  the  problems  of  the  insurance  companies 
in  countries  with  a  depreciated  currency 
and  fluctuating  exchange  rate,  especially 
when  they  engage  in  international  business, 
as  most  continental  companies  have  been 
doing  in  the  decade  preceding  the  war. 
Three  factors  arc  considered  in  detail. 
Operating  expenses,  death  rates,  and  in- 
come. These  three,  forming  the  alpha  and 
omega  of  the  financial  life  of  the  insurance 
company  have  been  deeply  affected  by 
recent  changes.  The  impossibility  of 
changing  the  rate  of  the  premium  on  the 
old  business,  coupled  with  the  increase  in 
operating  expenses  which  in  some  countries 
are  almost  ten  times  the  pre-war  cost,  have 
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made  the  financial  situation  as  far  as  old 
business  is  concerned  far  from  encouraging. 
In  the  countries  of  central  Europe  this 
situation  is  stUl  aggravated  by  the  fact  that 
much  insurance  business  was  done  in  coun- 
tries of  a  more  fortunate  exchange  rate  so 
that  the  payments  which  mature  at  preseut 
must  largely  be  paid  in  a  currency  which  has 
depreciated  but  little,  while  reserves  in  the 
home  office  are  kept  in  terms  of  greatly 
depreciated  currencies.  Though  all  coun- 
tries of  Europe  experience  these  difficulties, 
Holland  has  on  the  whole  been  affected  but 
little.  Isolated  cases,  however,  of  companies 
who  have  come  to  grief  on  accoimt  of  un- 
wisely placed  foreign  business  are  now 
beginning  to  come  to  light.  Most  of  their 
difficulties,  however,  are  linked  with  the 
problem  of  investments.  The  fall  in  the 
market  price  of  bonds  and  other  paper  with 
a  stated  interest  has  made  its  influence  felt 
in  the  balance  sheets  of  these  undertakings. 
Most  of  all  are  those  companies  affected 
which  had  tied  up  considerable  funds  in  the 
bonds  of  central  and  eastern  European 
governments,  and  undertakings.  The  de- 
sire to  cover  up  the  losses  thus  suffered  by 
a  rapid  increase  in  new  business  and  by  an 
increased  income  from  new  investments  has 
led  in  many  cases  to  an  unwise  selection  of 
new  investments  and  has  also  encouraged 
the  companies  to  continue  to  solicit  business 
on  the  basis  of  premiums  too  low  to  meet 
the  new  conditions.  These  expedients 
though  momentarily  covering  up  the  actual 
condition  of  affairs  in  the  long  run  can  only 
serve  to  increase  the  difficulties. 

There  are  two  factors  which  somewhat 
offset  the  difficulties  above  mentioned. 
In  the  first  place  it  is  fortunate  that  the 
actual  death  rate,  at  least  so  far  as  the 
companies  in  Holland  are  concerned,  has 
fallen  approximately  25  per  cent  below  the 
figures  used  for  their  calculations.  In  the 
second  place  recent  experience  has  proved 
that  the  cost  of  acquiring  new  business  has 
been  considerably  diminished  on  account 
of  the  more  general  interest  in  life  insurance 
and  also  on  accoimt  of  the  increase  in  the 
size  of  the  individual  policies. 

The  Year  Book  contains  also  a  short  dis- 
cussion of  the  losses  suffered  by  investors 
in  certain  foreign  securities,  of  the  proposed 
law  upon  the  insurance  business  in  Holland, 


and  an  article  entitled:  "Twenty-five  years 
of  Literature  on  Life  Insurance,"  which 
gives  a  carefully  prepared  account  of  the 
principal  books  and  articles  upon  the  sub- 
ject, largely  referring  to  Dutch  sources  but 
including  also  many  sources  in  other 
languages. 

The  Manchester  Chamber  of  Commerce 
Monthly  Record,  always  filled  with  valu- 
able information  for  those  interested  in 
Anglo-American  Trade,  and  more  especially 
for  those  interested  in  the  trade  in  cotton 
goods,  devotes  much  space  in  its  October 
issue  to  a  discussion  of  the  proposed  Ameri- 
can Tariff.  Besides  a  report  of  the  Ameri- 
can opinions  as  expressed  by  the  press  and 
by  the  business  associations  the  subject  is 
presented  from  the  British  point  of  view  in 
an  address  by  J.  J.  Broderick,  Commercial 
Counsellor  at  the  British  Embassy  in  Wash- 
ington. (Commercial  Counsellor  is  the 
new  title  for  Commercial  Attache,  a  change 
introduced  at  the  time  of  the  recent  reor- 
ganization of  the  Department  of  Overseas 
Trade.)  He  summed  up  his  remarks  by 
stating  that:  "British  goods  of  high  quality 
are  always  welcome  there,  and  find  a  mar- 
ket irrespective  of  tariff  barriers."  He 
strongly  urged  British  business  men  to 
increase  their  points  of  contact  with 
America  by  every  available  means,  in  order 
to  add  to  the  friendly  relations  of  the  two 
countries,  and  to  reduce  the  possibilities  of 
misunderstanding.  It  is  the  tj-pe  of 
thoughtful  address  which  is  needed  in  these 
days  to  bring  the  nations  closer  together. 

Another  subject  of  interest  mentioned  in 
the  same  issue  is  the  new  Canadian  Cus- 
toms Regulations.  The  Chamber  registered 
a  protest  against  what  was  claimed  an  im- 
possible requirement  in  this  new  set  of 
regulations.  The  clause  referred  to  de- 
mands that:  "Cloth  and  material  in  the 
web  or  roll,  capable  of  being  marked  with- 
out injury,  shall  be  so  marked  with  indica- 
tion of  country  of  origin  upon  each  three 
yards  thereof.     ..." 

The  objections  were: 

It  is  impossible  to  mark  many  goods. 
It  cannot  categorically  be  stated  which 
goods  can  and  which  goods  cannot  be 
marked.  The  matter  must  be  decided  in 
Canada   after   arrival   of   goods   and   the 
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shipper  will  never  know  whether  to  mark 
or  not  to  mark.  The  cost  of  marking 
would  be  almost  prohibitive  especially 
because  much  cloth  is  exported  whicli  was 
not  specially  prepared  for  Canada.  Each 
style  of  cloth  would  demand  a  different 
method  of  marking.  A  decision  whether 
the  method  chosen  was  satisfactory  would 
lie  with  the  Canadian  customs,  introducing 
another  element  of  uncertainty. 

Some  Cost  Problems  in  the  Hawaiian  Sugar 
Industry,  by  P.  A.  Haenisch.  National  Asso- 
ciation of  Cost  Accountants,  130  West  ii 
Street,  New  York  City. 

Little  literature  has  been  prepared  on  the 
subject  of  sugar  costs.  Those  familiar  with 
cost  accounting  in  the  sugar  industry  in 
Cuba  win  note  from  an  examination  of  this 
brochure  that  sugar  cost  accounting  in 
Hawaii  is  more  advanced  than  in  Cuba. 
Its  author  says: 

It  is  not  the  intention  of  this  article  to  present 
a  complete  cost  system,  nor  to  give  a  detailed 
description  of  the  various  cost  accounts  which 
are  used  in  the  Hawaiian  sugar  industry,  but 
rather  to  outline  some  of  the  many  and  varied 
problems  of  the  industry  which  exercise  a  direct 
influence  upon  the  cost  accounting  procedure. 
It  will  be  found,  for  example,  that  the  human 
factor  has  a  much  more  important  influence  on 
costs  and  cost  procedure  than  is  generally  the 
case  in  other  industries,  because  the  laborer  and 
his  familj-  are  practically  wards  of  the  employer, 
and  their  care  is  one  of  his  chief  problems  and  one 
of  the  important  items  in  his  costs. 

Before  taking  up  the  technique  of  sugar 
cost  accounting  the  author  mentions  some 
of  the  activities  of  the  Hawaiian  Sugar 
Planters  Association  which  deals  with 
plantations  through  their  agencies,  which  in 
many  cases  represent  quite  a  number  of 
plantations. 

Due  to  the  efforts  of  these  agencies  plan- 
tation accounting  has  been  standardized  to 
a  considerable  degree,  having  due  regard,  of 
course,  to  local  conditions  which  are  often 
peculiar  and  not  tj'pical  of  all  plantations 
as  the  following  quotation  will  show: 

While  in  most  industries  direct  and  indirect 
expenses  or  overhead  expenses  constitute  the 
main  groups  of  costs,  in  the  Hawaiian  sugar  in- 
dustry special  emphasis  must  be  laid  on  the  dis- 
tinction between  labor  and  material.     Of  course. 


the  monthly  trial  balance  sheet  is  arranged  in  the 
customary  manner  and  disregards  this  distinction, 
but  all  accounts  are  first  set  up  in  a  form  that 
shows  the  cost  of  labor  apart  from  all  other  costs. 
Exact  labor  records  are  imperative  not  only  be- 
cause labor  constitutes  the  largest  item  in  the 
cost  of  production,  but  because  the  nature  of  the 
labor  problem  itself  demands  such  information. 

The  accounting  for  leased  lands,  Mr. 
Haenisch  says,  often  presents  quite  a  prob- 
lem, but  the  accounting  for  fee  simple  lands 
presents  no  great  difficulty: 

Leases  in  which  six  or  eight  persons  hold  un- 
divided twenty-fourths  or  fifty-sixths  in  a  few 
acres  of  land,  passing  their  shares  from  one  to 
another  or  to  outsiders  and  drawing  rent  in  ad- 
vance at  different  dates,  may  be  extremes,  but 
prove  the  necessity  of  careful  records.  The 
leasehold  interest  is  generally  capitalized  and 
reduced  annually  by  the  value  of  the  expired 
term. 

The  following  statement  deals  with  the 
property  accounts,  particularly  the  use  of 
what  is  known  in  cost  accounting  as  the 
plant  equipment  or  asset  ledger: 

For  all  additions  to  these  properties,  except 
very  small  ones,  requisitions  are  made  out,  show- 
ing detailed  estimates  of  the  cost  of  the  labor  and 
material  required,  ^^'hile  under  construction 
these  additions  are  kept  under  index  numbers  ia 
an  authorization  account  'ind  upon  completion 
they  are  transferred  to  the  main  account  to 
which  they  apply,  for  example,  mill  machinery 
or  buildings. 

A  detailed  record  for  every  part  of  the  equip- 
ment is  maintained,  showing  its  inventory  value, 
estimated  length  of  life,  residuary  value,  total 
depreciation  to  be  wTitten  off  and  annual  depre- 
ciation. All  new  equipment  is  immediately 
added  to  this  record,  the  combined  total  of  which 
at  all  times  shows  the  book  value  of  the  proper- 
ties. This  is  the  value  shown  on  the  balance 
sheet,  the  decrease  owing  to  depreciation  appear- 
ing among  the  liabilities  as  a  reserve  for  deprecia- 
tion. 

The  balance  sheet  is  supplemented  by  a  table 
showing  book  values  at  the  beginning  of  the  year, 
additions  or  deductions  and  transfers,  book 
values  at  the  end  of  the  year,  accrued  deprecia- 
tion and  net  value  of  all  the  main  groups  of 
properties. 

A  complete  list  of  operating  expense  ac- 
counts is  presented.  Some  interesting  com- 
ments are  made  on  types  of  contracts  let 
for  agricultural  work.     One  of  these  is  the 
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"hoku-pau,"  in  which  a  certain  amount  of 
work  is  considered  a  day's  work,  and  the 
laborer  is  allowed  full  time  when  the  task  is 
completed,  although  it  may  have  taken  him 
but  half  a  day. 

The  most  important  contract  is  the  culti- 
vating contract  which  is  explaLaed.  In  this 
connection  the  accounting  for  the  Esti- 
mated Contract  Labor  account  is  illustrated 
by  journal  entries. 

Most  of  the  cane  in  Hawaii  is  raised  un- 
der the  cultivating  contract  system.  The 
time-keeping,  pay-roll,  field  book,  and 
field-book  summary  accountiag  is  described, 
the  columnar  arrangement  of  the  forms 
being  presented.  The  importance  of  ob- 
taining accurate  knowledge  of  the  cost  of 
each  field  is  emphasized. 

Most  of  the  ledger  accounts  covering  the 
manufacture  and  shipment  of  the  product 
are  mentioned. 

The  remainiag  sections  of  the  paper  deal 
with  indirect  expenses,  maintenance,  ad- 
ministration, fixed  charges,  exhibits,  and 
statements : 

Indirect  expenses  in  the  Hawaiian  Sugar  In- 
dustry claim  a  much  larger  proportion  of  the 
working  capital  and  demand  a  more  elaborate 
accounting  system  than  most  other  industries. 

It  is  interesting  to  note  that: 

Only  raw  sugar  is  manufactured  in  the  Ha- 
waiian mUls,  only  one  plantation  refining  part  of 
its  crop. 

The  monthly  exhibits  are  the  crop  and 
mill  report,  statement  of  expenses,  and  a 
detailed  cost  accoimt  of  each  field.  At  the 
end  of  the  fiscal  year  a  detailed  cost  of  crop 
statement  is  prepared  showing  the  cost  of 
each  operation  per  acre,  per  ton  cane,  and 
per  ton  sugar;  also  the  cost  of  all  accounts 
segregated  to  the  different  crops,  exhibits  of 
sugar  revenues,  marketing  charges,  depre- 
ciation, additions  to  property  accounts,  the 
customary  profit  and  loss  account  and  bal- 
ance sheet,  and  tax  returns,  etc.,  are  pre- 
pared. 

A  verj'  interesting  bonus  sj-stem  is  de- 
scribed. 

A  number  of  technical  terms  used  in  the 
sugar  industry,  such  as,  labor  day,  weir, 
factory  stations,  cane  carrier,  fluming  to  the 
mill,  pre.ss-cake,  and  ratoons,  are  explained. 


Talks  on  Foreign  Corporations.  The  Corpo- 
ration Trust  Company,  37  Wall  Steet,  New 
York  City. 

What  Constitutes  Doing  Business.  The  Cor- 
poration Trust  Company,  37  Wall  Street, 
New  York  City. 

These  two  pamphlets  furnish  a  helpful 
guide  to  corporate  officials  who  are  amazed 
and  perplexed  by  that  old  puzzle  of  con- 
ducting corporation  affairs  in  a  foreign 
state — that  is  in  a  state  other  than  that  of 
the  corporation's  creation.  "Talks  on  For- 
eign Corporations"  consists  of  eight  parts, 
each  taking  up  the  principles  and  decisions 
on  one  special  problem  in  the  field.  The 
first  considers  the  general  basis  of  foreign 
corporations  law,  and  the  nature  of  state 
restrictions  in  general.  Next  we  have  the 
important  point  as  to  whether  "isolated 
transactions  constitute  either  interstate 
or  intrastate  commerce."  The  Supreme 
Court's  dicta  on  interstate  commerce,  and 
the  state  decisions  on  the  definition  of  intra- 
state commerce  give  a  useful  digest  of  the 
main  ideas. 

The  followLag  sections  are  given  to  the 
anah'sis  of  specific  problems : 

Does  the  selling  of  goods  through  travel- 
ing salesmen,  or  the  maintenance  of  an 
oflace,  or  the  process  of  construction  work 
and  the  installation  and  repair  of  machinery, 
or  the  storage  of  goods  in  warehouses,  or 
sales  on  consignment,  or  the  purchase  of 
personal  propertj^  within  a  foreign  state, 
any  or  all  of  these,  constitute  doing  business 
in  the  sense  that  compliance  with  state 
license,  tax,  or  other  restrictions  becomes 
mandatory.' 

The  answers  are  given  in  the  form  of 
the  statute  provisions  and  the  pertinent 
decisions,  pro  and  contra,  on  each  moot 
point. 

The  purpose  of  "What  Constitutes  Doing 
Business"  is  aptly  stated  thus: 

Every  corporation  lawyer  knows  the  predica- 
ment of  the  foreign  corporation  which  is  doing 
business  wthout  authority.  Not  infrequently, 
however,  it  is  difficult  to  determine  just  what  con- 
stitutes doing  business.  There  is  often  a  subtle 
distinction  between  two  transactions — one  of 
which,  in  the  eyes  of  the  law,  may  be  regarded 
as  doing  business.  The  nearest  approach  to  an 
answer  to  this  perplexing  question  is  found  in  the 
increasing  number  of  court  decisions  bearing  on 
the  subject. 
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The  body  of  this  book,  then,  consists  of 
the  more  important  recent  decisions  ar- 
ranged under  state  headings.  Under  each 
state  the  important  principles  determined 
by  the  courts  are  noted  in  bold-face  tj^pe, 
followed  by  a  digest  of  the  case  and  full  cita- 
tions. Lawyers  and  executives  who  seek 
light  on  this  complex  question  will  find  here 
a  convenient  handbook  of  what  has  been 
settled  .  .  .  and  may  guide  themselves 
accordingly. 

On  Buying  and  Using  Print.  By  John  Cotton 
Dana,  Librarian  Public  Library,  Newark,  New 
Jersey.  The  H.  W.  Wilson  Company,  New 
York  City. 

Is  the  American  business  man  ignorant? 
Here  is  an  expert  on  knowledge  who  de- 
clares that  he  is. 

The  reading  and  learning  of  our  best  men  is 
not  up  to  the  reading  and  learning  of  the  best 
men  of  other  countries  ...  so  when  we  have  to 
compete  on  fairly]even  termsVith  older  countries, 
we  are  handicapped  by  our  relative  lack  of  men 
who  have  read  and  studied  widely  and  intensely 
and  learned  much. 

So  the  American  business  man  who  is 
now  face  to  face  with  international  compe- 
tition must  learn  more — or  go  under.  One 
way  to  learn  more  is  by  "the  use  of  print." 
Here  are  60  pages  of  concrete  suggestions  on 
"using  print,"  intended  not  for  the  giant 
corporation  where  there  is  a  great  library, 
but  especially  for  the  business  man  who  is 
beginning  to  want  to  use  print,  and  who 
needs  help  in  organizing  his  special  library. 
The  booklet  contains  not  only  the  theory, 
but  also  many  detailed  hints  of  immediate 
service. 

First,  he  should  learn  to  use  the  com- 
mimity  library,  and  even  ask  for  a  business 
branch  if  the  main  library  is  not  in  the 
business  district.  He  should  study  every- 
thing this  library  can  supply,  and  so  avoid 
the  useless  expense  of  duplicating  what  is 
already  at  his  service  free. 

Next,  for  the  private  business  library, 
Mr.  Dana  is  insistent  on  the  necessity  for 
getting  the  help  of  an  expert  on  print.  He 
is  as  essential  as  an  expert  in  the  laboratory. 
If  the  expert  is  too  expensive,  help  in  buy- 
ing books  can  be  gotten  from  the  public 
library  staff,  or  from  the  state  library  com- 


mission.    The  need  is  put  in  these  plain 
words : 

All  of  business  ways  and  business  knowledge, 
all  of  it,  is  in  print,  and  a  skilled  book  worker  can 
find  it  and  use  it,  and  can  make  it  useful  to  others. 

One  thing  the  expert  will  insist  on  is 
proper  classification  and  indexing.  The 
business  man  must  know  where  to  get  his 
knowledge,  and  cannot  depend  on  some 
office  boy's  memory,  or  even  his  own,  to  tell 
him  where  to  look.  There  are  books  on 
systems  of  indexing  which  help  solve  this 
problem. 

Several  chapters  are  here  devoted  to  the 
handling  of  certain  classes  of  material, 
beginning  with  reference  books — books  like 
a  gazetteer  which  at  a  cost  of  $5  earns  50 
times  its  cost  per  year.  Great  is  the  dic- 
tionary, chants  Mr.  Dana,  and  shows  how 
an  advertising  article  on  shoestrings  can  be 
made  up  out  of  the  dictionary  alone.  On 
business  and  trade  journals,  there  is  an 
excellent  paragraph: 

Get  a  print  expert,  let  him  make  himself  a 
living  dictionary  of  your  business;  make  him 
explore  daily  the  world's  print  and  bring  to  you 
out  of  it,  closely  condensed,  the  facts  and  opin- 
ions that  will  help  you,  your  department  heads, 
and  your  specialists  and  your  technical  men. 

How  to  secure  valuable  pamphlets,  and 
how  to  index  them,  pass  them  along  to 
those  who  need  them,  and  finally,  how  to 
store  them  for  the  future  furnishes  the  text 
for  a  fine  section.  Perhaps  the  most  in- 
tensely practical  chapter  is  on  the  use  and 
moimting  and  preservation  of  maps  and 
graphics.  These  are  great  conservers  of 
time  for  they  give  their  knowledge  at  a 
glance.  This  advice  alone  is  justification 
for  Mr.  Dana's  booklet. 

The  remaining  chapters  take  up  the 
kinds  of  print  most  useful  to  various 
branches  of  a  business,  including  Organiza- 
tion and  Administration;  Office  Manage- 
ment; Employment;  Accounting  Depart- 
ment; Correspondence;  Advertising;  Credit; 
Purchasing;  and  lastly  that  concerned  with 
Capital  and  Labor.  Each  lists  special  pub- 
lications and  journals  of  greatest  usefulness. 
Here  it  may  be  a  service  to  add  that  a 
volume  "2400  Business  Books  and  Guide 
to  Business  Literature"  has  been  compiled 
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by  the  moving  spirits  of  the  Business 
Branch  in  the  Newark  Public  Library, 
Linda  H.  Morley  and  Adelaide  C.  Knight, 
published  also  by  H.  W.  Wilson,  New  York 
City.  This  furnishes  an  ample  supplement 
to  Mr.  Dana's  generalization. 

Space  forbids  any  synopsis  of  all  the 
plain  common-sense  directions  in  this 
pamphlet;  but  they  are  there,  and  make  up 
a  system  for  organizing  a  successful  busi- 
ness library.  No  one  who  realizes  that 
business  in  America  cannot  remain  ignorant 
and  survive  shoiJd  fail  to  read  this  stimu- 
lating manual. 

Formulation  of  a  Financial  Budget.  James  O. 
McKinsey,  Chamber  of  Commerce,  Boston, 
Massachusetts. 

All  those  who  read  in  Administration 
that  series  of  articles  on  Budgetary  Control 
by  McKinsey — published  during  1921 — 
will  want  to  have  this  pamphlet  which  is 
devoted  exclusively  to  the  formation  of  the 
budget  for  general  business  and  does  not 
take  up  either  state  or  national  budget 
systems. 

This  pamphlet  is  an  address  which  Mr. 
McKinsey  gave  before  members  and  guests 
of  the  Committee  on  Business  and  Finance 
of  the  Bureau  of  Commercial  and  Industrial 
Affairs,    Boston    Chamber   of   Commerce. 

The  relation  between  the  budget  and 
management  is  pointed  out  by  Mr.  Mc- 
Kinsey as  follows: 

The  responsibility  for  the  administration  of  a 
business  is  imposed  on  its  chief  executive  who  is 
usually  the  president.  In  a  small  business  the 
president  may  supervise  and  direct  all  the  ad- 
ministrative functions  of  the  business.  In  a 
business  of  any  considerable  size,  it  is  impossible 
for  the  executive  head  actively  to  direct,  much 
less  actively  perform,  the  work  necessary  for 
its  administration.  Other  officers  must  there- 
fore be  employed  who  will  assist  in  the  formula- 
tion and  execution  of  business.  The  number  of 
such  officers  who  may  be  employed  and  the 
duties  which  they  may  perform  will  depend  to 
a  considerable  extent  on  the  nature  of  the  opera- 
tions and  consequently  on  the  functions  of  the 
business. 

As  to  the  relation  of  the  departmental 
budget  to  the  financial  budget  he  says: 


Sometimes  the  financial  budget  is  wrongly 
regarded  as  a  departmental  budget.  This  is 
clearly  erroneous.  It  is  not  a  budget  of  the 
treasurer's  department,  but  a  combination  of  all 
the  departments.  As  a  consequence,  a  financial 
budget  can  only  be  prepared  after  all  the  de- 
partmental budgets  have  been  completed.  This 
should  be  obvious  since  the  financial  budget 
must  state  the  funds  which  are  needed  to  finance 
all  the  activities  of  the  business  and  these  ac- 
tivities are  stated  in  the  departmental  budgets. 
In  the  past,  some  business  firms  have  attempted 
to  make  a  financial  budget  without  making 
careful  departmental  budgets. 

The  following  incident  is  worth  quoting 
in  concluding  this  review: 

Some  three  years  ago,  I  was  requested  by  the 
president  of  a  company  to  investigate  their  ac- 
counting and  reporting  methods.  When  I  vis- 
ited the  controller  of  this  company,  he  informed 
me  that  the  accounting  records  were  entirely 
satisfactory,  the  reports  of  the  company  very 
complete,  and  he  saw  no  need  for  my  services. 
In  fact,  to  prove  his  assertions,  he  presented  a 
report  of  a  weU-known  firm  of  public  accountants 
and  pointed  to  the  paragraphs  in  this  report 
which  strongly  commended  the  accounting 
methods  of  the  organization.  He  stated  that  this 
firm  of  accountants  had  been  paid  quite  a  large 
fee  in  order  to  certify  that  what  he  had  done  was 
correct,  as  he  knew  in  the  beginning  that  it  was. 
He  then  stated  that  he  supposed  my  purpose  in 
coming  was  to  check  up  to  see  if  what  the  ac- 
countants had  said  was  true. 

Not  receiving  much  satisfaction  from  the  con- 
troller, I  wandered  on  to  visit  the  purchasing 
agent  of  the  company.  After  some  conversation 
he  stated  that  his  chief  difficulty  was  due  to  the 
fact  that  he  never  knew  in  advance  the  amount 
of  materials  which  would  be  needed  by  the  or- 
ganization. As  an  illustration,  he  stated  that  a 
few  days  previous  he  noticed  some  workmen  en- 
gaged in  remodeling  certain  buildings,  and  upon 
inquiring  from  them  the  amount  of  materials  they 
would  need,  he  found  that  he  had  only  a  small 
part  of  these  materials  on  hand.  Consequently 
he  had  to  arrange  to  purchase  the  additional 
materials  quickly.  Since  this  was  during  the 
war  period,  he  had  some  difficulty  in  getting 
them,  had  to  purchase  them  in  small  lots,  and 
consequently  had  to  pay  some  $3000  more  for 
them  than  he  estimated  he  could  have  secured 
them  for  if  he  had  known  in  advance  that  they 
would  be  needed  and  could  have  purchased 
them  in  bulk. 
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IN  THIS  ISSUE 

The  siiis  of  omission  on  the  part  of  Ad- 
viinistration  have  doubtless  been  many: 
those  of  commission,  the  editor  hopes,  have 
been  few.  Limitations  of  space  have  often 
prevented  publication  of  several  articles 
that  possessed  genuine  merit.  For  this 
reason  the  editor  has  never  wasted  space 
with  "blurbs"  of  fulsome  praise  about 
what  Administration  was  going  to  do. 
The  letters  of  praise  from  subscribers  have, 
of  course,  pleased  the  editor,  but  they  have 
not  been  more  welcome  than  comments  of 
criticism.  On  the  whole,  the  latter  have 
been  the  more  helpful.  Like  industrial 
plants,  AdminiMration  has  a  suggestion 
box  and  invites  contributions  from  sub- 
scribers. 

One  subscriber  thought  that  Administra- 
tion would  be  more  helpful  if  it  contained 
something  more  than  a  mere  table  of  con- 
tents or  menu  card.  He  remarked  in- 
cidentally that  he  often  asked  about  the 
items  listed  on  the  menu  card  so  that  he 
could  know  something  about  dishes 
served  under  French  names.  He  thought 
that  if  the  editor  would  be  willing  to  chat  a 
little  about  the  contents  of  the  table  he 
could  turn  at  once  to  the  articles  of  im- 
mediate interest. 

Unquestionably,  the  matter  attracting 
the  attention  of  executives  is  the  income 
tax.  For  this  reason  the  articles  by  M.  E. 
Prager  on  "Capital  Assets,  Capital  Gains 
and  Losses  Under  the  Revenue  Law  of 
1921,"  and  "Treasury  Regulations  Relating 
to  Inventories."  by  Frank  Lowson,  have  a 
timely  value  if  read  immediately. 

At  the  beginning  of  the  fiscal  year  in- 
ventories and  costs  are  puzzling  the  minds 
of  many  executives.  To  aid  in  the  solution 
of  some  of  the  problems  of  the  former, 
Administration  publishes  this  month  "In- 
ventory Valuations"  by  W.  A.  Paton, 
Professor  of  Accounting  at  the  University 
of  Michigan.  Obviously,  the  matter  of 
inventory  valuation  can  not  be  thoroughly 
treated  in  a  magazine  article.  Conse- 
quently, Professor  Paton  confines  his 
discussion  to  the  pricing  of  the  inventory. 
S 


Attention  is  directed  to  the  devices  for 
pricing  stock  on  hand  and  an  attempt  is 
made  to  indicate  the  extent  to  which  each 
has  application. 

Closely  associated  with  the  matter  of 
inventory  is  the  yield  on  plant  investment, 
a  subject  discussed  in  tliis  issue  by  Thomas 
B.  G.  Henderson,  member  of  the  firm  of 
Lybrand,  Ross  Brothers  and  Montgomery. 

Industrial  relations  have,  during  the 
recent  period  of  unemployment,  attracted 
little  attention.  Yet  the  problem  of 
human  relations  is  one  that  is  ever  present 
with  the  executive.  Roughly  speaking, 
human  relations  can  be  approached  either 
from  the  viewpoint  of  the  office  or  from 
that  of  the  factory.  William  W.  Mc- 
Clench,  President  of  The  Massachusetts 
Mutual  Life  Insurance  Company  in  "Good 
Industrial  Relations  in  the  Office"  shows 
how  good  industrial  relations  are  good 
business  relations.  A.  M.  Sakolski  out- 
lines one  way  of  co-operating  with  employees 
to  promote  thrift,  not  only  during  a  special 
week  but  throughout  the  entire  fiscal 
year.  Henry  C.  Link  combines  both  points 
of  view  in  his  contribution,  "The  Creation 
of  Interest  and  Good-w  ill  Through  General 
Education  in  Industry." 

The  executive  glancing  at  a  mere  table 
of  contents  might  think  that  the  article  on 
"Costs  and  Accounting  Methods  in  a 
Packing  Industry"  would  have  little  prac- 
tical value  for  him  unless  he  were  engaged 
in  that  line  of  work.  But  James  H.  Bliss 
of  the  Accounting  Department  of  Swift 
and  Company  in  discussing  that  subject 
shows  conclusivelj'  that  his  method  of  cost 
figuring  is  applicable  to  all  businesses 
having  ordinary  manufacturing  processes 
such  as : 

The  manufacturing  of  automobiles 
The  manufacture  of  soap 
The  manufacture  of  foundry  products 
The  manufacture  of  furniture,  etc. 

Another  accounting  article  of  general 
interest  in  spite  of  its  title  is  "Fixed  Prop- 
erty Accounting"  by  Anthony  B.  Manning. 
This  instalment,  the  tliird  of  his  series,  was 
omitted    last    month    on    account    of    the 
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strike  of  the  photo-engravers.  The  series 
will  be  concluded  next  month. 

Closely  associated  w4th  the  matter  of 
costs  is  that  of  the  selling  price.  The 
question,  "On  ^^^lat  Should  the  Selling 
Price  Be  Based.'"  has  four  answers  which 
are  given  in  this  issue  by  G.  W.  Greenwood, 
the  Treasurer  of  The  United  Refactories 
Company,  Dunbar,  Pennsylvania.  The 
selling  price  has  a  very  close  relation  to 
railroad  rates.  As  these  rates  are  being 
readjusted,  the  editor  has  requested  D.  L. 
Taylor,  Traffic  Manager  of  Lock  wood, 
Greene  and  Company,  Boston,  Massachu- 
setts, to  give  his  views  about  "The  Effect 
of  Railroad  Readjustment  Upon  American 
Industry." 

Though  published  in  the  department. 
Problems  for  the  Business  Executive, 
"Seeking  City  Markets  for  a  Country 
Product"  by  Gayle  Aiken  shoidd  not  be 
overlooked  at  a  time  when  the  marketing 
problem  is  so  acute.  To  supplement 
articles  on  sales  another  contribution  in  the 
Problem  Section  will  be  read  with  interest. 
This  contribution  takes  up  the  effect  of 
burden  rate  on  sales  and  manufacturing 
programs  and  is  from  the  pen  of  Nathaniel 
Burleigh,  Professor  of  Business  Organiza- 
tion and  Management  in  the  Amos  Tuck 
School  of  Administration  and  Finance  at 
Dartmouth  College. 

Books  suitable  for  the  executive's  shelf 
take  up  such  subjects  as  "Outlines  of 
Public  Finance,"  "Elementary Economics," 
"America  Versus  Europe  in  Industrjs" 
"Industrial  Fatigue  and  Efficiency,"  "Fun- 
damentals of  Accounting,"  "Human  Fac- 
tor in  Business,"  "How  to  Run  a  Store," 
"Economics  for  the  Accountant,"  etc. 
These  books  make  excellent  collateral  read- 
ing for  those  interested  in  business  analj'- 
sis  and  control.  Each  reviewer  has  been 
selected  because  of  his  ability  to  speak 
with  authority  on  the  matters  considered 
in  the  books. 

SYIVIBOLS 

It  was  not  the  purpose  of  the  article  last 
month  by  Mr.  Farnham  to  start  a  contro- 
versy on  the  relative  merits  of  the  various 
sj'stems  of  symbolization,  but  rather  to 
show  specifically  and  in  detaU  how  some 


system  of  symbolization  which  permits 
analysis  of  expenditures  to  the  extreme 
limit,  when  desirable,  aids  in  administrative 
and  in  executive  control.  The  same  thing 
can  be  done  by  means  of  the  Dewey  system 
or  with  the  Taylor  ]\Inemonic  system.  (See 
Transactions  of  Taylor  Society,  July,  1916.) 
Each  system  has  certain  peculiar  virtues 
which  Mr.  Farnham  did  not  discuss  in  his 
article,  "Symbolization  of  Expenditures  as 
an  Aid  to  Executive  Control." 

Incidentally,  it  may  be  of  interest  to 
know  that  the  system  he  used  to  illustrate 
his  points  - —  which  is  an  attempt  to  secure 
the  advantages  of  several  systems — was 
adapted  to  the  use  of  tabulating  machines 
by  one  of  the  large  computing  and  tabulat- 
ing companies.  Mr.  Farnham  was,  how- 
ever, advocating  no  particular  symboliza- 
tion system,  but  as  has  been  said,  the 
adoption  of  some  simple  and  logical  system 
permitting  as  extreme  analysis  as  each 
individual  situation  justifies  and  the  use  of 
the  facts  thus  brought  to  light  to  operate 
the  business  with  the  highest  possible  degree 
of  effectiveness. 

SERMON  TO  SALESMEN 

Mark  Twain's  "Sermon  to  Salesmen" 
is  printed  in  Beardslee  Talks  house-organ 
of  the  Beardslee  Chandelier  Manufacturing 
Company.  So  true  to  point  is  this  ser- 
mon, even  though  it  has  the  Twain  exag- 
geration, that  it  is  reprinted  here.  Mr. 
Twain  said: 

The  pastor  was  the  most  eloquent  orator  I 
ever  listened  to.  He  painted  the  benighted 
condition  of  the  heathen  so  clearly  that  my 
deepest  compassion  was  aroused  and  I  resolved 
to  break  a  life-long  habit  and  contribute  a  dollar 
to  teach  the  gospel.  As  the  speaker  continued 
I  decided  to  give  five  dollars,  and  then  ten. 
Finally,  I  knew  it  would  be  my  duty  to  give  all 
the  cash  I  had  with  me — $20.  The  pleadings  of 
the  orator  -wTOUght  upon  me  still  further  and  I 
decided  to  borrow  $20  from  my  friend  in  the 
next  pew  and  give  him  that  also. 

That  was  the  time  to  take  up  the  collection. 

However,  the  speaker  proceeded  and  I  grad- 
ually lost  interest  and  dropped  off  into  a  sweet 
slumber.  ^Mien  the  usher  woke  me  up  by  prod- 
ding me  in  the  ribs  with  the  collection  plate  I 
not  only  refused  to  contribute  but  I  am  ashamed 
to  state,  I  stole  15  cents  from  the  plate. 
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The  moral  Beardslee  Talks  draws  from 
this  fable  is  this:  "Wien  you  have  made 
your  sale,  stop  talking." 

CLEAN-UP  CAMPAIGN 

Cleanliness  reports  and  plant  efficiency 
figures  continue  to  be  published  openly  in 
The  Broke  Hustler,  house-organ  of  the 
Abitibi  Power  and  Paper  Company.  These 
reports  are  dated  and  tabulated.  Under 
cleanliness  report  the  tabulation  is  ar- 
ranged as  follows : 

Department 

Material 

Dirt 

Total 

The  basis  or  the  perfection  point  is  100 
per  cent.  Under  "Department"  are  listed 
the  various  rooms  and  departments  with 
their  averages.  On  the  opposite  side  of 
the  sheet  are  listed  these  same  departments 
with  percentage  of  efficiency  in  operations. 

The  result  is  obvious  at  a  glance.  As  a 
stimulant  for  healthy  competition  the  two 
statistical  reports  have  an  exceedingly 
healthy  efifect. 

BUSINESS  MUSIC 

What  is  the  practical  value  of  the  house- 
organ?  Putting  it  Over,  house-organ  of  the 
Hood  Printing  Company  believes  that  if 
more  business  houses  realized  the  value  of 
the  house-organ  there  would  be  many  more 
published. 

To  substantiate  his  belief  the  editor 
quotes  the  case  of  a  Philadelphia  concern 
which  increased  its  business  from  $350,000 
a  year  to  $6,000,000  a  year,  in  a  little  over 
10  years,  and  wliich  give  much  of  the  credit 
for  this  increase  to  its  house-organ. 

The  editor  quotes  the  company  as  follows : 

In  nine  years  it  reduced  the  cost  of  obtaining 
inquiries  through  advertising  90  per  cent. 

It  reduced  the  cost  of  general  publicity  50 
per  cent. 

It  reduced  the  cost  of  obtaining  the  first  order 
95  per  cent. 

It  has  created  a  better  feeling  of  confidence 
between  the  company  and  its  employees  and  its 
customers. 

It  has  quadrupled  the  borrowing  capacity  of 
and  created  increased  confidence  in  the  company 
on  the  part  of  the  banks. 


LABOR  BULLETINS 

The  Department  of  Labor  of  the  State 
of  New  York  has  published  a  number  of 
pamphlets  that  could  be  read  to  advantage 
by  executives.  Some  official  bulletins,  while 
devoted  to  special  industries,  contain  sug- 
gestions about  various  phases  of  control. 

The  following  pamphlets  are  available 
for  public  distribution  and  may  be  obtained 
upon  application  to  the  Industrial  Com- 
missioner of  New  York  State,  Department 
of  Labor,  Albany,  N.  Y.,  or  124  East  28 
Street,  New  York  City: 

Government  Labor  Reports,  October,  1913,  to 
May,  1915  (29  pages). 

Idleness  of  Organized  Wage-Earners  in  the 
First  Half  of  1915  (14  pages). 

Statistics  of  Trade  Unions  in  1914  (146  pages). 

Industrial  Accident  Prevention  (54  pages). 

Anthrax  (22  pages). 

Fatal  Accidents  Due  to  Falls  in  BuUding  Work 
(26  pages). 

Hoods  for  Removing  Dust,  Fumes  and  Gases 
(22  pages). 

Dangers  in  Manufacture  of  Paris  Green  (15 
pages). 

Employment  in  New  York  State,  1904-1916 
(50  pages). 

Dangers  in  the  Manufacture  and  Industrial 
Uses  of  Wood  Alcohol  (18  pages). 

Court  Decisions  on  Compensation  Law  (394 


New  York  Labor  Laws  Enacted  in  1918  (71 


Health  Hazards  of  Cloth  Sponging  Industry 
(24  pages) . 

Simple  and  Inexpensive  Respirator  for  Dust 
(10  pages). 

Plan  for  Shop  Safety  and  Health  Organization 
(32  pages). 

Weekly  Earnings  of  Women  in  Five  Industries 
(21  pages). 

Industrial  Replacement  of  Men  by  Women 
(69  pages). 

New  York  Labor  Laws  Enacted  in  1919  (72 


Court  Decisions  on  Compensation  Law  (402 
pages). 

Health  Hazards  of  Chemical  Industry  (69 
pages). 

Court  Decisions  on  Compensation  Law  (278 
pages). 

Court  Decisions  on  Compensation  Law  (113 
pages). 

New  York  Labor  Laws  enacted  in  1920  (93 
pages). 

The  Telephone  Industry  (95  pages). 
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Asphyxiation  in  Garages  (23  pages) . 

Devices  for  Sanitary  Control  of  Material 
Disengaged  in  Industrial  Processes  (31  pages). 

Court  Decisions  on  Labor  Law  and  Industrial 
Disputes  (200  pages). 

Industrial  Posture  and  Seating  (56  pages). 

Some  of  these  bulletias  have  abeady 
been  reviewed  in  Administration. 

HANDLING  OFFICE  CALLERS 

TMien  one  executive  calls  on  another,  he 
likes  to  have  prompt  attention.  He  hates 
to  wait  in  the  outer  office  "warming  up" 
the  rest  bench.  And  ten  chances  to  one 
his  time  is  as  valuable  as  the  man  on  whom 
he  is  calling.  Realizing  this,  one  nationally 
known  concern  decided  to  systematize  its 
methods  for  handhng  office  callers. 

Of  course,  it  was  practically  impossible 
to  see  everybody  and  anybody  the  minute 
he  poked  his  head  inside  the  door.  Ob- 
viously, something  must  be  done  to  educate 
him  in  line  with  the  company's  policy. 
And  so  the  first  step  was  to  get  up  a  little 
leaflet,  folded  once,  styled  on  the  front 
cover:  "AMiy  We  Try  Not  to  Keep  You 
Waiting."  If  for  any  reason  the  party 
desired  could  not  be  seen  immediately,  the 
telephone  girl  would  hand  the  caller  the 
leaflet.  Naturally,  he  would  proceed  to 
read  it. 

This  leaflet  explained  that  the  company 
realized  his  time  was  valuable,  but  that  in 
order  to  conserve  his  own  time  as  well  as 
that  of  company  executives,  it  would  be 
ad\'isable  for  him  to  make  an  appointment 
in  the  future.  This  would  assure  prompt 
attention.  Would  he  ask  the  telephone  girl 
to  make  an  appointment  now  and  then 
come  back.'  This  worked.  The  girl  would 
telephone  in  the  name  of  the  visitor,  state 
his  business,  and  the  executive  called  for 
could  either  see  him  right  away  if  he  wanted 
to,  or  fix  a  convenient  time  on  his  own 
schedule  later. 

The  leaflet  also  explained  the  most  con- 
venient cafling  hours  in  case  it  was  not 
practicable  to  make  an  appointment  in 
advance,  but  pointed  out  that  if  for  some 
reason  or  other  the  desired  executive  was 
busy  it  would  not  be  e.xpected  that  any 
preference  would  be  given,  even  if  asked  for. 

In    order   to   facilitate    interdepartment 


conferences,  as  well  as  expediting  the  work 
of  receiving  and  interviewing  callers,  all 
department  heads  were  placed  in  contiguous 
offices  regardless  of  the  location  of  their 
respective  departments.  Contrary  to  the 
view  advanced  at  the  time  the  suggestion 
was  up  for  consideration,  such  removal  did 
not  interfere  with  the  proper  administration 
of  the  department  and,  in  fact,  improved 
the  prestige  of  the  department  head. 

A  Visitor's  Information  Board  was  also 
placed  on  the  wall  in  back  of  the  rest  bench 
and  chairs,  which  told  the  caUer  at  a  glance 
whether  the  desired  executive  was  in  or  out 
of  the  office.  If  the  telephone  girl  was  busy 
when  he  entered  he  could  thus  tell  in  a 
moment,  without  waiting,  whether  or  not 
the  man  he  wanted  to  see  was  in  or  out. 

The  girl  at  the  phone  also  had  her  stand- 
ing instructions.  She  was  encouraged  to  be 
polite,  courteous,  tactful,  and  obliging  to 
any  and  all  visitors,  regardless  of  personal 
appearances.  She  was  warned  that  gum- 
chewing,  temperament,  surliness,  and  other 
evil  habits  were  not  carried  on  the  pay-roll 
of  the  company,  but  that  a  cheerful  smile 
and  an  air  of  sympathy  would  be  reflected 
in  her  pay  check. 

ETHICAL  ADVERTISING 

Dear  Mr.  Lee: 

At  the  recent  Washington  meeting  of 
The  American  Institute  of  Accountants  the 
subject  of  advertising  was  discussed  at 
length,  resulting  in  the  adoption  of  the  fol- 
lowing resolution  by  a  vote  of  150  to  68: 
Resowt;d: 

That  the  committee's  report  be  approved  and 
that  it  is  the  sense  of  this  meeting  that  the  publi- 
cation or  circulation  of  ordinary  simple  business 
cards,  being  a  matter  of  personal  taste  or  custom 
and  convenience,  is  not  improper,  but  solicitation 
of  business  by  circulars  or  advertisements  or  by 
personal  communications  or  interviews,  not  war- 
ranted by  personal  relations,  is  unprofessional 
and  should  not  \ie  permitted.  It  is  desirable 
that  the  publication  of  books  and  articles  on 
accountancy  subjects  should  be  encouraged  to 
the  fullest  extent  but  care  should  be  taken  that 
such  publications  do  not  contain  self-laudatory 
expressions.  If  it  deems  it  necessary  the  council 
is  authorized  to  formulate  rules  for  the  guidance 
of  the  members  to  the  end  that  a  high  standard 
of  professional  ethics  and  conduct  shall  be 
maintained. 
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It  is  to  be  regretted  that  all  public 
accountants  are  not  members  of  the  Insti- 
tute, in  which  case  it  would  be  a  compara- 
tively simple  matter  to  formulate  and  en- 
force rules  for  the  guidance  of  all  members 
of  the  accountancy  profession. 

It  is  evident  that  the  promidgation  of 
rules,  such  as  are  referred  to  in  the  resolu- 
tion quoted,  will  have  but  slight  deterrent 
eflFect  unless  penalties  are  imposed  for  their 
violation. 

Some  of  the  advertisements  which  the 
committee  assembled  in  its  report  furnished 
splendid  illustrations  of  what  should  be 
avoided,  but  there  is  considerable  force  to 
the  arguments  of  those  who  favor  conserva- 
tive advertising  by  public  accountants. 

In  The  Journal  of  Accountancy  for  No- 
vember, lOSl,  there  is  an  editorial  entitled 
"Proper  Publicity"  which  contains  the 
following : 

Now  that  the  American  Institute  of  Account- 
ants has  gone  officially  on  record  as  opposed  to 
professional  advertising,  the  question  may  be 
regarded  as  settled  so  far  as  personal  advertising 
is  concerned  in  the  case  of  a  professional  man  or 


Until  such  time  as  the  expressed  opinions 
of  the  Institute  have  somewhat  the  same 
binding  force  as  legislative  acts  there  will 
be  found  professional  accountants  who  will 
feel  that  the  question  of  advertising  is  a 
personal  matter. 

A  number  of  firms  of  public  accountants 
advertise  persistently  and  they  are  credited 
with  doing  a  large  and  lucrative  business. 
While  it  may  be  said  that  advertising  by 
accountants  is  unethical,  the  probabilities 
are  that  such  effort  has  brought  the  value 
of  accountants'  ser\'ices  to  the  attention 
of  a  greater  number  of  persons,  and  has 
contributed  to  the  securing  of  more  con- 
tracts for  such  ser\4ces  in  a  shorter  period 
of  time  than  would  otherwise  have  been 
the  case. 

In  this  connection  there  is  submitted  a 
further  quotation  from  the  editorial  referred 
to: 

There  b  apparently,  however,  a  feeling  that 
there  should  be  something  in  the  way  of  educa- 
tional propaganda  designed  to  explain  to  the 
public  what  accounting  is,  does  and  may  do  for 
better  business  and  improvement  generally. 


which  conveys  the  idea,  by  implication  at 
least,  that  so  far  as  service  to  the  business 
community  is  concerned,  the  discontinu- 
ance of  individual  advertising  is  a  retro- 
grade movement,  unless  a  general  educa- 
tional campaign  is  substituted  therefor. 

The  volume  of  professional  practice  of 
all  lawyers  and  doctors  could  not  be  materi- 
ally increased  by  advertising,  but  this  is  not 
the  case  with  professional  accountants. 
Until  such  time  as  audits  of  corporation, 
firm,  and  mimicipal  accounts  are  made  com- 
pulsory by  law  there  will  exist  a  need  for 
publicity  which  will  inform  the  public  of 
the  value  of  their  services. 

Admitting  the  validity  of  the  reasoning 
that  lawyers  and  accountants  stand  on  the 
same  professional  plane  with  respect  to 
advertising,  attention  is  invited  to  the 
activities  of  the  committee  on  Professional 
Ethics  of  that  very  virile  organization — the 
New  York  County  Lawyers'  Association. 

The  sections  of  its  by-laws  relating  to 
Professional  Ethics  are  considered  of  suffi- 
cient importance  to  be  quoted  in  full. 

Ahticle  XM; 

Committee  on  Professional  Ethics 

Section  1.  It  shall  be  the  duty  of  this  Com- 
mittee to  take  original  action  or  to  co-operate 
■with  the  American  Bar  Association  and  other 
associations  of  lawj-ers  iu  the  United  States  in  all 
matters  tending  to  the  elevation  of  the  standard 
of  professional  honor  and  conduct,  and  it  shall 
also  be  the  duty  of  this  Committee  to  examine 
into  and  investigate  any  practice  and  method  of 
procuring  or  transacting  business  by  lawyers 
which  may  be  regarded  as  prejudicial  to  the 
welfare  of  the  profession,  or  of  the  community, 
and  to  report  to  the  Directors,  who  shall  take 
such  action  thereon  as  they  may  deem  proper. 

Section  2.  This  Committee  shall  be  empowered 
to  prepare  or  cause  to  be  prepared  articles  or 
treatises  upon  subjects  relating  to  professional 
ethics,  and,  with  the  approval  of  the  Directors, 
to  publish  the  same  through  the  Committee  on 
Library  and  Publication. 

Section  3.  This  Committee  shall  be  empow- 
ered, when  consulted,  to  advise  inquirers  respect- 
ing questions  of  proper  professional  conduct, 
reporting  its  action  to  the  Directors  from  time  to 
time. 

The  annual  report  of  this  committee 
(Year  Book,  1921,  pages  115-143)  evidences 
both  a  willingness  and  the  ability  to  cope 
with  subjects  which  are  just  as  difficult  of 
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solution  to  the  legal  profession  as  the  ques- 
tion of  advertising  is  to  the  aceoimtaney 
profession. 

Incidentally,  the  question  of  advertising 
bj^  lawyers  has  been  brought  before  this 
committee  and  acted  upon  by  it  as  follows : 

195.  Question:  In  the  opinion  of  the  Commit- 
tee is  there  any  impropriety  in  a  lawj'er,  who  has 
made  a  specialty  of  Income  tax  matters,  adver- 
tising a  card  in  daUy  and  trade  papers  in  the 
following  form: 

John  Smith 

iNCOirE  Tax  Consultant 

(Address) 

Answer:  In  the  opinion  of  the  Committee  there 
is  no  impropriety  in  the  publication  of  the  card, 
nor  in  its  omission  to  state  that  the  advertiser 
is  a  laTN-j-er.  The  Committee  regards  such  publi- 
cation as  a  matter  of  personal  taste. 

Very  recently  the  governing  committee  of 
the  New  York  Stock  Exchange  took  action 
which  will  permit  member  firms  to  adopt 
a  more  liberal  policy  in  their  advertising 
methods,  but  the  Business  Conduct  Com- 
mittee of  the  exchange  will  continue  to 
exercise  supervision  over  the  form  of  the 
pubhcity. 

The  resolution,  which  supersedes  one 
passed  in  1916,  reads  as  follows: 

That  no  member  of  the  exchange  nor  any  firm 
represented  thereon  shall  publish  any  advertise- 
ment unless  either  it  is  in  a  general  form  that  has 
been  approved  by  the  conmiittee  on  business 
conduct  or  it  has  been  submitted  to  said  com- 
mittee and  approved  by  it. 

With  the  recorded  experience  of  the  New 
York  County  Lawj-ers'  Association  and  the 
New  York  Stock  Exchange  available  as 
guides  it  should  not  be  a  difficult  matter  for 
the  members  of  the  Council  of  the  American 
Institute  of  Accountants  to  formulate  rules 
which  would  be  determinative  of  the  ques- 
tions involved  and  resiJt  in  exemplary  pro- 
fessional conduct  on  the  part  of  affiliated 
accountants  and,  ultimately,  to  bring 
within  its  scope  all  professional  accountants 
throughout  the  United  States. 

Closely  allied  to  the  subject  of  advertising 
by  public  accountants  is  the  advertising  of 
accountancy  schools.  Advertisements  of 
these  are  to  be  found  in  the  daily  press  and 
in  the  magazines,  some  of  them  containing 
statements  which  are  little  short  of  mis- 
representations.    Many  persons  possessing 


no  special  aptitude  for  tlie  profession  of 
accountancy  spend  their  time  and  money  in 
an  effort  to  become  what  the  advertise- 
ments style  "expert  accountants  —  earning 
from  $3,000  to  $10,000  a  year." 

If  the  Institute  is  to  perform  its  full  duty 
it  should  not  hesitate  to  condemn  every 
form  of  advertising  which  detracts  from  the 
dignity  of  the  accountancy  profession. 

If  advertising  is  to  be  permitted,  the  gen- 
eral form  and  contents  of  acceptable  adver- 
tisements should  be  stated  by  the  Council, 
and  communicated  to  members  and  others, 
in  order  that  infractions  of  the  rules  may 
be  reduced  to  a  minimum. 

The  following,  from  a  late  bulletin  of  a 
prominent  firm  of  Certified  Public  Account- 
ants states  very  conservatively  the  manner 
in  which  accountancy  engagements  may  be 
obtained  ethically: 

The  professional  man  Is  expected  to  make  him- 
self known.  The  establishment  of  acquaintance 
which  comes  through  getting  about  and  mixing  in 
the  business  and  social  world  is  eminently  proper. 
The  achievement  of  that  psychological  status 
which  grows  out  of  frequent  and  intimate  meeting 
with  men  of  affairs  is  nothing  upon  which  to 
frown.  Dignified,  genteel,  and  diplomatic  con- 
tact mth  prospective  or  potential  chents  may 
not  be  regarded  as  unethical. 

It  will  be  probably  conceded  that  the 
most  effective  way  to  secure  chents  is  to 
render  helpful  serN-ice  and  to  combine  this 
with  fees  which  are  not  excessive.  It  is 
almost  a  truism  to  state  that  if  an  account- 
ant is  highly  skilled  technically  and  con- 
ducts his  office  on  a  high  plane  of  profes- 
sional dignity,  his  future  is  assured. 

INIany  accountants  are  entering  upon  the 
practice  of  professional  accountancy  with- 
out the  necessarj'  practical  training.  Study 
wUl  be  of  material  help  but  only  an  extended 
experience  will  give  one  that  intimate 
knowledge  of  accounts  which  makes  pro- 
fessional accountants  of  the  highest  tj^De. 

To  such  men,  the  question  of  advertising 
will  be  only  an  academic  one,  since  their 
reputations  will  always  precede  them,  either 
as  employees  or  principals,  and  contribute 
to  their  ultimate  success. 
Very  truly  yours, 

Robert  Atkins, 
Gl  Broadway,  R.  G.  Rankin  &  Co. 

New  York  Citj'.      Accountants  &  Auditors. 
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COST  PERIODS 

The  following  question  received  from  one 
of  our  subscribers  was  referred  to  the  Re- 
search Department  of  the  National  Associa- 
tion of  Cost  Accountants  through  a  member 
of  the  association: 

I  find  from  reading  some  of  the  books 
and  articles  on  cost  accounting  that  there  is 
a  difference  of  opinion  on  the  question  of  the 
value  of  cost  periods  of  four  weeks,  rather  than 
a  month. 

Will  you  please  inform  me  how  general  is  its 
adoption  and  whether  or  not  the  idea  is  gaining 
in  favor?  Under  what  conditions  is  it  used  to 
the  best  advantage?  If  it  is  adopted,  should  it 
be  adopted  throughout  the  entire  accounting 
system  of  the  company?  In  general,  do  you 
think  its  advantages  outweigh  its  disadvantages? 

The  material  in  answer  to  the  question 
is  based  upon  information  secured  by  the 
Research  Department  from  members  of  the 
association  and  upon  information  in  the  files 
of  the  department. 

It  should  be  borne  in  mind  that  the  only 
way  in  which  one  could  determine  absolutely 
whether  the  calendar  period  is  used  more 
than  the  four -week  period  as  the  "cost 
period,"  would  be  to  send  a  questionnaire 
to  a  very  large  number  of  manufacturers 
requesting  them  to  state  their  practice  in 
this  matter. 

One  member  of  the  National  Association 
of  Cost  Accountants  believes  that  it  is 
obviously  impossible  to  say  what  propor- 
tion of  fiirms  are  using  the  four-week  period 
rather  than  a  month,  but  it  is  certainly  safe 
to  say  that  the  adoption  of  that  plan  is 
spreading  rather  rapidly. 

\Miile  it  may  not  be  fair  to  state  that  the 
use  of  the  four-week  period  is  gaining,  says 
another  member,  nevertheless  its  use  is  not 
decreasing. 

One  member  of  wide  experience  says  that 
while  the  idea  of  using  four  weeks  rather 
than  a  month  as  the  cost  period  has  been 
agitated  for  a  long  time,  it  has  not  come  into 
general  use  and  is  not  gaining  any  ground. 
He  believes  that  only  about  15  or  20  firms  in 
the  whole  country  are  using  the  four-week 
period. 

Another  member  says  its  adoption  is  not 
at  all  general.  He  questions,  in  fact, 
whether  1  per  cent  of  the  industries  in  the 


country  are  using  it  and  does  not  believe 
that  the  idea  is  gaining  in  favor.  Still 
another  member  states  that  in  his  8  years 
experience  with  a  large  public  accounting 
firm,  he  does  not  remember  a  single  com- 
pany that  used  it. 

It  is  apparent,  therefore,  that  there  is  no 
general  unanimitj-  of  opinion  as  to  whether 
the  adoption  of  the  four-week  period  is  gain- 
ing in  favor,  but  the  weight  of  the  evidence 
obtained  seems  to  be  against  the  adoption 
of  the  four-week  period. 

Some  of  the  arguments  in  favor  of  the 
four-week  period  over  the  calendar  month 
are: 

1.  It  enables  the  cost  accountant  to 
avoid  the  splitting  of  pay-rolls  in  the  middle 
of  a  week  in  order  to  get  a  pay-roll  distri- 
bution. The  splitting  of  the  pay-rolls  in  a 
large  factory  involves  a  considerable  amount 
of  work. 

2.  It  permits  of  more  accurate  compari- 
sons between  accoimting  periods  if  the 
periods  are  of  equal  duration.  Of  course 
even  in  this  case  one  can  raise  the  objection 
that  comparisons  are  vitiated  by  the  occur- 
rence of  various  holidays  throughout  the 
year,  almost  as  much  as  if  the  calendar 
month  were  used.  A  test  will  show,  how- 
ever, that  even  eliminating  holidays,  the 
number  of  working  r'ays  in  the  four-week 
period  is  much  more  uniform  than  in  calen- 
dar months. 

3.  ^Miere  wages  are  paid  weekly,  the 
four-week  is  considered  superior  by  some 
because  it  is  unnecessary  to  accrue  wages. 

4.  Bj'  using  the  four-week  period  or  suc- 
cessively two  four-week  periods  and  one 
five-week  period,  the  entire  accounting  sj's- 
tem  does  not  have  to  be  changed.  Most 
companies  do  not  change  the  date  of  sending 
out  statements  to  customers  but  confine 
their  change  to  internal  records.  Obvi- 
ously customers'  statements  can  be  sent 
out  at  the  end  of  the  calendar  month 
whether  the  financial  statements  are  made 
up  at  the  end  of  the  calendar  month  or  of 
four-  or  five-week  periods. 

5.  One  minor  advantage  of  the  four-week 
period  is  that  the  work  that  arises  when 
customers'  statements  and  the  regular 
financial  statements  are  being  compiled,  b 
spread  over  the  month  and  is  not  congested 
when  the  work  all  comes  at  one  time. 
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6.  The  advantages  of  the  four-week 
period  apply  equally  as  well  to  the  account- 
ing period  in  cases  where  the  year  is 
divided  into  two  seasons  of  26  weeks  each, 
and  each  of  the  two  seasons  into  8  periods, 
three  of  which  are  six  weeks  long  and  one  of 
which  is  eight  weeks  long;  and  to  the 
accounting  period  in  cases  where  the  year 
is  divided  into  four  quarters,  each  quarter 
consisting  of  two  periods  of  four  weeks,  and 
one  of  five  weeks.  The  two-season  idea 
works  very  satisfactorily  in  the  shoe  manu- 
facturing industry  because  the  year's  busi- 
ness is  really  run  on  a  basis  of  two  manufac- 
turing seasons.  The  writer  understands 
that  in  the  steel  industry  it  has  been  the 
trade  custom  to  recognize  quarters;  and 
although  not  sure  of  this,  it  is  my  under- 
standing that  the  tonnage  reports  are  based 
upon  the  quarter  year. 

7.  The  four-week  accounting  period  is 
preferable  to  the  calendar  month  in  most 
manufacturing  industries  because  of  the 
simplicity  that  is  gained  in  making  pay-roll 
distributions.  This  advantage  is  greater 
where  the  basis  of  reporting  earnings  is  not 
a  daily  report.  Nevertheless,  under  any 
conditions,  if  the  executives  cannot  be  won 
over  to  the  idea  of  using  the  four-week 
period,  there  is  no  great  handicap  in  using 
the  calendar  month. 

The  objections  to  the  four-week  period 
are: 

1.  It  is  not  a  satisfactory  method  for  the 
few  concerns  which  do  not  pay  their  em- 
ployees weekly  or  bi-weekly. 

2.  An  apparent  disadvantage  is  that  the 
end  of  the  four-week  period  may  not  coin- 
cide with  the  end  of  the  calendar  or  fiscal 
year,  which  must  be  used  as  required  by  law 
in  preparing  tax  returns.  However,  this 
objection  seems  to  be  overcome  in  practice 
by  simply  using  the  end  of  the  latest  four- 
week  period  as  the  end  of  the  tax  period,  the 
technical  violation  of  the  law  thus  being 
ignored. 

3.  One  argument  against  the  four-week 
period  is  that  it  is  contrary  to  custom  which 
is  really  not  an  argument. 

4.  It  is  true,  however,  that  the  use  of  the 
four-week  period  requires  thirteen  closings 
in  a  year  instead  of  twelve.  Toward  the 
middle  of  the  year  one  period  ends  in  the 
middle  of  the  month,  which  is  rather  dis- 


turbing to  firms  which  prepare  quarterly 
and  semiannual  statements  and  may  wish 
to  continue  to  do  so.  But  this  objection 
can  be  overcome  by  using  successively  two 
four-week  periods  and  one  five-week  period. 
This  plan,  according  to  one  member,  is 
coming  to  be  used  more  commonly  than  the 
plan  of  thirteen  four-week  periods. 

5.  If  wage  employees  and  some  of  the 
salaried  employees  are  paid  weekly,  at  the 
end  of  the  month,  the  amount  of  the  pay- 
roll unpaid  can  be  accrued  in  the  accrued 
wages  and  salaries  account.  This  proce- 
dure does  not  take  much  work  and  seems 
more  practical  than  using  the  four-week 
period. 

However,  if  the  latter  were  used,  it  would 
be  necessary  to  make  certain  splits  at  the 
end  of  the  fourth  period  of  a  month,  owing 
to  the  fact  that  a  number  of  invoices  for 
power,  light,  etc.,  would  be  received  for  the 
current  month  and  would  have  to  be  divided 
up.  In  cases  where  any  employees  were 
paid  on  a  monthly  basis,  a  split  would  also 
have  to  be  made. 

6.  One  member  says  if  pay-rolls  are  made 
up  semimonthl}',  the  monthly  period  is 
preferable,  since  it  is  a  nuisance  to  have  a 
pay-roll  "hanging  over"  if  the  financial 
accounts  are  kept  on  the  monthly  basis  and 
the  pay-roll  accounts  are  prepared  each 
week. 

7.  The  use  of  13  periods  requires  the 
prorating  of  power,  water,  and  all  other 
service  bills.  Usually  the  result  means  as 
much  of  a  "chopped  up"  condition  as  the 
12-month  period  which  may  be  off  by  a  day 
or  two  with  regard  to  monthly  salaries. 

8.  Another  member  says  he  used  to  ad- 
vise the  adoption  of  the  four-week  period 
where  a  firm's  pay-roll  period  was  two  weeks 
rather  than  a  month,  but  that  firms  were 
not  always  satisfied  with  this  method.  He 
goes  on  to  say  that  it  has  been  his  experience 
that  firms  would  rather  close  their  books  on 
a  monthly  basis  and  split  their  pay-roll 
either  by  an  exact  dlN-ision  or  by  propor- 
tioning. He  himself  favors  the  calendar 
month. 

9.  One  disadvantage  is  that  everybody 
in  a  plant  concerned  with  records  thinks 
in  terms  of  monthly  periods.  Salaries  of 
executives,  salesmen,  and  statistics  are 
prepared  upon  a  montlily  basis. 
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In  view  of  these  two  conditions,  a  change 
in  the  duration  of  a  cost  period  would  not 
be  practical  for  either  general  accounting  or 
cost  accounting.  Since  cost  records  should 
tie  up  with  the  general  records,  a  change  in 
the  length  of  the  cost  period  would  neces- 
sitate also  a  change  in  the  length  of  the  gen- 
eral accounting  period. 

10.  Some  executives  oppose  the  four- 
week  period  without  making  a  real  study 
of  its  advantages. 

1 1 .  Possibly  the  greatest  disadvantage  of 
the  four-week  period,  is  that  it  is  not  the 
general  custom,  ^^^aen  rendering  state- 
ments to  other  concerns  or  in  checking  other 
statements  with  the  accounts  of  the  concern 
in  question,  there  will  always  be  the  neces- 
sity of  reconciling  two  or  tliree  days  at  the 
beginning  and  end  of  each  four-week 
period.  This  procedure  would  also  be 
necessary  in  the  reconciling  of  the  bank 
accounts. 

12.  Another  disadvantage  of  the  four- 
week  period  is  that  it  increases  by  one- 
twelfth  the  work  of  the  accounting  depart- 
ment in  preparing  and  rendering  accounting 
statements. 

13.  One  member  says  he  has  made  it  a 
practice  not  to  urge  the  period  idea  in 
cases  where  the  nature  of  the  pay-roll  is 
such  that  a  report  is  made  for  each  em- 
ployee showing  the  daily  earnings,  because 
under  such  a  sj'stem  the  additional  work  of 
computation  in  splitting  the  pay-roll  at  the 
end  of  a  calendar  month  is  not  nearly  so 
great  as  under  a  pay-roll  system  based  upon 
a  period  longer  than  one  day. 

FOREIGN  COMMENT 

The  Frankfurter  Messzeitung  recently 
printed  an  article  about  the  clause  "frei- 
hUibend"  (not  binding).  This  clause  prac- 
tically unknown  before  the  war  has  begun 
to  play  a  very  important  role  in  the  inter- 
nal and  foreign  trade  of  Germany. 

By  means  of  this  clause  manufacturers 
and  middlemen  have  found  protection 
against  the  many  uncertainties  resulting 
from  increases  in  production  costs,  strikes, 
and  social  dLsturbances  which  made  it  im- 
possible, or  unprofitable,  for  them  to  abide 
by  a  contract.  Within  certain  limits  it  is 
legitimate  that  under  present  conditions  a 


certain  degree  of  elasticitj'  be  introduced 
into  otherwise  rigid  agreements.  It  is  not 
difficult  to  see,  however,  to  what  abuses  a 
clause  like  this  may  lead,  as  many  who 
have  transacted  business  with  German  firms 
in  recent  years  have  discovered  to  their 
discomfort. 

The  author  discusses  the  effect  of  this 
clause  both  on  offers  and  on  sales  contracts. 
With  respect  to  offers,  the  Reichsgericht 
in  a  decision  of  January  28,  1921,  has  laid 
down  the  rule  that  where  this  clause  is  used 
and  the  customer  places  an  order,  the  other 
party  is  fully  bound  by  the  terms  of  the 
offer  unless  immediately  upon  receipt  of 
the  order  he  makes  use  of  his  right  under 
the  clause  to  notify  the  customer  of 
changed  conditions. 

With  respect  to  sales  contracts  it  is  at 
present  universally  accepted  that  the  con- 
tention that  such  a  clause  makes  all  con- 
tracts impossible  does  not  hold.  Equally 
general  is  the  realization  that  such  a  clause 
should  be  limited  by  making  it  applicable 
only  to  a  limited  number  of  the  usual  ele- 
ments of  a  contract,  and  also  by  limiting 
its  application  in  each  specific  case. 

With  respect  to  the  time  of  delivery,  the 
quantity,  and  the  character  of  the  goods 
under  the  contract,  this  clause  should  be 
limited  by  indicating  a  definite  time  limit 
after  the  expiration  of  which  the  contract 
must  be  fulfilled  to  the  letter. 

The  price  may  also  be  "freibleibend," 
but  here,  also,  certain  modifying  clauses 
must  be  introduced  in  order  to  limit  the 
risk  which  the  buyer  will  otherwise  run.  In 
the  opinion  of  the  Berlin  Chamber  of  Com- 
merce, which  has  made  an  extensive  study 
of  this  situation,  common  business  ethics 
requires  that  the  following  limitations  be 
attached.  First  of  all,  though  the  seller  is 
entitled  under  this  clause  to  increase  his 
price,  he  should  not  be  allowed  to  make  his 
increases  unless  it  can  be  proved  that  his 
increase  is  justified  by  conditions.  More- 
over, not  his  individual  situation,  but  gen- 
eral market  conditions  must  be  determin- 
ing. 

The  question  has  arisen  as  to  whether  the 
clause  in  question  which  allows  for  an  in- 
crease in  price  does  not  also  entitle  the  buy- 
er to  a  lower  price  when  conditions  warrant. 
It  is  the  present  interpretation  that  this  is 
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only  the  case  where  the  price  has  been  in- 
dicated by  the  clause  "price  on  the  day  of 
dehvery."  In  connection  with  this  it  must 
also  be  stated  that  the  seller  cannot  legiti- 
mately increase  his  price  when  he  has  de- 
layed delivery  unduly,  possibly  with  the 
intention  of  profiting  by  the  increase  in 
general  prices  during  the  period  of  delay. 

The  buyer,  on  the  other  hand,  should 
under  all  conditions  reserve  the  right  to 
cancel  the  contract  from  his  side.  The 
Chamber  of  Commerce  suggests  the  follow- 
ing clause  to  cover  this  situation  "price  on 
day  of  delivery."  In  case  the  price  in- 
creases prior  to  the  date  of  delivery  with 
more  than  .  .  .  per  cent,  then  the  buyer 
has  the  right  to  cancel  the  contract.  The 
seller  agrees  to  notify  the  buyer  immediately 
when  this  price  limit  is  reached." 

The  American  Chamber  of  Commerce 
in  Berlin  announces  the  establishing  of  a 
"trustee  account,"  according  to  an  article 
in  The  Trans-Atlantic  Trade.  The  purpose 
of  this  new  feature  is  to  make  it  possible 
for  an  American  importer  to  place  on  de- 
posit in  trust  the  whole  or  part  of  the 
amount  of  his  order  with  the  Chamber  of 
Commerce.  The  Chamber  of  Commerce 
then  notifies  the  seller.  As  it  says  in  the 
article:  "This  at  once  gives  a  feeling  of 
confidence  to  the  German  manufacturer 
because  he  knows  if  he  fulfills  his  end  of  the 
contract  he  wUl  get  his  money." 

That  the  German  dealer  is  not  the  only 
one  resorting  to  unfair  practices  appears 
from  another  notice  in  the  same  pubhca- 
tion,  which  tells  of  a  Berlin  merchant  who 
recently  shipped  900  dollars  worth  of  goods 
and  received  in  payment  90  10-dollar  con- 
federate bUls. 

A  recent  report  of  the  postal  check  and 
giro  system  in  Holland  is  of  interest  in  show- 
ing the  steady  growth  of  this  method  of  pay- 
ment. The  system,  built  upon  the  model 
of  similar  systems  in  Germany,  Austria, 
and  other  European  countries,  was  intro- 
duced in  Holland  in  1918,  and  aims  to  fill 
to  some  degree  the  place  filled  in  America 
by  the  bank  check. 

American  business  men  little  realize  the 
inefficient  methods  of  payment  still  in 
vogue  on  the  European  continent.  Large 
bills  are  still  paid  in  cash,  or  by  money-order. 


and  no  housekeeper  would  think  of  paying 
butcher  and  grocer  with  anything  but  ready 
money.  The  postal  check  and  giro  system 
has  been  introduced  in  order  to  modernize 
the  financial  life.  Each  depositor  with  the 
post-office  receives  a  number  which  he 
prints  in  his  letter-head  to  enable  his  cus- 
tomers to  transfer  to  his  account  the 
amounts  they  owe  him.  If  a  customer  is 
not  a  depositor  himself,  then  he  may  make 
a  deposit  in  any  post-office  with  instructions 
to  credit  his  creditor's  account.  By  mak- 
ing use  of  the  already  existing  postal  ma- 
chinery, a  geographically  well-distributed 
system  of  deposit  banks  was  thereby  creat- 
ed. The  inefficiencies  are  many.  In  the 
first  place,  it  is  necessary  to  write  each 
check  at  least  twice,  both  copies  are  sent  to 
the  post-office  by  maU,  one  of  them  is  kept 
as  a  record,  the  other  is  sent  to  the  creditor 
and  serves  him  as  a  notice  that  a  transfer 
has  been  made.  It  is  always  necessary  to 
know  the  creditors'  giro  number.  If  it  is 
desired  to  have  the  check  paid  in  cash,  the 
same  process  is  followed  but  a  different 
colored  blank  must  be  used.  The  creditor 
then  receives  the  notice  from  the  post-office 
that  after  a  certain  date  the  money  is  at  his 
disposal.  Should  the  creditor  desire  to 
have  the  money  placed  on  his  account  then 
he  must  go  to  the  post-office,  draw  the 
money,  and  redeposit  it. 

Though  inefficient,  this  method  is  a 
tremendous  step  in  advance  over  the  an- 
tiquated methods  still  generally  in  vogue, 
and  it  is  possible  that  through  it  the  people 
may  be  educated  to  the  use  of  the  check 
system  as  it  is  known  in  this  country. 

Last  year  a  new  feature  was  introduced 
in  the  postal-letter-of-credit  which  is  a 
circular  letter  of  credit,  honored  in  any 
post-office  in  the  country. 

PERSONNEL  SURVEY 

The  office  manager  of  a  well-known 
automobile  manufacturing  concern  em- 
ploying an  office  force  of  several  hundred 
thought  over  his  personnel  situation  and 
decided  that  it  would  be  a  good  plan  to 
get  the  viewpoint  of  each  individual  in  the 
rank  and  file. 

So  he  issued  an  office  memorandum  in 
which  he  asked  each  clerk  to  submit  in 
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writing  a  full  and  comprehensive  answer  to 
each  of  the  following  questions: 

1 .  Are  you  satisfied  with  your  present  location? 
If  not,  why? 

2.  For  what  tj^je  of  work  do  you  think  yourself 
best  suited: 

(a)  In  your  present  position  and  depart- 

ment; 

(b)  In  some  other  part  of  our  organiza- 

tion? 

3.  Do  you  find  anjlhing  wrong  with  your 
department? 

4.  Do  you  find  anything  wrong  with  your  own 
particular  job? 

5.  What  do  you  think  of  the  methods  now  in 
use  in  your  department? 

6.  Have  you  any  suggestions  which  you  think 
would  improve  present  methods? 

7.  What  change  in  system  and  routine  do  you 
think  would  help  you  most  in  your  daily  work? 
Help  the  department  or  section? 

8.  What  is  your  idea  of  the  supervision  as  it 
exists  and  as  you  think  it  ought  to  be? 

9.  Have  you  any  suggestions  to  improve  pres- 
ent methods  of  supervision?  Team-play?  Co- 
operative group  spirit? 

10.  ^Tiat  is  the  greatest  cause  for  dissatisfac- 
tion among  clerks  in  your  department  or  section? 
Other  causes?  What  suggestions  would  you 
make  for  improvement  of  these  conditions? 
Note:  Don't  hesitate  to  comment  freely  and 
frankly,  without  fear  of  contradiction  or  of  los- 
ing your  job — I  want  to  know. 

The  idea  behind  this  scheme  was  to  draw 
out  the  individual  and  his  fancied  or  real 
grievance,  and  it  succeeded.  The  office 
manager  was  greatly  surprised  with  the 
answers  submitted  to  this  questionnaire. 
It  gave  him  an  insight  into  a  situation 
which  he  never  dreamed  existed. 

The  answers  indicated  the  existence  of 
"too  much  idleness,"  too  many  indolent 
irresponsible  clerks  who  didn't  earn  "their 
salt,"  who  were  in  the  way  of  those  who 
wanted  to  work  and  retarded  the  progress 
of  others,  who  lowered  standards  of  work 
and  morale;  too  many  clock-watchers  who 
wanted  more  pay  with  less  work.  Charges 
of  favoritism  were  made,  lack  of  unity  and 
co-operation  where  it  was  least  expected. 
It  was  claimed  that  although  supervisors 
and  executives  made  an  "awful  holler" 
about  errors  they  hardly  ever  stopped  to 
thank  one  for  prompt  service  and  accurate 
work. 

This  questionnaire-survey  demonstrated 


that  the  clerk,  whom  no  one  pays  any 
particular  attention  to  in  the  rank  and 
file,  is  in  reality  the  backbone  of  the  organ- 
ization and  is  in  a  good  position  to  know 
what  mistakes  are  going  on  in  his  depart- 
ment and  other  parts  of  the  office,  and  that 
a  drawing-out  of  this  knowledge  will  sTied 
ultra-violet  rays  upon  physical  deficiencies 
not  otherwise  apparent. 

Complaints  were  made  of  not  getting 
the  right  kind  of  help  from  their  super- 
visors and  associates,  of  lack  of  encourage- 
ment and  appreciation,  and  of  useless 
fault-finding  and  even  nagging.  Some  ex- 
pressed dissatisfaction  at  not  being  able  to 
advance  to  other  work  of  a  more  responsible 
nature  although  they  deemed  themselves 
well  fitted  for  it.  Some  complained  that 
their  initiative  and  development  were  being 
stifled.  Some  stated  that  others  received 
a  larger  compensation  for  like  services. 

As  a  result  of  this  questionnaire-analysis 
this  office  manager  proceeded  promptly  to 
rectify  conditions.  He  classified  routine 
functions  and  adopted  wage  scales  accord- 
ing to  performance  based  upon  quality 
and  quantity  of  work.  He  achieved  a 
closer  co-ordination  between  supervisor 
and  clerk  and  between  associate  clerks. 
He  adjusted  misunderstandings  which 
might  otherwise  have  been  harbored  in 
silence. 

CONFERENCE  OF  COST 
ACCOUNTANTS 

The  Year  Book  of  the  National  Associa- 
tion of  Cost  Accountants  containing  a  full 
report  of  the  proceedings  of  the  Second 
International  Conference  held  in  Cleveland, 
Ohio,  September  14,  15,\  and  16,  1921, 
under  the  auspices  of  the^association  has 
just  been  published. 

While  the  book  contains  the  usual  reports 
from  the  directors  and  officers  of  the  associ- 
ation and  a  complete  list  of  the  membership 
arranged  alphabetically  and  geographically, 
its  chief  interest  to  cost  men  centers  in  the 
extremely  valuable  sections  dealing  with 
the  various  cost  questions  which  were 
discussed  at  the  conference.  There  are  five 
of  these  sections:  Interest  as  an  Element 
of  Cost;  Cost  Systems  as  a  Means  of  Pre- 
venting   Waste;    Uniform    Methods    and 
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Standardized  Costs;  Distribution  of  Over- 
head Under  Abnormal  Conditions;  and 
Executive  Uses  of  a  Cost  System. 

Eacli  section  contains  not  only  the 
original  papers  but  a  verbatim  report  of 
the  discussion  which  followed. 

This  Year  Book  of  approximately  400 
pages  constitutes  a  very  valuable  addition 
to  existing  cost  literature.  All  of  the  sub- 
jects discussed  are  of  current  and  absorbing 
interest  and  the  book  will  appeal  alike  to 
industrial  cost  accoimtants,  industrial 
engineers,  public  accountants  who  are  doing 
cost  work,  men  whose  duties  consist  partly 
in  supervising  cost  work,  teachers  of  cost 
accounting,  and  young  men  who  are  just 
beginning  their  study  of  cost  accounting. 

The  mention  of  some  of  the  more  in- 
teresting cost  matters  discussed  in  the 
various  sessions  will  give  but  an  inadequate 
idea  of  the  valuable  material  in  the  Year 
Book. 

The  first  cost  topic  discussed  at  the 
conference  was  that  perennial  and  moot 
question  of  whether  interest  on  invested 
capital  is  an  element  of  cost. 

At  the  Convention  of  the  National  Asso- 
ciation of  Cost  Accountants  in  1920,  a 
special  committee  was  appointed  to  study 
this  question  and  was  instructed  to  make  a 
report  to  the  1922  Convention.  Professor 
Roy  B.  Kester  of  Columbia  University  was 
the  chairman  of  this  committee. 

The  committee's  activities  have  not  been 
directed  by  the  thought  of  reaching  a  conclusion 
on  this  subject,  but  rather  by  that  of  making  a 
digest  of  the  available  material  and  so  of  bring- 
ing into  sharper  definition  than  now  exists  the 
main  grounds  on  which  rest  the  claims  of  the 
proponents  and  opponents  of  the  inclusion  of 
interest  as  an  element  of  cost.  There  has  been  a 
good  deal  of  loose  thinking  and  writing  on  this 
subject  and  if  the  committee's  work  brings  about 
a  clearer  limitation  of  the  discussion  it  will  not 
have  been  in  vain.  Only  will  the  force  of  logic, 
tempered  always  by  practical  considerations  and 
expressed  through  the  medium  of  educational 
endeavor,  gain  a  decision  ultimately  for  one  side 
or  the  other. 

At  the  conference  Clinton  H.  Scovell  of 
Scovell,  Wellington  and  Company,  pre- 
sented a  brief  in  favor  of  interest  as  a  cost 
and  E.  Elmer  Staub  of  the  Hudson  Motor 
Car  Corporation,  presented  a  digest  of  the 


arguments  against  the  inclusion  of  interest 
as  an  element  of  cost. 

Dr.  Francis  Walker,  Chief  Economist  for 
the  Federal  Trade  Commission  mentioned 
the  Attitude  of  the  Commission  in  regard 
to  interest  as  an  element  of  cost.  Other 
papers  were  read  by  Major  J.  Lee  Nicholson 
of  the  J.  Lee  Nicholson  Institute;  by  Arthur 
Lazarus  of  the  United  States  Chamber  of 
Commerce;  by  E.  F.  DuBrul,  General 
Manager,  National  Machine  Tool  Builders' 
Association;  and  by  Professor  D.  E. 
Burchell  of  Harvard  University. 

There  is  no  question  but  that  more 
material  on  the  subject  of  "interest"  has 
been  brought  together  in  the  Year  Book 
than  in  any  previous  publication  of  any 
organization.' 

The  general  topic  of  the  next  session  was 
Cost  Systems  as  a  Means  of  Preventing 
Waste.  At  this  session  four  members  of  the 
Committee  on  the  Elimination  of  Waste  of 
the  Federated  American  Engineering  Socie- 
ties presented  papers.  These  men  were  L.  W. 
W^allace,  Vice-Chairman  of  the  Committee, 
who  presided  at  the  session,  John  H.  Wil- 
liams of  Day  and  Zimmerman,  William  R. 
Basset  of  Miller,  Franklin,  Basset  and 
Company,  and  Robert  B.  Wolf,  Consulting 
Engineer. 

E.  A.  Becker,  Comptroller  of  Larkin 
Company  and  C.  L.  Jamison,  Secretary- 
Treasurer  of  A.  M.  Byers  Company  also 
read  papers. 

It  is  difficult  to  single  out  one  or  two  of 
the  most  important  points  in  these  papers 
because  of  their  general  excellence.  Mr. 
Wallace  made  the  following  significant 
statement: 

When  the  American  people  realize  how  much 
they  are  paying  for  the  waste  that  enters  into 
the  cost  of  a  pair  of  shoes,  an  automobile,  a 
threshing  machine,  a  ton  of  coal,  then  it  will  be 
that  a  readjustment  of  our  methods  will  take 
place.  There  will  be  such  a  demand  for  economy 
that  all  will  have  to  heed  it.  The  trouble  is  we 
have  not  known  the  amount  of  waste  and  its 
cost.  Facts  are  required,  facts  expressed  in 
dollars,  or  days,  or  pounds  or  whatever  unit  of 
measurement  will  give  the  clearest  and  most 
correct  conception  of  the  conditions.  I  take  it 
that  the  membership  of  the  National  Associa- 

'  The  National  Association  of  Cost  Accountants  will 
publish  in  the  near  future  an  exhaustive  bibliography 
on  Interest  as  a  Cost. 
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tion  of  Cost  Accountants  is  composed  of  men 
who  are  familiar  with  collecting  facts  and  with 
showing  the  bearing  of  those  facts  upon  business 
activities.  This  being  true,  your  organization  is 
peculiarly  well  fitted  to  disclose  to  the  American 
people  what  our  extravagant  and  wasteful 
customs  and  practices  are  costing  in  increased 
prices  for  shoes,  clothes,  food  and  the  prime 
necessities  of  life. 

Mr.  Williams  discussed  the  Attitude  of 
the  Engineer  to  Cost  Accounting,  empha- 
sizing the  importance  of  standard  costs  as 
a  means  of  preventing  waste  by  having 
them  fairlj'  set  and  then  checked  against 
actual  costs. 

]Mr.  Basset  also  emphasized  this  point 
and  mentioned  a  number  of  concrete  cases 
of  waste  elimination  in  plants  as  a  result 
of  the  use  of  cost  systems. 

Mr.  Wolf  in  his  opening  remarks  said: 

In  these  days  of  high  prices  we  hear  much 
discussion  upon  economic  subjects.  The  workers, 
it  is  claimed,  must  be  educated  in  the  principles 
of  economics.  Everyone  seems  to  agree  as  to  the 
need,  but  there  is  little  agreement  as  to  how  this 
can  best  be  accomplished.  The  only  methods 
which  have  been  extensively  used  in  the  past  are 
based  upon  stimulating  the  acquisitive  instincts 
of  the  workers,  and  I  am  sure  that  even  the  most 
enthusiastic  advocates  of  piecework  and  task  and 
bonus  methods  will  admit  that  they  arouse  the 
selfish  rather  than  the  creative  instincts  of  the 
workers.  They  do  not  arouse  a  desire  to  reduce 
costs,  but  rather  the  reverse.  I  believe  no  con- 
tinuous downward  trend  in  prices  can  be  brought 
about  until  not  only  the  management,  but  also 
the  workers,  are  fully  informed  as  to  the  costs  of 
production. 

The  first  prerequisite  to  lower  costs  is  a  desire 
to  lower  them;  therefore,  we  are  under  the 
absolute  necessity  of  producing  a  cost-keeping 
system  which  quickly  reflects  to  individuals  as 
well  as  to  groups  the  economic  results  of  their 
actions.  It  is  because  we  have  developed  such  a 
method  of  accounting  that  I  gladly  welcomed  the 
opportunity  to  come  here  and  tell  you  about  it. 
I  believe  the  accountant  today  holds  the  key  to 
the  situation.  He  can  either  release  great  crea- 
tive power  for  constructive  purposes,  or  produce 
repressive  conditions  which,  by  keeping  men  in 
ignorance,  will  not  only  make  for  indifference,  but 
will  actually  produce  a  desire  to  destroy  the 
existing  order. 

He  discussed  also  the  "binding  time 
faculty"  of  men — the  characteristic  which 
distinguishes  the  human  being  from  tlie  ani- 


mal— a  philosophy  which  has  been  developed 
by  Count  Alfred  Korzybski  in  his  book 
entitled  "The  Manhood  of  Humanity." 

Mr.  Wolf  concluded  by  showing  a  num- 
ber of  illustrations,  the  purpose  of  which 
was  to  demonstrate  clearly: 

....  the  fact  that  when  we  keep  intelligible 
records  of  the  cost  of  production  and  then  see 
that  these  records  get  into  the  hands  of  the 
workers  who  are  responsible  for  the  work,  this 
knowledge  of  past  costs  invariably  stimulates 
the  desire  to  improve  future  performance  and, 
therefore,  affect  further  economies.  I  shall  not 
try  your  faith  by  expounding  some  theory 
which  has  been  evolved  in  advance  and  not  put 
into  practice.  I  feel  very  sure  that  you  will 
have  faith  in  the  method  because  of  the  fact  that 
it  is  in  operation  and  has  produced  in  a  number 
of  plants  the  results  claimed  for  it.  A  body  like 
this  demands  concrete  evidence  in  order  to  have 
real  faith:  and  it  is  because  I  want  to  give  you 
faith  in  human  nature  that  I  am  here. 

The  following  excerpt  of  Mr.  Becker's 
talk  is  worth  quoting  in  f idl : 

Yet  after  all  it  must  be  understood  that  a 
cost  system  is  simply  the  microscope  with  its 
accompanying  slides  showing  every  desired  de- 
partment or  portion  of  the  business.  With  it 
the  management  can  see  what  is  being  done  and 
it  is  necessary  for  the  management  to  give  intelli- 
gent co-operation  in  order  that  the  cost  system 
may  accomplish  even  a  part  of  its  purpose.  Too 
many  manufacturers  believe  that  their  job  is 
complete  when  experts  have  been  employed  to 
install  a  system  and  the  necessary  clerks  have 
been  hired  to  run  it.  The  system  will  not  do 
anything  by  itself,  although  no  more  valuable 
means  for  a  constant,  close  analysis  of  plant 
operations  exists. 

Mr.  Jamison  mentioned  a  number  of 
interesting  cases  of  waste  elimination. 

Edward  T.  Miller,  Secretary  of  the 
United  Typothetae  of  America,  read  a 
paper  at  this  session  on  the  operation  of 
the  Standard  Cost  System  of  the  United 
Typothetae  of  America.  Other  papers 
presented  at  this  session  were  Uniform 
Standard  Cost  Accounting  Methods  in  the 
Garment  Industry  by  F.  S.  Sweetser, 
Chairman  of  the  Cost  Committee  of  the 
International  Association  of  Garment 
Manufacturers;  Uniform  Methods  in  the 
Biscuit  and  Cracker  Industries  by  W.  H. 
Green  and  H.  Murphy  of  the  Cracker  Cost 
Club  of  the  Biscuit  and  Cracker  Manu- 
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facturers'  Association;  Uniform  Cost  Ac- 
counting Methods  in  the  Tanning  Industry 
by  R.  H.  Zinn,  Chief,  Cost  Accounting 
Bureau  of  the  Tanners'  Council;  Position 
of  the  Federal  Trade  Commission  with 
Regard  to  Uniform  Methods  and  Standard- 
ized Costs  by  Dr.  Francis  Walker;  Some 
Kinds  of  Uniform  Cost  Activities  to  be 
Avoided  by  E.  F.  DuBrul;  and  Uniform 
Methods  of  Cost  Accounting  in  the  Laun- 
dry Industry  by  Burton  T.  Cooke. 

A.  Lazarus  representing  the  United 
States  Chamber  of  Commerce  also  spoke 
at  this  session. 

The  next  session  dealt  with  a  cost  topic 
which  is  of  absorbing  interest  today,  namely, 
The  Distribution  of  Overhead  Under  Ab- 
normal Conditions.  At  this  session  papers 
were  presented  by  C.  B.  WUhams  of  Nau, 
Rusk  and  Swearingen,  by  Hasbrouck 
Haynes  of  Hasbrouck  Haynes  Corporation, 
by  H.  A.  George  in  the  absence  of  A.  S. 
Merrifield  both  of  The  Norton  Company, 
by  H.  G.  Crockett  of  Scovell,  Wellington 
and  Company,  by  J.  M.  Scanlon  of  the 
Hess  Bright  Manufacturing  Company  and 
P.  F.  Clapp  of  Robert  Douglas  Company. 

Some  of  the  chief  points  brought  out  were 
the  importance  of  the  subject  of  abnormal 
overheads  in  connection  with  price-fixing, 
what  is  normal  production  and  a  normal 
rate  of  overhead,  cost  accounting  for  un- 
absorbed  and  overabsorbed  burden,  reserve 
for  overhead,  predetermined  biu-den  rates, 
and  the  importance  of  the  engineer  and  the 
cost  accountant  working  together  in  in- 
dustry. 

The  last  session  was  devoted  to  the 
Executive  Uses  of  a  Cost  System.  The 
first  paper,  which  was  very  scholarly,  was 
presented  by  Mr.  Roland  Dunkerley,  the 
delegate  to  the  convention  of  the  British 
Institute  of  Cost  and  Works  Accountants, 
who  opened  his  remarks  by  first  outlining 
the  nature  and  work  of  the  Institute. 

The  discussion  was  led  by  W.  P.  Hilton, 
of  Hilton,  Mahon  and  Knowles,  Professor 
D.  E.  Burchell  of  the  Harvard  Graduate 
School  of  Business  Administration,  C.  R. 
Stevenson  of  the  Stevenson  Corporation, 
J.  P.  Jordan,  Consulting  Industrial  En- 
gineer, and  C.  Van  Zandt  of  the  Okonite 
Company. 

Executive  uses  of  costs  are  coming  in  for 


almost  as  much  consideration  as  the  tech- 
nique of  cost  accounting.  The  importance 
of  managerial  uses  of  costs  was  stressed  by 
practically  every  speaker  at  this  session 
and  a  number  of  actual  illustrations  show- 
ing how  these  uses  can  be  affected  were 
mentioned.  One  especially  important 
point  made  was  that  managers  do  not  use 
cost  data  enough  which  is  largely  the  fault 
in  all  probability  of  the  cost  accountant 
himself. 

At  the  banquet  session.  Colonel  L.  P. 
Ayers,  Vice-President  of  the  Cleveland 
Trust  Company  made  a  timely  and  thought- 
provoking  speech  on  Business  Conditions 
and  Business  Prospects.  Among  other 
things  he  said: 

It  seems  to  me  that  we  may  reasonably  expect 
that  during  the  next  ten  years  the  general  price 
movement  will  be  downward.  We  know  some- 
thing of  what  that  is  like.  If  it  be  true  that  we 
are  to  face  more  of  it,  even  with  interruptions 
(and  if  we  face  it,  it  will  be  with  interruptions) 
we  ought  to  think  about  it.  One  reason  why  I 
think  prices  will  go  down  is  because  they  have 
been  so  far  up;  it  is  from  the  place  that  is  high  up 
that  it  is  easy  to  go  down.  Another  is  that  this 
great  war  has  actually  destroyed  much  of  the 
economic  producing  machinery  of  the  world 
and  many  millions  of  the  world's  young  and 
stalwart  men  of  producing  age.  In  doing  that, 
it  has  dreadfully  disrupted  the  balance  of  the 
world's  trade  and  the  balance  between  its  capacity 
to  produce,  on  the  one  hand,  raw  materials,  and 
on  the  other  hand,  those  finished  products  that 
are  exchanged  for  raw  materials.  That  exchange 
constitutes  the  business  of  the  world. 

Another  reason  lies  in  the  depreciated  cur- 
rencies of  many  of  our  European  and  other 
neighbors  throughout  the  world.  As  those 
nations  become  stronger  once  more,  one  by  one 
they  are  going  to  try  to  get  a  gold  basis  behind 
their  currency  in  order  to  rehabilitate  that  mass 
of  paper  money  and  to  make  it  of  value  once 
more  for  commerce  in  international  trade.  They 
cannot  all  do  it,  but  some  of  them  can. 

A  fourth  reason  is  that  the  world  itself  has 
stopped  producing  the  excess  of  gold  that  during 
that  long  twenty-five  year  period  it  produced 
each  year.  Some  years  back  we  stopped  pro- 
ducing our  usual  quantity,  and  our  annual  out- 
put now  is  growing  less  and  less. 

However,  I  don't  want  you  to  feel  that  I  have 
thrown  too  much  ice  into  the  water.  I  want  to 
leave  with  you  two  thoughts.  The  first  of  them  is 
that  probably  we  are  entering  upon  a  period  in 
which  your  profession  will  become  one  of  the  most 
important    professions   of   the   business    world. 
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because  it  is  the  one  that  deals  with  the  essential 
facts  of  business  and  business  will  have  to  work 
in  the  near  future  on  those  basic  facts.  The 
other  is  that  even  in  such  a  period  there  may  be 
pros{>erity.  We  have  had  it.  Nearly  all  of  our 
railroad  system  in  this  countrj-  was  built  during 
a  long  period  of  declining  prices;  most  of  our 
great  industrial  fabric  was  erected  at  that  time. 
Profits  are  possible  then;  prosperity  is  entirely 
possible  imder  those  conditions.  The  thought 
that  I  want  to  leave  with  you  is  that  that  pros- 
perity and  those  profits  are  made  by  a  diflferent 
kind  of  attitude  toward  business  than  the  one  to 
which  we  have  been  brought  up,  and  it  so  happens 
that  the  useful  facts  in  business  are  preemi- 
nently the  ones  that  you  gentlemen  are  prepared 
to  furnish. 

So,  as  we  come  out  of  this  business  depression, 
I  think  we  ought  to  reflect  that  we  in  America 
might  well,  in  the  business  world,  have  two  kinds 
of  mottoes  to  paste  across  diagrams  or  charts 
such  as  I  spoke  about.  One,  that  would  cut 
across  the  tops  of  the  peaks  and  pinnacles  of 
business  prosperity,  I  should  want  to  label 
"Zone  for  caution,"  because  it  is  when  profits  are 
easy  and  everj-thing  seems  right,  when  all  are 
hopeful  and  the  money  comes  rolling  in,  that 
business  men  ought  to  be  cautious.  Along  the 
bottom,  across  the  pits  of  business,  where  we  are 
now,  I  should  want  to  have  another  strip,  and 
that  one  I  should  call,  "Zone  for  courage," 
because  it  is  when  things  are  dark  and  the  pros- 
pect is  gloomy,  when  every  one  you  meet  talks 
about  disaster  and  hard  times,  that  the  business 
man  needs  courage. 

That  is  where  we  are.  That  is  the  place  from 
which  I  am  convinced  we  are  rapidly  emerging 
and  it  is  from  that  place  that  the  man  who  has 
faith,  foresight,  and  courage,  can  put  his  feet 
upon  that  path  that  leads  forward  to  success,  to 
profit,  and  perhaps  to  fortune. 

A  most  stimulating  and  inspirational 
talk  reported  in  full  in  the  Year  Book,  was 
made  by  Dr.  F.  H.  Green.  His  subject 
was:  "The  Spirit  in  Our  Work."  Dr.  R.  P. 
Miles  vi\-idly  presented  some  character 
sketches  from  life  which  are  also  included 
in  the  Year  Book. 

One  concludes  the  Year  Book  with  the 
feeling  that  it  is  a  useful  contribution  to  cost 
literature,  ^\^lile  it  does  not  present  the 
entire  sequence  or  even  a  large  part  of  the 
sequence  of  cost  procedures,  nevertheless, 
it  is  far  superior  to  most  treatises  on  cost 
accounting  and  also  more  useful  in  many 
respects  because  it  treats  certain  cost 
matters  so  exhaustively. 


LAND  ECONOMICS 

Dear  Mr.  Lee: 

You  have  been  good  enough  to  send  me 
an  advance  copy  of  the  communication  of 
Mr.  Joseph  J.  Lawton,  published  in  Admin- 
istration for  this  month.  You  suggest  that 
I  should  send  you  a  reply. 

Let  me  first  of  all  express  to  ^Ir.  Lawton 
my  warm  appreciation  and  thanks  for  his 
commendation  in  general  of  what  I  say  in 
my  article.  Words  like  his  are  heartening 
and  encouraging. 

I  really  think  there  is  little  difference  be- 
tween us.  A  great  deal  can  be  done  by 
education  and  proper  training  to  raise  the 
level  of  efficiency,  but  no  cultivation  can 
do  more  than  develop  existing  germs.  You 
may  train  Percheron  horses  from  now  to 
the  crack  of  doom  and  they  will  still  be 
Percherons  and  not  race  horses.  It  is  just 
as  true  that  in  human  beings  you  can  only 
develop  what  they  have  to  start  with.  We 
can  accomplish  by  proper  environment  and 
the  best  educational  methods  what  at 
times  seems  to  be  marvelous,  but  is  only  a 
development  of  existing  germs. 

It  is  a  startling  fact,  one  that  should  be 
far  more  generally  kno\^^l,  that  submar- 
ginal  men  exist  in  vast  numbers,  and  I  refer 
here  to  those  who  are  "'n  an  absolute  sense 
submarginal.  By  absolute  sense  I  mean 
that  no  training  can  make  tliem  anything 
but  submarginal.  We  have  all  grades, 
from  idiocy  up  to  morons.  We  are  dealing 
here  with  facts  that  are  indisputable,  and 
I  think  Mr.  Lawton  may,  possibly,  have 
overlooked  them. 

There  are  three  or  four  outstanding 
names  in  the  science  of  hereditj'  in  the 
United  States,  and  I  am  proud  to  number 
among  my  colleagues  one  of  these,  namely 
Professor  M.  F.  Guyer.  I  submitted  to 
Professor  Guyer  Mr.  Lawton's  article, 
asking  him  to  write  to  me  a  personal  letter 
giving  his  impressions.  I  enclose  a  copy 
of  Professor  Guyer's  letter,  and  in  my 
judgment,  while  brief  and  concise,  it  is  very 
noteworthy.  I  wish  it  could  have  a  mil- 
lion readers. 

Sincerely  yours, 
(Signed)     Rich.uid  T.  Elt, 
University  of  Wisconsin. 

Madison,  Wis. 
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My  dear  Mr.  Ely: 

In  j'our  recent  article  on  "Land  Eco- 
nomics and  Business  Executives"  I  was 
much  interested  in  the  importance  you 
attribute  to  the  farmer  who  is  himself 
"submarginal."  To  my  mind  you  have 
hit  a  very  important  nail  on  the  head. 
Looking  at  social  and  economic  problems 
through  the  eyes  of  myo^\'n  science, biology, 
it  has  always  seemed  to  me  that  economists 
and  social  workers  have  almost  invariably 
overlooked  one  fundamental  factor, 
namely,  the  natural  inequalities  of  men. 
The  same  disregard  of  this  basal  truth  is  in 
evidence  in  much  of  the  socialistic  propa- 
ganda of  the  day  because,  apparently,  such 
doctrines  are  based  upon  the  false  assump- 
tion of  equality  among  the  participants. 

It  is  a  commonplace  of  everj'day  obser- 
vation that  students  differ  greatly  in  abil- 
ity, and  it  is  equally  obvious  that  some 
families  are  gifted  above  others.  On  the 
other  hand,  many  strains  are  deficient  and 
no  amount  of  fostering  and  favoring  will 
ever  enable  them  to  liquidate  at  par. 

It  is  becoming  more  apparent  every  day 
as  methods  of  precision  are  beginning  to 
take  precedence  over  guess  work  that  many 
of  the  "floaters"  in  labor  and  the  "down- 
and-outs"  are  not  so  because  of  lack  of 
opportunity,  but  because  of  inherent  in- 
capacity. For  example,  in  a  number  of 
The  Journal  of  Delinquency  (March,  1917) 
which  I  have  before  me,  I  find  that  in  a 
representative  group  of  one  hundred  and 
seven  unemployed  men  who  applied  for 
charity  in  Portland,  Oregon,  about  one- 
fifth  proved  to  be  of  the  moron  grade  of 
feeble-mindedness  and  aU  were  consider- 
ably inferior  mentally  to  a  group  of  suc- 
cessful men.  Other  studies  of  a  similar 
nature  are  bringing  the  same  significant 
facts  to  light  elsewhere. 

If  our  more  careful  social  surveys  show 
anything,  thej'  certainly  point  to  the  con- 
clusion that  our  enumerable  mental  de- 
fectives are  a  bountiful  source  of  our  delin- 
quents, paupers,  inebriates,  and  criminals, 
and  since  mental  deficiency  grades  imper- 
ceptibly from  the  obviously  feeble-minded 
through  the  moron  up  to  normal  mental- 
ity, I  do  not  see  how  in  studying  the  prob- 
lems of  labor  ineSiciency  and  unrest  this 
potent   factor    can    be    ignored.     As    you 


doubtless  know,  "intelligence  tests"  have 
been  designed  in  late  years  to  show  degrees 
of  actual  native  inteOigence,  irrespective 
of  education  and  schooling.  However 
skeptical  some  people  are  of  such  tests,  the 
fact  remains  that  unquestionably  the  better 
ones  of  them  are  statistically  valid.  I  feel 
confident  that  if  such  tests  were  applied  to 
a  group  of  imsuccessful  farmers  a  large 
percentage  of  them  would  grade  below  C  of 
the  scale,  which  ranges  from  A  to  E. 

Without  entering  into  the  details  of  their 
rather  intricate  calculations,  I  may  state 
that  two  of  our  most  careful  investigators 
in  the  field  of  heredity,  Professor  Punnett 
of  Cambridge  University,  England,  and 
Professor  East  of  our  own  country,  have 
each  come  to  the  startling  conclusion  that 
with  300,000  \'isibly  feeble-minded  indi- 
viduals in  the  United  States  out  of  a  popu- 
lation of  over  100,000,000,  there  must  be 
between  7,000,000  and  10,000,000  who  are 
carriers  of  feeble-mindedness,  any  two  of 
whom,  chancing  to  marry,  would  probably 
have  one  child  out  of  four  mentally  im- 
paired, and  two  children  out  of  four  capa- 
ble of  transmitting  mental  impairment. 
This  means  that  even  if  in  the  United 
States  we  could  blot  out  all  active  feeble- 
mindedness today,  we  should  still  have  this 
enormous  reserve  of  carriers  who,  marrying 
as  usual,  would  produce  a  resurgence  of 
approximately  100,000  cases  in  the  next 
generation.  Many  of  these  "carriers," 
however,  though  not  obviously  feeble- 
minded, are  of  very  low  mentality  and 
undoubtedly  contribute  their  share  to  labor 
inefficiency  and  unrest,  whether  on  the 
farm  or  in  the  shop. 

The  very  slogan  of  democracy — equality 
— may  be  misleading.  Equality  of  oppor- 
tunity, equality  before  the  law,  there  is,  or 
should  be,  but  equality  of  inborn  capacity, 
biological  equality,  there  is  not  and  never 
will  be.  To  my  mind,  before  our  labor  and 
other  economic  problems  are  settled  we 
shall  have  to  take  more  cognizance  of  the 
biological  inequalities  of  man  than  we  are 
doing  today. 

Sincerely  yours, 

(Signed)     M.  C.  Guter, 
Department  of  Zoology, 
University  of  Wi^con^in. 

Madison,  Wis. 
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CAN  SALESMANSHIP  BE  TAUGHT? 


BY   WILLIAM   IMAXWELL* 


NEARLY  20  years  have  elapsed 
since  I  began  to  teach  salesman- 
ship. My  first  pupils  were  four  in 
number  and  I  attempted  to  teach  them 
how  to  sell  a  very  good  gas  and  gaso- 
line engine,  which  cost  a  little  more 
than  most  similar  engines  and  was 
practically  unadvertised. 

I  had  no  basic  plan,  except  to  mar- 
shal the  so-called  talking  points  in 
their  logical  order  and  present  them  in 
an  impressive  way.  More  or  less  un- 
consciously my  presentation  assumed 
a  somewhat  dramatic  form.  This  was 
largely  due  to  the  fact  that  I  suggested 
physical  action,  or  what  the  stage  would 
call  "business,"  as  well  as  the  language 
to  be  used. 

My  four  pupils  were  rebellious. 
They  knew  vastly  more  about  gas  en- 
gines than  I  did,  and  they  were  ex- 
perienced salesmen,  besides.  Each  of 
them  had  his  own  particular  method 
of  selling  and  considered  that  the 
studied  application  of  any  new  method 
would  be  going  against  nature. 

They  excused  their  rather  poor  sales 
on  the  ground  that  our  engine  was  un- 
known and  too  high  priced,  and  they 
quite  plainly  intimated  the  opinion  that 
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I  would  be  no  more  successful  in  its  sale 
than  they  had  been,  if  I  went  out  on 
the  road  instead  of  sitting  in  my  office. 
In  other  words,  I  had  failed  to  sell  my- 
self and  my  ideas  to  my  salesmen  and 
thus  had  revealed  the  greatest  weak- 
ness a  sales  manager  can  have.  To 
this  fault  I  added  the  mistake  of  losing 
my  temper.  One  Saturday  afternoon 
I  said  to  the  salesmen  in  effect:  "You 
think  I'm  a  theorist  and  that  you  are 
practical,  but  I'll  bet  I  can  sell  more 
gas  engines  next  week  than  all  four  of 
you  sold  this  week." 

^"hen  the  sales  manager  loses  his 
temper,  his  salesmen  usually  adopt  a 
more  or  less  conciliatory  attitude,  and 
it  was  so  in  this  case,  but  they  were 
really  anxious  to  have  me  go  out  on  the 
road  and  get  cured  of  some  of  my  fool- 
ish ideas.  They  maneuvered  quite 
skilfully,  and  to  save  my  face  I  had  to 
attempt  to  make  good  on  my  decidedly 
rash  proposal. 

We  arranged  the  itinerary  of  a  six- 
day  trip,  to  begin  on  the  following 
Monday.  On  Sunday  morning,  while 
splitting  kindling  wood,  I  contrived  to 
run  a  nail  into  my  foot  and  I  started  on 
my  trip  the  next  day  under  the  handi- 
caps of  a  slight  lameness  and  the  ne- 
cessity of  hunting  up  a  doctor  every  day 
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to  have  my  wound  treated.  As  I  now 
see  it,  the  injury  to  my  foot  was  a  bless- 
ing in  disguise,  since  it  caused  me  to 
welcome  the  opportunity  to  sit  down. 
As  a  consequence,  I  visited  with  the 
merchants,  before  I  gave  them  a  can- 
vass on  gas  engines.  I  was  successful 
in  selling  six  engines  during  the  week 
and  my  four  salesmen  sold  a  total  of 
five. 

This  experience  had  several  results: 

1.  It  taught  me  the  value  of  getting  on  a 
friendly  footing  with  small  town  merchants, 
before  you  attempt  to  sell  them  anj-thing. 

2.  The  necessity  of  making  this  trip,  in 
order  to  convince  my  salesmen,  brought 
home  to  me  very  forcibly  that  a  sales  mana- 
ger must  be  able  to  sell  his  ideas  to  his  sales- 
men before  he  can  expect  them  to  make 
effective  use  of  such  ideas. 

By  ^•i^tue  of  the  authority  of  the  sales 
manager's  office,  his  salesmen  may  make 
an  outward  show  of  compliance  with 
his  instructions,  but  he  will  not  receive 
the  kind  of  obedience  and  co-operation 
that  insure  a  fair  trial  for  his  ideas 
until  he  has  thoroughly  con\-inced  his 
salesmen  that  his  methods,  when  prop- 
erly used,  will  increase  sales. 

A  third  result  was  that  the  four 
salesmen  decided  to  make  a  sincere 
effort  to  use  the  sales  canvass  which  I 
had  prepared  for  them.  In  those  days, 
the  average  farmer  and  small  manufac- 
turer had  the  idea  that  gas  engines 
were  tricky  things  and  particularly 
that  they  were  hard  to  start.  Our 
engine  could  be  started  very  easily,  if 
you  knew  just  how  to  do  it,  and  the 
salesmen  were  not  only  required  to  per- 
fect themselves  in  this  method  of  start- 
ing the  small  demonstration  engines, 
which  they  shipped  from  town  to  town 
in  quest  of  customers,  but  also  were 
instructed  precisely  what  to  say  and 
do  for  the  purpose  of  concentrating 
attention  on  this  feature  of  our  engine. 

In  order  to  impress  observers  that 
it  was  merely  child's  play  to  handle 


our  engine,  the  salesmen  dressed  very 
neatly  and  endeavored  to  keep  their 
hands  and  finger  nails  clean,  which 
afforded  a  marked  contrast  ■with  the 
appearance  of  the  salesmen  who  were 
demonstrating  rival  makes  of  engines. 

During  one  of  my  own  occasional 
road  trips,  my  sample  engine  arrived 
at  Evansville,  Indiana,  in  bad  condi- 
tion, and  it  was  necessary  to  do  some 
tinkering  on  it  before  a  demonstration 
could  be  given.  I  wore  a  new  suit  of 
light-colored  summer  clothing,  and  the 
merchant  to  whom  the  sample  had  been 
consigned  offered  to  lend  me  a  pair  of 
overalls  "to  keep  that  new  suit  clean." 
I  assured  him  that  a  man  did  not  need 
overalls  when  taking  our  engine  apart, 
and  he  was  apparently  more  impressed 
by  that  assertion  than  by  any  of  the 
other  talking  points  used  in  my  sales 
canvass.  As  a  matter  of  fact,  I  got 
a  couple  of  grease  spots  on  my  trousers, 
but  apparently  he  did  not  notice  them. 

It  has  never  been  my  regular  prac- 
tice to  patronize  manicurists,  but  when 
demonstrating  and  selling  gas  engines 
I  paid  a  good  deal  of  attention  to  my 
hands  and  finger  nails.  On  one  occa- 
sion in  Memphis,  Tennessee,  I  had  suc- 
ceeded in  getting  my  hands  in  a  very 
grimy  condition  and  paid  a  visit  to  the 
manicurist  at  the  Peabody  Hotel  bar- 
ber shop.  She  was  quite  curious  re- 
garding my  profession  and  when  asked 
to  guess  replied: 

Well,  I  can't  think  of  anybody,  except 
a  bank  robber,  who  would  wear  as  good 
clothes  as  you  wear,  have  long  slim  fingers 
like  yours,  get  his  hands  in  this  kind  of 
shape,  and  then  ask  a  manicurist  to  clean 
them  for  him. 

In  addition  to  minute  instructions 
concerning  the  method  of  demonstra- 
tion and  the  atmosphere  to  be  created 
before  and  during  the  demonstration, 
the  salesmen  were  proNnded  with  a 
sales  talk,  which  they  were  expected  to 
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memorize.  I  do  not  know  of  any 
suggestion  in  connection  vrith  his  work 
which  will  more  completely  outrage 
the  finer  feelings  of  the  average  sales- 
man than  the  request  that  he  memorize 
all,  or  a  part,  of  his  sales  talk;  yet  the 
same  salesman  will  be  bored  by  an  after- 
dinner  speaker  who  flounders  in  his  re- 
marks, or  omits  an  essential  detail 
from  an  anecdote.  Most  salesmen 
will  tell  you  that  a  memorized  sales 
talk  cannot  sound  natural.  As  a 
matter  of  fact,  no  salesman  ever  used 
a  sales  talk  that  was  not  partly  mem- 
orized, any  more  than  anyone  ever  at- 
tempted to  tell  a  funny  story  that  had 
not  been  partially  committed  to  mem- 
OTX.  The  more  thoroughly  both  are 
memorized,  the  more  effective  both 
will  be.  Every  salesman  should  real- 
ize the  fundamental  truth  that  when 
a  sales  talk  has  been  properly  prac- 
ticed, no  one  can  tell  that  it  has  been 
practiced. 

The  faculty  of  memorizing  quickly 
is  one  which  everj-one — not  alone  sales- 
men— should  cultivate.  Knowledge 
has  its  beginning  in  what  sticks  to  our 
minds.  The  ability  to  memorize  mag- 
netizes the  mind.  If  you  have  devel- 
oped the  right  method  of  memorizing, 
you  will  acquire  the  habit  of  committing 
to  memory,  without  conscious  effort, 
the  important  points  in  what  you  read 
or  hear,  and  these  remain  in  your  rec- 
ollection as  guide-posts  to  the  true 
significance  of  the  ideas  which  the  au- 
thor or  speaker  desired  to  express. 

In  teaching  salesmen  to  memorize, 
I  instruct  them  to  read  the  material, 
without  any  particular  effort  to  commit 
it  to  memory,  until  the  wording  of 
certain  sentences,  or  phrases,  fastens 
upon  their  memories.  Such  passages 
are  usually  the  best  parts  of  the  ma- 
terial and  serve  as  cues  in  memoriz- 
ing the  remainder.  Also,  they  usually 
mark  where  emphasis  should  be  placed 
pauses  or  gestures  introduced. 


I  have  never  had  any  trouble  in 
teaching  a  salesman  to  memorize,  and 
I  have  dealt  with  some  who  had  very 
little  education.  Of  the  four  gas  engine 
salesmen  who -n-ere  my  originalstudents, 
there  was  one  whose  early  schooling 
had  been  sadly  neglected.  His  spell- 
ing was  atrocious  and  he  actually  used 
a  small  letter  "i"  when  referring  to 
himself  in  his  reports.  He  could  read 
considerably  better  than  he  was  able 
to  write,  although  he  was  not  much  of 
a  reader.  Nevertheless,  he  proved 
very  apt  in  committing  a  gas  engine 
sales  talk  to  memory  and  developed 
into  the  best  salesman  of  the  four. 

If  the  subject  matter  is  -n-ithin  his 
comprehension  and  of  interest  to  him, 
it  has  been  my  experience  that  a  man 
of  limited  education  will  memorize 
more  quickly  than  is  generally  the  case 
with  a  well-educated  man.  The  most 
noteworthy  powers  of  memory  which 
I  have  ever  encountered  ■n-ere  mani- 
fested by  men  and  women  who  could 
neither  read  nor  write.  I  judge  the  ex- 
planation of  this  is  to  be  found  in  the 
fact  that  such  persons  must  rely  on 
memory  more  extensively  than  is  neces- 
sary with  those  who  are  accustomed 
to  refresh  their  recollections  through 
reference  reading  whenever  the  need 
occurs.  At  any  rate,  I  am  convinced 
that  lack  of  general  education  is  no 
particular  handicap  to  a  salesman  in 
memorizing  and  making  effectual  use 
of  a  properly  written  sales  talk. 

Another  objection  that  is  frequently 
offered  to  a  memorized  selling  talk  is 
the  probability  that  the  buyer  will  in- 
terpose a  question  or  observation,  re- 
quiring a  departm-e  from  the  remarks 
which  the  salesman  has  prepared. 
This  objection  is  less  weighty  than  at 
first  thought  it  appears  to  be.  If  the 
lines  of  a  play  are  skilfully  -nTitten,  the 
speeches  of  the  various  characters 
have  a  natural  sequence  which  pre- 
serves a  proper  unity  of  thought  and 
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carries  the  action  forward  in  a  way  to 
keep  the  interest  of  the  audience  from 
flagging.  There  may  be  comedy  re- 
lief and  other  digressions  from  the  main 
plot  of  the  play,  but  if  it  is  a  good  play, 
the  theme  is  never  obscured  in  the 
mind  of  the  audience.  Likewise,  state- 
ments made  by  a  salesman  should  be  of 
such  a  nature  and  presented  in  such  a 
manner  that  the  responses  or  questions 
of  the  buyer,  unless  wilfully  interposed 
for  that  pm-pose,  are  not  likely  to  de- 
stroy the  symmetry  of  the  salesman's 
arguments. 

The  story  is  told  of  a  purchasing 
agent  who  consulted  a  surgeon  regard- 
ing the  cost  of  an  operation,  and  when 
told  that  the  surgeon's  fee  would  be 
$500,  replied:  "You'll  have  to  make 
a  lower  quotation  than  that,  doctor. 
The  undertaker  has  quoted  me  a  price 
way  under  yours."  Situations  almost 
as  absurd  as  this  sometimes  occur  in 
the  experience  of  salesmen,  and  they 
are  nearly  always  the  fault  of  the  sales- 
man. If  a  salesman  has  developed 
professional  self-possession,  an  effec- 
tive approach,  and  an  interesting  pres- 
entation of  his  subject,  he  is  not  likely 
to  suffer  from  malicious  questions  or 
interruptions.  Questions  or  comments, 
which  are  not  maliciously  offered  by 
the  buyer,  are  a  great  aid  to  the  sales- 
man, as  they  indicate  the  direction 
which  the  buyer's  mind  is  taking,  and 
the  skilful  salesman  weaves  them  into 
his  sales  talk  and  uses  them  in  em- 
phasis or  reiteration  of  the  favorable 
points  to  which  they  can  be  appro- 
priately applied. 

When  a  buyer's  question  is  pre- 
mature, in  the  sense  that  it  would  de- 
stroy the  symmetry  of  the  salesman's 
presentation  of  his  subject,  if  answered 
immediately,  the  latter  should  have  re- 
course to  what  I  call  the  "balk," 
which  is  somewhat  similar  to  a  baseball 
pitcher's  balk,  in  that  the  salesman 
seems  about  to  answer  the  question, 


but  does  not  do  so.  The  principle  of 
this  is  very  simple,  but  the  technique 
must  be  worked  out  carefully,  as  it 
generally  involves  physical  action,  or 
what  an  actor  would  describe  as  "busi- 
ness." Naturally  the  character  of  this 
physical  action  depends  upon  circum- 
stances. At  this  point  the  experienced 
sales  executive  or  salesman,  who  be- 
lieves that  salesmen  are  born  and  not 
made  and  that  salesmanship  cannot  be 
taught,  is  likely  to  say  that  I  have 
proved  such  contention  by  my  admis- 
sion that  a  salesman's  procedure  some- 
times depends  on  circumstances.  As  it 
happens,  this  very  fact  convinced  me 
not  only  that  salesmanship  could  be 
taught,  but  that  it  had  to  be  taught  if 
salesmanship  was  to  become  a  scien- 
tific profession. 

Fundamentally  there  are  but  few 
tunes  in  music,  a  limited  number  of 
plots  for  novels,  and  not  many  situa- 
tions which  can  be  created  in  a  play. 
Rarely  do  we  encounter  a  new  vice  or 
virtue.  When  human  action  assumes 
an  aspect  of  novelty,  it  is  usually  the 
method  rather  than  the  motive  that 
surprises  us. 

For  a  number  of  years  it  has  been 
my  hobby  to  catalogue  the  various 
situations  which  conceivably  might 
arise  in  the  experience  of  salesmen  in 
different  lines  of  sales  work.  It  is  re- 
markable how  closely  associated  in 
principle  their  respective  problems  are, 
and  the  chief  difference  in  method,  al- 
though of  course  not  the  only  difference, 
is  based  on  the  fact  that  one  class  of 
salesmen  cannot  afford  to  spend  as 
much  time  on  a  prospect  as  other 
salesmen  may  find  it  profitable  to  de- 
vote to  their  prospects.  Since  pro- 
hibition, I  have  even  made  some  study 
of  the  sales  methods  of  wholesale  boot- 
leggers, although  their  attitude  does 
not  encourage  extended  research. 
There  are  several  grades  of  bootleggers, 
and  those  who  regard  themselves  as 
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legitimate  members  of  this  illicit  in- 
dustry have  in  some  instances  devel- 
oped a  very  creditable  sales  technique. 
It  is  noteworthy  that  salesmen  engaged 
in  illegitimate  pursuits,  such  as  boot- 
leggers, confidence  men,  and  the  men 
who  sell  worthless  securities,  are  for  the 
most  part  closer  students  of  salesman- 
ship than  the  salesmen  who  are  engaged 
in  selling  meritorious  articles.  Per- 
haps the  hazards  of  their  business 
prove  a  stimulus  to  their  imaginations. 
Possibly  the  desire  to  "clean  up  and 
get  out"  is  a  spur  to  their  endeavors. 
Whatever  the  reason  may  be,  the  fact 
remains  that  a  grafter  ■will  ordinarily 
plan  his  approach  of  a  "customer" 
and  the  subsequent  steps  of  the  "sale" 
much  more  carefully  than  the  average 
legitimate  salesman  considers  neces- 
sary in  his  own  case. 

The  results  of  my  habit  of  catalogu- 
ing novel  situations,  which  a  salesman 
of  a  certain  kind  of  goods,  securities, 
insurance,  or  real  estate,  might  en- 
counter, lead  me  to  believe  that  there 
is  practically  no  conceivable  situation 
for  which  any  salesman  cannot  be  pre- 
pared and  which  he  cannot  be  taught 
to  handle  in  a  certain  and  effective 
way,  proAnded  he  receives  the  proper 
instruction  and  has  confidence  in  the 
person  who  gives  him  such  instruction. 

The  greatest  difficulties  encountered 
in  teaching  salesmanship  are  the  skep- 
ticism and  mental  resistance  of  the 
salesman.  Although  salesmanship  was 
one  of  the  earliest  commercial  occupa- 
tions, its  principles  and  practices  have 
not  molded  themselves  into  a  form 
that  is  generally  recognized  and  ac- 
cepted by  salesmen,  and  it  therefore 
remains  a  trade,  whereas  it  should  be 
one  of  the  oldest  and  most  highly  de- 
veloped professions.  As  I  see  it,  the 
reason  for  the  tardy  development  of 
salesmanship  along  professional  lines 
has  been  the  prevalent  belief  that 
salesmanship  is  a  natural  gift,  which 


the  possessor  must  cultivate  according 
to  his  own  ideas  and  in  harmony  with 
his  o^NTi  particular  temperament.  It 
would  be  strange  indeed  if  nature  had 
singled  out  salesmen  and  conferred 
upon  them  an  inborn  talent,  which 
cannot  be  improved  by  instruction, 
when  the  talent,  or  even  genius,  of  a 
musician,  actor,  or  physician,  must 
be  carefully  cultivated.  However,  no 
matter  how  absvu*d  such  belief  may  be, 
the  conviction  that  the  ability  to  sell 
is  inborn  has  retarded  the  intelligent 
exchange  of  salesmen's  experience  for 
the  serious  purpose  of  collating  and 
comparing  such  experience  and  extract- 
ing from  it  the  principles  and  practices 
of  a  true  profession.  Salesmen,  as  a 
rule,  are  notoriously  unable  to  explain 
the  true  reasons  for  their  success  or 
lack  of  it.  The  successful  salesman 
usually  thinks  he  is  different  from  other 
men  and  lets  it  go  at  that,  while  the 
unsuccessful  salesman  is  so  busy  with 
the  invention  of  excuses,  that  he  seldom 
gives  much  thought  to  the  real  causes 
of  his  poor  success.  Personally,  I 
have  never  seen  a  salesman,  good,  bad, 
or  indifferent,  whose  selling  could  not 
be  improved,  if  he  would  submit  to 
criticism  and  instruction  as  the  actor 
must. 

I  have  described  how  I  overcame, 
in  a  considerable  degree,  the  skepticism 
of  four  gas  engine  salesmen.  As  I  now 
look  back  on  that  experience,  my  feeling 
is  one  of  surprise  that  they  did  not  say : 
"You  can  do  it  that  way,  but  we  can't." 
The  problem  of  the  sales  manager  is 
not  merely  to  convince  his  salesman 
that  he  knows  how  his  goods  can  most 
successfully  be  sold,  but  also  that  his 
method  is  one  which  can  effectively  be 
used  by  anyone.  It  has  been  my  ex- 
perience that  this  second  problem  is 
principally  one  of  getting  the  salesman 
to  let  his  mind  "go  along"  with  your 
mind,  not  in  the  sense  of  subjugation, 
but  to  make  sure  that  he  is  thinking 
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of  the  same  thing  you  are  thinking 
about  and  from  the  same  angle. 

About  10  years  ago  I  adopted  the 
plan  of  preparing  sales  canvasses  in  the 
form  of  dialogues  between  hypothetical 
salesmen  and  buyers  and  invoking  the 
collaboration  of  the  entire  sales  force 
in  the  preparation  of  such  dialogues. 
Half  of  the  salesmen  assisted  me  in 
deciding  what  the  salesman  should 
say  and  do,  and  the  other  half  aided 
me  in  deciding  what  the  buyer  would 
be  likely  to  say.  At  first  the  salesmen 
who  represented  the  buyer  were  dis- 
posed to  interpose  captious  objections, 
but  finally  recognized  that  such  re- 
marks were  not  the  ones  which  a  buyer 
would  logically  make.  We  tried  this 
plan  with  two  entirely  different  prod- 
ucts and  two  separate  sales  forces, 
and  the  resultant  sales  canvasses  were 
very  satisfactory.  Each  group  of 
salesmen,  for  the  most  part,  felt  that 
the  sales  presentation  which  had  been 
evolved  was  their  own  handiwork  and 
accordingly  followed  it  with  consider- 
able zeal  and  success.  One  man  ob- 
durately insisted  that  he  had  been 
selling  goods  for  many  years,  had  his 
own  methods,  and  would  show  the 
other  fellows  what  he  could  do  without 
following  any  fixed  line  of  procedure. 
He  would  size  up  each  customer  and 
handle  each  case  according  to  the  sur- 
rounding circumstances.  The  prod- 
uct was  a  new  one  and  during  the 
first  two  weeks  he  did  not  take  a  sin- 
gle order,  while  the  other  salesmen, 
without  exception,  opened  accounts 
in  every  tox\Ti  visited.  Perhaps  he 
got  a  series  of  bad  breaks  during  this 
period,  but  at  any  rate  he  decided  to 
adopt  the  methods  worked  out  at  the 
sales  conference  and  thereafter  was 
moderately  successful. 

As  entirely  new  products  were  in- 
volved in  both  of  the  cases  mentioned, 
it  was  practicable  to  hold  the  salesmen 
together  for  the  length  of  time  neces- 


sary to  develop  a  sales  canvass  in  the 
manner  described,  but  this  method 
could  not  be  used  in  the  instruction 
of  new  salesmen  subsequently  added  to 
the  sales  force,  and  the  latter  were  no 
more  ready  to  accept  and  absorb  a 
canvass  prepared  in  collaboration  with 
the  older  salesmen  than  if  it  had  been 
the  work  of  a  single  individual. 

I  then  adopted  the  method  of  pre- 
paring plays  which  involved,  with  a 
certain  amount  of  dramatic  action  and 
comedy,  a  great  deal  of  sales  instruc- 
tion. These  plays  were  presented  by 
professional  actors  in  first-class  stage 
settings,  and  every  effort  was  put  forth 
to  make  them  in  all  respects  what 
Broadway  would  term  "first-class  pro- 
ductions." The  expense  of  the  plays 
was  too  great  to  confine  their  presenta- 
tion to  traveling  salesmen,  and  accord- 
ingly the  merchants  who  handled  the 
goods  and  their  salesmen  were  invited 
to  attend.  In  most  cases  the  best 
way  to  sell  goods  to  a  merchant  is  to 
show  him  how  he  can  sell  such  goods 
and  make  a  profit  from  their  sale. 
Accordingly  it  was  possible  to  produce 
plays  that  were  of  equal  interest  to 
wholesale  and  retail  salesmen.  As  I 
now  recall  it,  some  11  difi'erent  plays 
were  presented  in  New  York  and  other 
cities. 

We  found  that  audiences  of  sales- 
men react  to  sales  plaj's  very  much  as 
regular  audiences  respond  to  the  drama. 
A  successful  drama  must  ordinarily 
invoke  the  sjinpathy  of  the  audience 
with  one  or  more  characters  and  make 
such  characters  ultimately  triumphant 
in  the  conflict  which  the  plot  pro- 
vides. However,  their  success  must 
be  attained  by  means  which  seem  logi- 
cal and  plausible.  I  endeavored  to 
comply  with  these  essentials  of  the 
drama  in  our  sales  plays  and  discovered 
that  our  audiences  would  accept  in- 
struction in  dramatic  form  with  greater 
conviction  and  better   understanding 
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than   when   conveyed  in  lectures   or 
addresses. 

While  the  presentation  of  salesman- 
ship upon  the  stage  is  undoubtedly  an 
eflFective  way  of  teaching  salesmanship, 
it  is  only  effective  in  the  cases  of  those 
who  see  the  plays  or  read  them  with 
studious  purpose.  There  remained 
the  problem  of  getting  a  salesman's 
mind  to  go  along  with  yours,  when  you 
were  attempting  to  instruct  him  in 
writing,  without  the  aid  of  dramatic 
plot.  The  solution  of  this  problem 
finally  proved  to  be  surprisingly  easy, 
and  was  based  upon  the  well-known 
fact  that  the  man  who  answers  a  ques- 
tion incorrectly  and  later  learns  the 
correct  answer  rarely  forgets  the  right 
answer.  If  he  finds  himself  unprepared 
even  to  attempt  an  answer,  the  im- 
pression which  his  mind  receives,  when 
the  correct  answer  is  learned,  will 
ordinarily  be  lasting,  and  if  his  an- 
swer is  correct,  he  obtains  through  sub- 
sequent corroboration  a  more  enduring 
impression  concerning  the  point  in- 
volved than  would  be  the  case  if  it  had 
not  thus  been  crystallized  in  his  mind. 
Therefore,  I  have  adopted  the  method 
of  asking  a  salesman  what  he  would  do 
and  say  in  a  given  situation,  and  re- 
quiring him  to  answer  the  question 
before  I  tell  him  what  I  consider  the 
proper  procedure.  After  he  has  read 
or  heard  what  I  think,  he  answers  the 
question  again,  modifying  his  first  an- 
swer to  such  an  extent  as  he  considers 
necessary,  in  view  of  the  instruction 
he  has  received  in  the  meantime.  My 
experience  with  this  method  demon- 
strates that  it  promotes  the  salesman's 


concentration  upon  and  understand- 
ing of  each  point  involved,  and  instead 
of  provoking  a  controversial  spirit, 
seems  to  produce  the  opposite  effect. 
There  are  several  large  educational 
institutions  that  have  already  recog- 
nized salesmanship  as  a  profession 
which  can  be  taught  to  any  intelligent 
person.  One  of  these  is  Carnegie  Insti- 
tute of  Technology,  Pittsburgh,  which 
has  an  excellent  life  insurance  school 
and  a  school  to  teach  the  training  of 
salesmen,  and  is  extending  its  research 
into  other  fields  of  salesmanship.  Car- 
negie Institute  has  sent  me  a  good  deal  of 
its  material  for  criticism  and  comment, 
and  I  regard  it  as  of  great  excellence. 
Harvard  University,  through  its  Grad- 
uate School  of  Business  Administration, 
is  giving  serious  attention  to  salesman- 
ship. I  have  had  the  pleasure  of 
lectiu-ing  to  its  class  in  sales  manage- 
ment and  encountered  the  keenest 
interest  in  the  subject  of  salesmanship 
on  the  part  of  a  group  of  young  men 
who  would  reflect  credit  on  any  pro- 
fession which  they  adopted.  New 
York  University  through  its  School  of 
Commerce,  Accounts,  and  Finance 
also  offers  instruction  in  salesmanship. 
I  am  informed  that  the  University  of 
Wisconsin  is  also  teaching  salesman- 
ship, but  I  am  not  familiar  with  its 
work.  The  national  need  of  improved 
salesmanship  seems  to  me  quite  ap- 
parent, and  there  is  no  doubt  that 
salesmanship  not  only  can  be  taught, 
but  also  that  it  is  a  very  easy  subject 
to  teach,  provided  the  student  can  be 
brought  into  the  right  mental  attitude 
concerning  his  instruction. 


COST  CONTROL  OF  DELIVERY  OPERATIONS 


BY  HAROLD  B.  WEISSMAN* 


IN  the  last  two  years,  business  or- 
ganizations have  been  put  to  the 
acid  test.  Readers  of  Adnmiist ration 
have  undoubtedly  heard  many  stories 
about  failures  of  what  appeared  to  be 
thriving  undertakings. 

A  few  weeks  ago,  someone  told  me, 
with  much  surprise,  a  story  about  a 
friend.  He  explained  that  his  friend 
was  doing  a  very  successful  manu- 
facturing business.  The  article  was 
manufactured  in  large  quantities,  was 
a  necessity,  and  not  a  luxury.  Busi- 
ness was  himiming,  sales  were  high,  and 
everj-thing  seemed  to  point  to  a  very 
prosperous  year.  Can  you  imagine 
the  surprise  of  the  owner,  when,  upon 
an  audit,  it  was  found  that  there  was  a 
net  loss  of  $50,000?  This  man  could 
not  believe  it.  If  he  had  operated 
his  business  on  facts  instead  of  op- 
timism, his  credulity  would  not  have 
been  tested  so  severely. 

This  is  the  age  of  prevention.  We 
no  longer  act  on  the  motto  of  closing 
the  stable  after  the  horse  has  been 
stolen.  We  safeguard  it  in  advance  so 
that  the  horse  may  not  be  stolen. 

In  the  past,  we  used  to  sit  by  help- 
lessly and  watch  disease  have  its  way. 
We  attempted  to  curb  it,  to  eradicate 
it,  to  cure  disease  after  it  had  taken 
root,  after  it  had  done  the  damage. 
Years  of  study,  however,  accumula- 
tion of  important  facts,  careful  ex- 
perimentation, have  given  us  infor- 
mation whereby  we  no  longer  have  to 
wait,  baffled,  until  the  disease  arrives, 
and  does  its  damage.  We  can  now 
take  preparatory  measures  to  ward  it 
off,  to  prevent  the  damage  in  advance. 

*  Industrial  Engineer,  R.  H.  Macy  and  Company, 
Inc.,  New  York  City. 


Preventive  medicine  has  therefore 
come  to  stay. 

We  are  gradually  drifting  towards 
what  I  should  like  to  term,  "preventive 
economics,"  so  that  we  may  do  for 
the  disease  of  unemployment,  of  busi- 
ness failures,  of  dissatisfaction,  of  dis- 
content, of  waste,  what  is  attempted 
for  the  health  of  the  individual  and  the 
community. 

The  three  requisites  for  effective 
planning  and  administration  are  as 
follows : 

1.  Performance  Standards 

2.  An   up-to-the-minute  record   of  pro- 

duction in  each  operation 

3.  A  cost  system 

The  reader  will  note,  that  essentially, 
the  three  requisites,  the  three  tools 
needed  in  order  to  intelligently  direct 
an  undertaking,  may  be  epitomized  in 
the  four  words — "Knowledge  of  the 
facts." 

II 

In  discussing  the  subject  of  cost 
control  of  delivery  operations  let  us 
look  upon  the  delivery  department 
as  an  independent  business.  The  mis- 
fortune is,  that  in  a  retail  establishment, 
the  delivery  department  is  considered 
as  merely  a  department.  We  are  apt 
to  forget  that  in  reality  it  is  a  trucking 
establishment.  We  could  even  go  so 
far  as  to  take  that  department  out  of 
the  store  and  operate  it  as  an  independ- 
ent trucking  business.  As  an  in- 
dependent business  its  function  is 
what?  It  does  not  manufacture  an 
article,  but  it  manufactures  something 
much  more  valuable,  and  that  is, 
Service. 
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As  a  business,  it  should  be  operated 
for  the  same  reason  that  every  business 
is  operated — for  a  profit. 

The  real  test  is  the  answer  to  this 
question : 

"Would  the  department,  operated  as 
a  separate  business,  give  a  return  on 
the  investment  in  the  business?"  Or,  to 
ask  a  fairer  question,  "Can  the  service 
rendered  now  by  the  dehvery  depart- 
ment be  secured  at  a  cheaper  cost  out- 
side of  the  department?" 

The  only  difference  between  the  de- 
partment as  an  independent  organiza- 
tion, and  the  department  as  a  delivery 
department  in  a  retail  organization, 
can  easily  be  shown.  In  the  former 
case,  we  would  attempt  to  operate  so 
efficiently  as  to  render  service  at  the 
minimum  cost  to  the  business,  as  well 
as  at  the  minimmn  charge  to  clients, 
compatible  with  competition  in  the 
field.  In  the  latter  case,  we  would 
operate  the  business  so  efficiently  as  to 
conduct  it  at  a  minimum  cost,  resulting 
in  a  minimum  charge  to  the  selling  de- 
partments. In  the  organization  with 
which  the  writer  is  connected,  delivery 
is  considered  imder  the  store  function 
of  "selling."  Delivery  is  a  part  of  the 
service  rendered  the  customer  in  the 
selling  of  merchandise.  As  such,  it  is 
an  additional  cost  in  the  selling  process. 

In  order  that  we  may  be  in  a  position 
to  judge  whether  we  are  operating  the 
delivery  department  in  accordance 
with  the  principles  described  in  the  pre- 
ceding paragraph,  in  order  that  we  may 
be  able  to  compare  it  effectively  with 
other  trucking  establishments,  we  must 
have  some  basis  of  comparison.  That 
basis,  in  the  last  analysis,  is  the  cost  of 
operation. 

Unfortunately,  as  is  very  often  the 
case,  finding  the  cost  is  considered  the 
final  goal.  Finding  the  cost  for  cost's 
sake,  gathering  statistics  just  for  the 
purpose  of  gathering  statistics,  is  a 
waste     of     effort.     Our     information 


should  be  a  motivating  force  in  the 
business,  and  not  an  interesting  set  of 
data  which  that  so-called,  mysterious 
office  "gets  up." 

Unless  these  figures  are  reliable, 
accurate,  and  constantly  employed  by 
the  heads  of  the  delivery  and  garage 
departments,  by  the  general  manager, 
and  by  members  of  the  firm  in  their 
councils,  in  their  plans,  and  in  their 
daily  decisions,  we  fall  short  of  having 
a  real  compass  in  our  business. 

If  we  are  to  eliminate  waste,  if  we  are 
to  be  guided  in  the  efficient  conduct  of 
our  business,  we  must  not  only  find  the 
cost,  but  we  must  be  able  to  account  for 
it,  and,  in  the  last  analysis,  control  it. 

Therefore,  the  purposes  of  this  article 
shall  be: 

1.  To  show  how  we  can  find  our  cost 
accurately,  and  at  the  same  time,  uniformly, 
enabling  us  to  use  it  effectively  in  our  own 
business,  as  well  as  facilitating  comparison 
among  ourselves,  thus  benefitting  by  the 
experience  of  others. 

2.  How  to  account  for  the  barometric 
changes  in  cost. 

3.  Finally,  we  may  be  able  to  apply  a  bit 
of  prevention  to  our  own  business.  Use  this 
information  to  help  us  control  the  cost,  and 
not  be  unhappily  surprised  at  the  end  of  the 
season.  Guide  our  various  decisions  and 
plans  in  our  daily  work,  so  as  to  keep  the 
cost  within  the  low  limits  previously 
standardized  and  demonstrated. 

Ill 

In  finding  the  cost,  we  must  be  sure 
that  we  have  taken  into  consideration 
every  item  of  expense  chargeable  to 
delivery,  as  a  delivery  expense;  other- 
wise, we  are  liable  to  delude  ourselves 
by  a  distorted  and  inaccurate  delivery 
cost.  As  a  gauge,  whether  we  have  in- 
cluded every  phase  of  expense,  we  can 
bring  to  our  assistance  the  very  thorough 
classification  of  expense  developed  by 
the  Controllers'  Congress  of  the  Na- 
tional Retail  Dry-Goods  Association. 
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They  have  found  what  they  call  the 
"Natural  Divisions  of  Expense"  as 
follows : 

1.  Salaries  and  Wages 

2.  Rentals 

3.  Advertising 

4.  Taxes 

5.  Interest 

6.  Supplies 

7.  Service  Purchased 

8.  Unclassified 

9.  Traveling 

10.  Communication 

11.  Repairs 

12.  Insurance 

13.  Depreciation 

14.  Professional  Services 

If  every  business  included  these  14 
classes  of  expense  arising  from  the  de- 
livery operations,  we  would  at  least  be 
certain  of  one  important  fact — that  we 
are  all  guided  by  the  same  principle  in 
compiling  our  delivery  expenses. 

I  have  taken  the  liberty  to  combine 
the  excellent  advantages  offered  by  this 
natural  classification  of  expense  of  the 
Controllers'  Congress,  with  the  thorough 
classification  of  delivery  items  tenta- 
tively proposed  by  the  International 
Delivery  Association.  If,  on  the  one 
hand,  we  maintain  this  natural  classi- 
fication of  expense  and  if,  on  the  other 
hand,  we  bear  in  mind  the  classification 
of  delivery  functions,  such  as  internal 
or  shipping-room,  external  delivery, 
divided  into  stable  and  garage,  and 
finally  depots,  we  can  so  organize  our 
expenses  as  to  know  exactly  what  sala- 
ries, rentals,  taxes,  and  interests  cost 
us,  not  only  in  toto,  but  for  each  of  the 
functions  of  the  delivery  department. 
Thus  shall  we  have  a  uniform  cost  sys- 
tem which  will  not  only  enable  us  to 
make  interesting  comparisons,  but  will 
also  assure  us  of  the  following: 

1.  That  we  have  charged  to  delivery 
everj'thing  that  should  be  charged  to  de- 
livery. 

2.  That  we  can  at  anv  time  know  the 


total  monthly  or  seasonal  cost  of  any  one  of 
the  14  classes  of  expense,  such  as  the  total 
cost  of  interest,  of  taxes,  of  rentals,  the 
total  salary  cost  of  delivery,  the  total  travel- 
ing expense,  insurance,  depreciation,  sup- 
pUes,  the  total  outside  services  purchased, 
etc. 

By  following  this  arrangement,  we 
will  know  more  than  the  total  salaries 
for  delivery.  We  ought  to  know  the 
salaries  for  the  internal  delivery,  for 
our  external  delivery — both  for  garage 
and  stable,  individually — and  the  sala- 
ries for  each  of  our  depots.  Similarly, 
any  one  of  the  14  items  of  expense 
will  be  known  to  us  in  toto,  as  well  as 
for  each  of  the  functions  of  the  deUvery 
department. 

Take  Expense  No.  11 — Repairs. 
Under  this  classification,  we  shall  know 
our  total  cost  of  repairs.  We  shall  also 
know  the  total  cost  of  repairs  for  the 
garage,  and  for  the  stable,  individually. 

Take  item  No.  6 — Supplies.  We 
shall  have  the  total  cost  of  supplies  and 
also  the  supplies  consumed  by  the  in- 
ternal delivery,  by  the  external  delivery, 
and  by  the  depots. 

IV 

These  items,  I  hope,  will  make  the 
individual  small  units  of  expense  more 
specific. 

It  is,  therefore,  interesting  to  note 
that  from  the  gross  total  of  expense  we 
can  secure: 

1.  Subtotal  of  expense  for  each  one  of  the 
14  classes  of  expense,  and  we  can  also  get 
for  each  kind  of  expense  such  as  salaries, 
rentals,  taxes,  that  particular  expense, 
either  for  internal  delivery,  external,  or  the 
depot. 

2.  By  getting  together  all  the  14  classes 
of  expense  for  internal  delivery,  we  can  get 
the  gross  expense  for  internal  delivery,  and 
know  what  the  shipping-room  costs  us. 

3.  By  getting  together  all  the  14  classes 
of  expense  for  external  delivery,  we  can 
know  exactly  what  our  external  delivery 
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costs  us,  and  particularly  what  all  the 
garage  operations  cost  us,  and  the  stable, 
and,  similarly,  the  depots.  Not  only  that; 
4.  We  can  go  down  even  to  a  smaller 
basis,  and  under  the  natural  classification  of 
expense,  called  salaries,  we  can  take  the 
particular  item  of  expense  of  auto  mechan- 
ics in  our  garage,  in  external  delivery,  and 
we  shall  know  exactly  what  our  labor  for 
the  care  of  machines  costs  us.  And  if  we 
follow  the  delivery  classification  of  garage 
all  the  way  across  that  chart,  we  shall  find 
further  items  of  expense  that  apply  just  to 
our  vehicles. 

In  this  article  I  am  not  going  to  enter 
into  the  details  of  gathering  cost  in- 
formation, except  to  outline  briefly 
the  method  that  may  be  followed. 

Every  invoice  should  be  dissected 
and  marked  with  three  classifications: 

1.  The  part  of  delivery  to  which  it  is 
chargeable — internal,  external  (garage  or 
stable)  or  depot. 

2.  The  main  heading  of  expense.  Any 
one  of  the  14  classes  of  expense  to  which  this 
particular  item  of  expense  belongs. 

3.  Any  subclassification.  It  may  be  of 
interest  to  keep  a  particular  record  of 
stationery  costs.  Therefore,  in  addition  to 
the  main  heading,  "internal  supplies,"  the 
bill,  or  the  particular  item  on  the  bill, 
should  be  marked  "stationery."  When  it 
is  thus  entered  for  a  specific  week  of  the 
season,  in  the  main  classification  "internal 
delivery,"  under  the  heading  of  "supplies," 
we  have  at  once  a  cumulative  and  current 
record  that  will  give  us  the  cost  of  station- 
ery in  toto,  as  well  as  for  internal  delivery. 
At  the  same  time,  this  item  goes  toward 
making  up  the  major  expense  supplies. 

If  everj'  one  of  our  items  in  expense 
is  marked  on  the  invoice,  voucher,  or 
pay-roll  sheet,  in  this  uniform  method, 
viz.,  delivery  classification,  natural 
expense  classification,  and  then  par- 
ticular classification,  we  are  certain  of 
having  an  accurate  record  of  the  cost, 
charged  properly  to  the  various  classes 
of  expense  and  to  the  various  branches 
of  the  deliven,-  department.     We  shall. 


in  addition,  be  following  uniformly,  the 
same  method,  so  that,  if  we  should  de- 
sire to  compare  our  items,  either  on  an 
actual  dollar  and  cents  basis,  or  on  the 
percentage  basis,  they  would  have  the 
same  meaning  in  each  organization. 

At  this  point,  I  cannot  too  strongly 
stress  upon  the  reader  the  importance 
of  the  realization  that  each  organiza- 
tion in  this  age  can  no  longer  morally 
stand  alone.  In  the  last  analysis,  we  all 
owe  an  obligation  to  the  community, 
to  the  country — of  operating  and  con- 
ducting our  business  so  efficiently  as  to 
help  maintain  industrial  stabilty. 

I  not  only  strongly  urge  that  some 
thorough  system  of  cost-keeping  be 
adopted  for  the  sake  of  efficient  control, 
but  that  such  a  system  be  uniform,  to 
give  a  common  medium  of  expression. 
Generalities  will  not  do  the  trick.  W^e 
must  learn  to  be  more  specific.  We 
must  learn  to  talk  in  terms  of  dollars 
and  cents.  We  must  learn  to  talk  in 
terms  of  specific  results,  and  to  do  so, 
we  must  have  information. 


Thus  far,  I  have  dealt  with  expense 
in  a  general  way,  by  using  the  classifi- 
cations proposed.  By  following  some 
such  method  as  outlined,  the  reader  will 
be  able  to  arrive  at  expense  in  the  gross, 
and  in  any  one  of  the  14  classes  of  ex- 
pense for  internal  delivery,  external  de- 
livery, and  depots.  It  will  also  enable 
the  reader  to  know  the  total  expense 
for  any  week,  month,  or  season,  of  any 
specific  item  under  any  one  of  the  14 
classifications  of  expense. 

Aiiev  we  have  this  information,  what 
are  we  going  to  do  with  it?  Suppose 
one  does  not  know  what  your  labor  cost 
is  for  internal  delivery,  for  the  garage, 
stable,  and  depot.  Suppose  one  does 
know  what  labor  cost  is  specifically  for 
entry  clerks,  for  sorters,  for  messengers, 
for  drivers,  for  helpers,  for  auto  me- 
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chanics.  Suppose  one  knows  what 
one's  repairs  cost.  WTiat  help  is  that 
going  to  be?  All  the  service  it  will 
render  is  to  know  what  to  charge  to 
the  selling  departments.  That  is  the 
amount  spent  on  delivery,  and  that  is 
the  cost  of  service  that  the  selling  de- 
partments must  stand.  Has  it  any 
other  value?  This  is  what  I  meant 
when  I  mentioned  the  interpretation 
— the  accounting  for  the  cost. 

If  this  information  is  to  mean  any- 
thing, if  it  is  to  help  the  managers  of 
delivery  departments,  the  manager  of 
the  store,  the  executives  of  the  firm,  to 
interpret  the  work  being  done  by  the 
delivery  department,  we  must  go  a  step 
further.  We  must  set  up  machinery 
that  will  give  such  interpretation.  We 
must  be  able  to  explain  why  a  certain 
item  of  expense  has  risen  or  fallen. 

I  know  quite  well  the  method  un- 
fortunately often  adopted.  It  has 
either  one  or  two  aspects : 

1.  The  heads  of  the  department  are 
called  in,  told  that  the  delivery  expense  has 
risen,  put  on  the  mat  for  it,  and  that  settles 
the  matter  until  the  next  report  is  received. 

2.  Discussion  ensues  on  the  subject,  there 
is  shrugging  of  the  shoulders  by  all  con- 
cerned, and  a  general  remark  made  as  to 
the  rise  in  the  cost  of  living,  the  rise  in 
prices,  and  the  matter  is  settled.  Whether 
the  rise  in  prices  is  wholly  due  to  the  in- 
crease in  the  cost  of  operations  is  not  con- 
sidered, because  the  facts  are  not  available. 
There  is  no  way  to  establish  it.  ^Vhether 
the  increase  in  the  cost  of  operation  in  the 
department  is  the  fault  of  the  department, 
is  not  determined.  Very  often  the  depart- 
ment is  not  to  blame.  There  are  other 
reasons.  If  the  cost  fails  to  go  down,  there 
may  be  other  reasons  than  the  fault  of  the 
department.  The  cause  might  easily  be 
remedied  if  we  had  the  facts. 

VI 

What  further  information  should  we 
have  in  order  to  be  able  effectively  to 
shed  light  on  our  cost  facts? 


To  begin  with,  let  us  analyze  the 
factors  that  control  cost.  They  are 
divided,  firstly,  into  two  main  branches: 

1.  External  factors — resulting  from  con- 
ditions outside  of  the  organization,  such  as 
business  conditions  of  the  community  or 
the  country  as  a  whole. 

2.  Internal  factors — conditions  arising 
within  the  organization. 

I  shall  not,  in  this  article,  go  into  any 
details  in  the  case  of  the  external  fac- 
tors, as  that  is  a  very  large  subject.  It 
does  not  affect  the  discussion  except 
that  we  hope  every  organization 
manages  to  maintain  an  accurate  index 
to  economic  conditions  in  the  com- 
munity, in  the  particular  industry,  and 
in  the  country.  Not  an  index  in  a 
general,  but  in  a  specific  way;  not  as  an 
isolated,  interesting  study  of  economic 
conditions,  but  as  a  closely  correlated 
study,  directly  linked  up  with  the  spe- 
cific effects  that  the  fluctuating  ex- 
ternal conditions  have  on  the  internal 
conditions  of  the  organization.  With 
such  facts,  we  should  be  able  to  know 
whether  our  increase  in  the  amount 
spent  on  supplies  is  wholly  due  to  the 
increase  in  the  cost  of  supplies  per  unit, 
or  due  to  the  inefficient  use  of  such 
supplies — the  part  attributable  to  one 
cause  or  the  other.  We  are  immediately 
interested,  however,  in  the  internal 
conditions  that  control  cost. 

They  are  mainly: 

1.  Quality  of  production 

2.  Quantity  of  production 

3.  Efficiency  of  equipment,  determined  by 

(a)  Cost  of  repairs 

(b)  Cost  of  maintenance 

(c)  Production  per  machine 

4.  Maximum  use  made  of  equipment, 
determined  by  idle  time 

In  the  factory,  Ave  measure  produc- 
tion by  the  number  of  units  of  work 
produced  by  a  man — machine,  per 
hour,  or  per  day.  After  all,  the  cost  per 
article  produced  is  largely  dctermiued, 
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in  addition  to  the  initial  cost  of  ma- 
terial, by  the  amount  of  human  and 
machine  energj'  needed  to  produce  the 
article.  If,  for  example,  it  costs  a 
dollar  per  hour  to  operate  a  machine, 
and  a  dollar  per  hour  for  the  operator, 
two  articles  produced  per  hour  will  be 
charged  with  a  dollar  apiece.  If  four 
articles  are  produced  per  hour,  each 
article  will  be  charged  with  50  cents. 
In  the  last  analysis,  therefore,  return- 
ing again  to  delivery,  the  expense  must 
be  measured  in  terms  of  production. 
In  delivery,  we  produce  a  different 
kind  of  article,  and  that  is,  the  specific 
service  of  taking  a  package  from  the 
store,  and  handing  it,  in  good  condition, 
to  the  customer  at  her  home.  The 
energy  consumed  in  the  handling  of  the 
package  is: 

1.  From  the  time  it  reaches  the  delivery 
to  the  time  it  is  on  the  wagon,  and  this  we 
know  as  internal  delivery. 

2.  From  the  time  it  was  placed  on  the 
wagon  to  the  time  it  is  brought  to  the  cus- 
tomer. 

3.  The  additional  energy  or  expense  in- 
volved in  finally  disposing  of  our  service  in 
internal  delivery,  either  by  the  return  of  the 
package,  or  by  the  return  of  evidence  that 
the  customer  has  it. 

We  must,  therefore,  establish  an 
accurate  method  of  pitting  cost  against 
production.  We  have  thus  far  shown 
how  we  can  measure  the  cost.  We 
must  now  be  sure  that  we  will  have  the 
following  understanding  of  production, 
so  that  we  may  interpret  the  cost  in 
terms  of  production,  and  production  in 
terms  of  cost. 

TSTiat  must  we  know  about  produc- 
tion? 

1.  Production  in  the  gross,  that  is,  the 
number  of  parcels  delivered  for  a  day,  for  a 
week,  for  a  month,  and  for  a  season.  Hav- 
ing the  cost,  we  should  know  what  it  costs 
us  to  deliver  a  package  either  daily,  weekly, 
monthly,  or  seasonally. 

2.  Tiiat  will  only  give  us  the  cost.     We 


are,  however,  interested  in  the  explanation  of 
the  cost.  The  cost  per  package  will  depend 
on  the  same  principle  as  the  cost  per  piece. 
Just  as  the  cost  per  piece  was  determined  by 
the  number  of  pieces  produced,  per  machine- 
hour  and  man-hour,  so  the  cost  per  piece 
will  depend  on  the  number  of  pieces  delivered 
per  machine  and  per  man.  Our  machine  per 
day  costs  us  so  much  in  specific  overhead 
— depreciation,  interest  on  the  investment, 
rental,  heat,  light,  and  power,  salary  of 
the  chauffeur,  wagon  boy,  the  constant  wear 
and  tear  which  involves  repair,  etc.  This 
machine  costs  us  that  amount  whether  it  is 
deUvering  100  or  200  packages.  The 
driver's  salary  is  the  same  whether  he  de- 
livers 100  or  200  packages,  and  the  helper 
similarly. 

Our  aim,  therefore,  must  of  neces- 
sity, be  the  knowledge  of  the  pro- 
duction per  man,  per  vehicle  day.  I 
am  not  implying  here,  any  standard  at 
all.  All  that  we  want  to  know  is  the 
production  per  vehicle  day,  per  man. 
It  stands  to  reason,  that  if  we  should 
find  that  one  season  our  cost  for  de- 
livering per  piece  has  increased,  and,  at 
the  same  time  discover  that  the  num- 
ber of  pieces  delivfred  per  man,  per 
vehicle  day,  has  decreased,  we  have  at 
least  one  reason  for  the  increase  in  the 
cost  per  piece.  There  may  be  others, 
but  this  is  one  of  which  we  are  sure. 
Why  the  number  of  pieces  per  man  de- 
creased? Why  the  production  has 
decreased?  That  is  another  matter. 
Herein  is  the  danger  of  statistics.  They 
may  be  interpreted  incorrectly,  and  re- 
flect, as  has  often  been  the  case,  on  the 
statistics  themselves,  when  the  fault 
lies  in  the  interpretation.  There  may 
be  many  reasons  why  the  number  of 
pieces  per  vehicle  day  has  decreased. 
It  may  not  be  the  fault  of  the  driver, 
although  we  all  know  that  during  the 
war,  the  efficiency  of  labor  decreased. 
That,  however,  may  not  be  the  only 
reason.  It  may  be  due  to  some  fault 
in  the  method  of  assigning  loads.  It 
may  be  due  to  the  fault  of  the  method 
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of  combining  loads.  It  may  be  that 
the  deUvery  has  not  so  organized  its 
routes  as  to  be  able  to  give  a  very 
eflficient  driver  a  large  load,  a  load  that 
he  can  very  easily  dispose  of,  and  give 
an  inferior  driver,  who  naturally  is  in- 
capable of  delivering  a  large  load,  a 
smaller  load,  one  that  he  can  carry. 

How  often  did  we  find,  that  in  the 
office,  and  in  the  factory,  it  is  the  in- 
efficient man,  the  man  who  is  naturally 
slow,  who  sets  the  pace?  That  may  be 
a  good  reason  why  production  de- 
creases in  the  department.  It  may  be 
that  we  have  a  few  slow  men,  and  all 
the  other  men,  finding  that  the  slow 
man  receives  the  same  salary,  the  same 
reward,  adopt  the  pace  of  the  slow  man, 
and  production  suddenly  takes  a  slump. 
It  can  easily  be  seen  that  when  such  a 
condition  comes  into  existence,  the 
cost  per  unit  must  go  up — ^the  cost  per 
package  increases.  If  we  know  these 
facts,  however,  we  can  easily  diagnose 
the  disease  and  find  a  remedy. 

In  establishing  production  records,  I 
believe  it  is  advisable  to  begin  with  the 
smallest  unit — the  working  basis — and 
that  is  the  load.  Every  load  leaving 
the  house  should  have  something  to 
represent  it — a  card,  or  some  form  that 
will  take  the  place  of  the  load.  It 
should  give  us  all  there  is  to  know 
about  the  load — the  name  of  the  man, 
his  helper,  where  he  went  to  deliver, 
the  number  of  pieces  he  took  with  him, 
the  number  he  returned,  and  similar 
information. 

The  flexibility  of  such  a  system  is 
most  surprising,  as  it  can  be  used  to  get 
all  sorts  of  valuable  information.  For 
example : 

1.  Cards  arranged  by  driver  will  give  a 
record  of  production  per  driver. 

2.  Cards  arranged  by  zones  (a  combina- 
tion of  routes,  a  specific  section  of  the  city) 
will  give  a  record  of  the  total  pieces  de- 
livered per  zone.  Thus  the  intensity  of 
business  done  in  each  section  of  the  city  is 


shown,  which  will  enable  one  ultimately  to 
determine  what  it  costs  to  deliver  a  package 
in  each  section  of  the  city. 

3.  Cards  arranged  by  car  numbers  will 
give  a  record  of  all  the  cars  that  were  in 
operation  during  the  day,  taking  also  the 
production  per  car. 

4.  Cards  arranged  by  routes,  i.e.,  if 
information  is  properly  organized,  can 
picture  exactly  the  manner  in  which  the 
loads  were  made  up  during  the  day. 

One  ought  to  know  for  each  day, 
week,  month  or  season,  the  following: 

1.  The  number  of  pieces  delivered  in  each 
zone. 

2.  The  number  of  pieces  carried  by  each 
vehicle. 

3.  The  number  of  pieces  carried  by  each 
driver,  whether  with  one  or  two  helpers. 
That  will  give  an  index  to  the  drivers  with 
high  production,  and  those  with  low  pro- 
duction. Of  course,  the  information  is  not 
so  valuable  as  when  one  has  standards  of 
production  for  each  zone  and  for  each 
month  of  the  year. 

4.  Returns  by  zones,  so  that  an  accurate 
control  over  those  returns  can  be  obtained 
and  the  trouble  located — concentrating 
efforts  in  that  direction. 

5.  How  the  loads  are  made  up  daily. 

I  am  afraid  that  I  must  write  here  a 
word  of  warning.  The  practical  men 
in  this  field,  the  men  who  have  become 
part  and  parcel  of  it,  may  feel  that  all 
this  is  unnecessary,  and  in  a  sense,  they 
are  justified  in  their  attitude.  After 
all,  they  have  operated  their  businesses, 
and  done  their  best  without  all  these 
records  and  "red  tape."  After  all,  is 
it  not  the  personal  element  that  really 
counts?  The  man  in  charge  of  the 
garage — does  he  not  know  each  car? 
Does  he  not  know  each  driver?  Does  he 
not  see  that  everj-thing  runs  smoothly 
each  day?  The  man  in  charge  of  the 
delivery — he  keeps  his  eyes  open,  he 
knows  what  is  going  on,  he  can  almost 
touch  the  problems  in  his  department 
blindly.  True!  That  was  the  case 
years  ago,   even   with  the   merchant, 
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when  business  was  small,  when  busi- 
ness was  operated  on  a  smaller  scale. 
He  had  no  need  for  the  so-called  "red 
tape,"  for  accurate  cost  records,  for 
statistics,  for  accountants,  for  engineers. 
He  had  everj-thing  on  the  "tips  of  his 
fingers."  He  could  point  to  this  or 
that,  with  a  knowledge  of  every  detail. 

But  the  reader  must  remember,  that 
just  as  business  has  increased,  just  as 
the  retail  store  has  often  become  a 
multiplicity  of  retail  stores,  so  has  the 
department  increased  in  the  same  pro- 
portion. It  is  now  almost  humanly 
impossible  for  any  one  man,  unless  he 
operates  a  small  di^^sion,  to  be  in  close 
touch  with  everj'  detail.  Today  it  is 
necessary  to  create  certain  artificial 
controls  for  business.  I  repeat  that  the 
natural  control  is  the  best.  The  time 
when  the  employer  and  employees 
rubbed  shoulders,  was  the  most  con- 
genial, and  conducive  to  a  proper 
understanding  for  both,  but,  on  account 
of  the  rapid  growth  of  industry,  that, 
unfortunately,  is  impossible.  There- 
fore, we  must  create  these  artificial 
means,  these  cost  systems,  these  sta- 
tistical data,  to  take  the  place  of  this 
personal  contact  with  every  detail  in  the 
business — a  very  poor  substitute  to  be 
sure,  but  yet,  at  least  a  safe  substitute. 

However,  even  if  one,  ■with  all  the 
growth  of  the  business,  could  find  it 
possible  to  carry  all  the  details  of  the 
department  in  his  head,  to  know  all 
about  it  without  records,  one  must  still 
remember  that  the  management,  and 
the  executives,  have  no  means  of  close 
contact  with  all  such  details.  When 
they  discuss  store  policy,  store  im- 
provements, consider  the  question  of 
costs,  the  question  of  plans  for  the 
future  of  the  business,  try  to  under- 
stand and  to  measure  the  operations  of 
each  department,  they  must  have  some 
common  language.  They  have  no 
other  basis  of  talking  of  the  depart- 
ment except  through  the  medium  of 


the  cost  and  production  records.  There 
is  only  one  common  language  between 
department  heads,  management,  and 
the  firm,  and  that  is  the  medium  of 
facts  and  figures  of  production,  and 
cost  per  unit  production.  The  more 
accurate  this  information  is,  the  more 
comprehensive  it  is,  the  fuller  will  be 
the  understanding  between  department 
heads,  the  management,  and  the  firm. 
I  wonder  whether  it  is  realized  how 
much  friction  is  caused  in  the  average 
organization  because  the  manager  calls 
his  department  head  down  for  matters 
on  which  he,  personally,  has  not  the 
full  facts.  He  tells  his  department 
head  to  do  this  and  that,  when  he  has 
no  adequate  basis  of  measuring,  of  de- 
termining whether  his  charges  are 
right  or  wrong. 

In  an  organization  where  the  motto 
is — ^"\Miat  are  the  facts?" — ^managers, 
firm,  and  department  heads,  sit  down 
to  discuss,  not  on  the  basis  of  personali- 
ties, not  on  the  basis  of  personal  preju- 
dice, but  on  the  basis  of  the  facts  avail- 
able. Just  as  in  the  relationship  of 
management  and  department  heads, 
there  will  be  a  smoother  working  organ- 
ization when  their  dealings  are  based 
purely  on  facts,  so  it  will  be  between 
management  and  labor.  All  the  mis- 
understanding, all  the  discontent,  all 
the  friction  between  management  and 
labor  is  due  to  the  same  reason  that 
friction  is  created  between  management 
and  department  heads,  and  that  is,  a 
lack  of  facts,  a  lack  of  accurate  facts, 
a  lack  of  proper  interpretation  of  facts. 

VII 

We  now  turn  from  the  consideration 
of  production  to  the  matter  of  equip- 
ment. There  is  a  certain  amount  of 
information  absolutely  essential  if  we 
are  to  be  in  a  position  to  interpret  and 
to  control  cost.  Each  organization  has 
developed  thus  far  to  ;i  point  where  it 
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realizes  that  employees  cannot  be 
treated  in  the  mass,  that  one  employee 
differs  from  another  in  temperament, 
in  natural  ability,  and  in  particular 
leanings.     A  history  of  each  is  kept. 

Is  it  not  peculiar  that  in  a  fleet  of  one 
hundred  or  more  vehicles,  in  each  of 
which  we  make  an  original  investment 
of  from  three  to  five  thousand  dollars 
and,  during  the  year,  we  invest  hun- 
dreds of  dollars  in  repairs  and  main- 
tenance, that  we  should  not  take  the 
same  interest  in  that  individual  vehicle 
as  a  unit?  Suppose  our  cost  suddenly 
increases,  or  it  does  not  decrease  as  it 
should :  Can  we  immediately  locate  the 
fault  and  say — "This  is  the  trouble?" 
If,  however,  we  maintain  a  history  of 
each  vehicle,  from  the  time  we  pur- 
chase it,  to  the  time  we  sell  it,  or  scrap 
it,  we  are  in  a  position  to  know. 

How  many  days  each  season  is  the 
vehicle  idle?  How  many  days  is  the 
vehicle  laid  up  in  the  shop  for  repairs? 
It  is  generally  admitted  that  one  type 
of  vehicle  is  better  suited  for  retail 
delivery  than  another.  How  are  we  to 
determine  that  unless  we  keep  accurate 
costs  and  records  of  performance? 

It  is  very  easy  to  maintain  such 
records.  The  mechanic  should  submit 
at  the  end  of  each  day  a  work  ticket  on 
which  he  will  indicate  the  number  of 
hours  spent  on  each  car,  the  work  he 
did,  and  the  amount  of  material  he  used 
for  that  car.  The  cost  of  labor  should 
be  charged  against  that  vehicle,  classi- 
fied under  the  items — inspection,  wash- 
ing, work  on  the  body,  running  gear, 
motor,  engine,  or  painting.  The  car 
should  be  charged  with  all  the  material 
used  on  the  body — running  gear, 
motor,  engine,  or  in  painting,  etc. 
The  charge  of  gas  and  oil  consumed 
every  day,  as  well  as  tires  per  mile,  on  a 
mileage  basis,  should  also  be  added. 
It  is  necessary  to  know  the  cost  to  date 
in  repairs,  and  its  relation  to  the  original 
cost  of  each  car.     Thus,  a  history  of 


the  car  is  easily  maintained.  One 
should  have  the  same  information 
about  tires.  Moreover,  the  cost  of  re- 
pairing the  car  seasonally  and  to  date 
should  be  recorded. 

It  would  not  be  considered  good 
business  to  run  and  operate  a  factory 
without  an  absolute  control  for  each 
machine.  It  is  necessary  to  remember, 
that  cost  will  be  determined  by  the 
efficiency  of  the  machine,  the  vehicle, 
and  by  the  efficiency  of  labor.  I  have 
shown  the  importance  of  production  in 
determining  cost.  It  is  now  essential 
to  point  to  the  value  of  knowing  each 
vehicle  thoroughly.  In  addition  to 
having  the  cost  of  repairs  per  mile,  we 
should  also  know  the  cost  of  mainte- 
nance of  that  vehicle  per  mile.  If  we 
should  plan  to  bring  cost  down,  or 
explain  why  it  took  a  .sudden  jump,  an 
examination  of  the  history  of  each 
piece  of  our  equipment  would  help  us. 

Can  you  imagine  what  a  wealth  of 
information  would  be  available  if  such 
accurate  histories  of  vehicles,  and 
equipment  were  maintained?  If  we 
combined  all  of  such  information  and 
experiences,  we  could  do  much  toward 
learning  to  operate  most  efficiently. 

1.  We  could  determine  the  best  t}T>e  of 
vehicle  to  be  operated  most  cheaply  for 
retail  delivery. 

2.  We  would  know  accurately,  and  not 
by  guesswork,  exactly  the  kind  of  territory 
best  suited  to  certain  t.vpes  of  vehicles. 

3.  We  would  know  which  policj'  of  re- 
pairs was  the  soundest  and  cheapest. 

4.  We  could  easily  determine  the  ad- 
visability of  scrapping  vehicles,  so  that  we 
would  not  sink  money  into  vehicles  after 
the  law  of  diminishing  returns  had  set  in, 
after  a  point  when  the  vehicle  ceased  to 
return  sufEciently  for  the  investment  sunk 
into  it. 

This  is  what  I  meant  by  "controlling 
the  costs."  It  is  one  thing  to  find  the 
cost ;  it  is  another  to  interpret  it ;  but  the 
ultimate  goal  should  be  to  control  it. 


THE  FUTURE  OF  AMERICAN  INDUSTRY 


BY   MALCOLM   KEIR* 


EVERY  engineer  accustomed  to 
plotting  curves  understands  the 
method  where,  by  charting  the  facts 
that  are  known  and  measuring  the  arc 
of  the  curve,  he  is  able  to  foretell  future 
unknowni  possibilities,  if  the  curve  es- 
tablished by  the  known  is  maintained 
without  interruption  by  unsuspected 
outside  influences.  Adopting  a  similar 
method,  economists  search  for  what 
has  been  in  order  to  prophesy  what  may 
be.  Of  course  the  economist  as  a  seer 
is  more  limited  than  the  engineer  be- 
cause he  does  not  deal  with  facts  so 
mathematically  accurate.  All  that  an 
economist  can  foretell  is  a  general  tend- 
ency. An  analysis  of  the  sort  sug- 
gested for  the  manufacturing  industries 
of  the  United  States  seems  to  indicate 
that  in  the  future  automatic  machinery 
will  be  the  rule  rather  than  the  excep- 
tion; that  factories  will  be  located  at 
will  rather  than  under  the  compulsion 
of  some  economic  factor  as  at  present ; 
and  finally,  that  employers  wall  take  a 
different  attitude  than  they  now  do  in 
regard  to  labor.  It  is  with  these  mat- 
ters separately  that  we  wish  to  deal. 

The  steps  that  have  led  to  the  in- 
troduction of  modern  automatic  ma- 
chinery are  relatively  easy  to  trace. 
The  first  move  in  that  direction  was 
the  attempt  at  specialization,  attained 
first  in  the  product  and  afterwards  in 
the  process.  At  the  time  of  George 
Washington,  it  was  quite  the  usual 
thing  for  one  man  to  combine  many 
professions.  A  mitiister  might  be  also 
a  doctor  and  a  farmer.  Of  course  it 
is  well  known  that  the  red  and  white 
upon  a  barber's  pole  indicate  the  fact 
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that  once  a  barber  and  a  surgeon  were 
combined  in  one  person.  The  expres- 
sion "Jack  of  all  trades"  had  a  real 
significance  in  Colonial  America  for 
the  term  expressed  a  familiar  condition. 
Not  only  were  the  professions  not 
specialized,  but  many  of  the  first  at- 
tempts at  manufacturing  were  experi- 
ments applied  to  diverse  products. 
There  are  records  of  mills  that  within 
the  same  foiu*  walls,  within  a  period  of 
less  than  10  years,  had  manufactured 
cotton,  wool,  and  linen  cloth,  wooden 
shoe-pegs,  buckets,  and  tool-handles, 
edged  tools,  optical  goods,  and  choco- 
late. In  several  cases  more  than  one 
of  these  things  were  made  at  the  same 
time.  It  was  a  frequent  occurrence  to 
witness  a  mill  that  combined  wood- 
working with  flour  manufacture.  When 
manufacturers  devoted  their  energies 
to  so  many  unlike  products  it  stands 
to  reason  that  they  could  not  devise 
mechanical  short-cuts  in  any  one.  If 
a  man  were  dealing  with  wool  cloth 
one  week  and  chocolate  candy  the 
next,  obviously  he  could  not  spend 
much  money  or  time  in  developing 
either  wool  or  candy  machinery.  Our 
early  mills,  therefore,  had  to  settle 
down  to  making  one  product  before 
any  advance  could  be  made  in  the  sub- 
stitution of  labor  by  machinery. 

Even  after  employers  specialized 
upon  one  product  it  was  a  common 
practice  to  have  one  man  to  make  a 
complete  article  by  hand.  In  our 
present  day  it  is  possible  to  se?  work 
done  in  this  manner.  In  Great  Britain 
much  of  the  fine  cutlery  manufactured 
at  Sheffield  is  the  accomplishment 
of  single  men  working  upon  simple 
grindstones.     Likewise    if    one   enters 
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the  pottery  works  in  Camden  or  Tren- 
ton, New  Jersey,  one  finds  a  mill  in 
which  the  only  machinery  is  a  clay- 
mixing  device  and  a  pug-mill,  both  con- 
fined to  the  cellar.  All  of  the  work  of 
fashioning  a  finished  piece  of  pottery 
is  accomplished  by  the  skill  of  the 
workman,  whose  only  tools  are  a  hand- 
revolved  wooden  table,  plus  a  small 
piece  of  rubber  held  in  the  worker's 
hands.  Such  a  complicated  piece  of 
pottery  as  a  modern  water  closet  is 
built  piece  by  piece  with  no  other  aid 
than  the  workman's  own  skill.  A 
situation  like  this  was  normal  in  our 
earlier  manufacturing  history,  but  em- 
ployers at  length  learned  the  lesson 
that  if  they  divided  the  job  between 
several  workers  they  so  simplified  the 
task  that  a  much  less  skilled  man  could 
perform  it.  When  this  principle  was 
once  established,  it  was  pushed  to  the 
logical  conclusion.  Tasks  were  made 
so  simple  that  they  were  merely  me- 
chanical and  performed  by  the  lowest 
class  of  unskilled  labor,  \^^len  this 
point  was  reached,  it  was  an  obvious 
thing  to  replace  the  labor  with  a 
cog,  a  gear,  or  a  cam.  Consequently, 
specialization,  first  of  product,  and 
then  of  process,  has  lead  to  the  intro- 
duction of  machinery. 

The  second  step  toward  automatic 
machinery  was  taken  when  adminis- 
trators discovered  that  not  only  was 
it  profitable  to  make  one  thing  alone, 
but  also  to  manufacture  that  one  thing 
in  exactly  the  same  way  at  all  times. 
In  other  words,  the  raw  materials,  the 
processes,  and  product  were  standard- 
ized. It  is  a  psychological  truth  that 
a  man  performing  different  tasks  one 
after  the  other  has  to  concentrate  his 
mind  on  those  tasks.  This  means 
that  for  every  muscular  activity  a 
special  message  must  be  transmitted 
to  and  from  the  brain.  Consequently 
such  work  is  performed  with  relative 
slowness.     On  the  other  hand,  where 


materials,  processes,  and  products  are 
all  standard,  a  worker  does  exactly  the 
same  thing  always  in  exactly  the  same 
way.  This  soon  establi-shes  a  "brain 
groove"  which  permits  what  is  in 
effect  a  short  circuit.  A  man's  muscu- 
lar acti%'ities  become  reflexes  without 
particular  conscious  mental  stimulus. 
This  means  that  the  work  is  not  only 
performed  with  much  less  mental  effort 
but  at  greatly  increased  rapidity. 
After  work  has  become  so  standard- 
ized that  it  can  be  done  by  reflex  action 
it  is  in  a  satisfactory  state  to  be  trans- 
formed into  a  mechanical  equivalent 
to  the  human  effort.  Standardization 
has  opened  the  way  to  the  introduction 
of  machinery. 

It  is  interesting  to  point  out  that 
complete  standardization  depends  upon 
a  wide  market.  It  happens  that 
the  continental  size  and  the  100,000,- 
000  population  of  the  United  States 
constitute  a  great  domestic  market. 
Furthermore,  the  people  of  the  United 
States  have  been  taught  to  accept 
standardized  products.  The  same  col- 
lar or  the  identical  musical  record  can 
be  purchased  with  equal  ease  on  Fifth 
Avenue,  New  York,  or  on  Main  Street, 
in  Phoenix,  Arizona.  Our  business 
men  have  developed  a  special  genius 
for  arranging  for  standardized  pro- 
duction and  distributing  the  stand- 
ardized articles.  Foreigners  complain 
that  in  America  there  is  no  local  dis- 
tinction of  dress,  house,  street  names, 
or  customs.  We  are  outwardly  a 
standardized  people  dwelling  in  stand- 
ardized towns.  So  far  as  this  is  true 
the  introduction  of  machines  that  de- 
pend on  standardization  have  been  an 
easy  matter  in  the  United  States. 

Recently  a  great  aid  has  been  given 
to  employers  in  their  attempts  at 
standardization  and  machine  introduc- 
tion, through  the  incoming  of  scientific 
management.  Prexnously,  even  in  the 
shops    where    standardized    products 
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were  being  turned  out,  the  processes 
were  left  largely  to  the  laborers  who 
conducted  them  by  "rule  of  thumb" 
procedure.  ISIanagement  engineers  col- 
lected all  of  the  known  rules  of  thumb, 
analyzed  them,  eliminated  the  need- 
less and  preserved  the  needful,  so  as 
to  establish  a  new  standard  method. 
In  arrixnng  at  this  procedure  the  in- 
dustrial engineer  made  use  of  motion- 
and  time-study.  Out  of  these  studies 
the  engineers,  sometimes  to  their  own 
surprise,  discovered  that  when  need- 
less motions  were  eliminated  the  re- 
maining ones  were  so  mechanical  that 
a  machine  could  be  introduced  to  per- 
form them.  As  a  consequence  scien- 
tific management  is  almost  always 
followed  by  new  machines  replacing 
labor. 

Although  nearly  everyone  will  ac- 
cept the  idea  that  machinery  can  be 
substituted  for  repetitive  mechanical 
human  motions,  there  are  many  who 
deny  the  application  of  machinery  to 
jobs  requiring  intellectual  acti^^ty  such 
as  those  in  which  judgment  or  selection 
is  involved.  It  is  said  that  man  can 
make  machines  that  do,  but  not  ones 
that  think.  Nevertheless,  we  have  all 
witnessed  many  intellectual  operations 
cherished  as  necessarily  man-performed 
that  have  been  accomplished  ■n'ith 
machines.  To  write  and  read  in  short- 
hand requires  special  training  and  con- 
stant intellectual  activity,  yet  who 
does  not  know  that  results  similar  to 
those  obtained  by  shorthand  can  be 
produced  from  a  wax  record?  INIany 
of  us  are  uncomfortably  aware  that 
addition,  subtraction,  and  multipli- 
cation put  a  strain  upon  intellectual 
processes,  but  also  who  of  us  is  not 
aware  that  there  are  machines  that  add, 
subtract,  and  multiply?  A  few  years 
ago  sociologists  in  the  anthracite  coal 
regions  cried  out  against  the  use  of 
boys  hired  to  separate  the  slate  from 
the  coal.    Boys  had  to  judge  by  appear- 


ance and  weight  what  was  slate  and  what 
was  coal,  permit  the  coal  to  pass  be- 
yond them,  and  then  pick  out  and  dis- 
card the  slate.  Here  was  a  job  that  cer- 
tainly required  continuous  judgment. 
Yet  recently  engineers  have  discovered 
that  if  coal  and  slate  are  dumped  to- 
gether into  a  spiral  tube,  the  difference 
in  weight jjbet ween  the  two  substances 
will  materially  modify  the  influence  of 
centrifugal  force,  so  that  the  useless 
slate  will  be  most  effectively  separated 
from  the  useful  coal.  An  illustration 
of  our  point  may  also  be  derived  from 
the  field  of  art.  WTiat  requires  more 
skill,  selection,  and  judgment  than  the 
masterful  piano  rendition  of  Liszt's 
"Liebestraum."  Yet  who  has  not 
heard  this  work  produced  by  the  merest 
tjTo  by  means  of  an  electric  current 
and  a  strip  of  paper  punched  with 
holes. 

These  instances  serve  to  point  the 
truth  that,  for  operations  requiring 
judgment,  there  is  generally  a  mechani- 
cal equivalent.  Although  machines  can 
not  think,  they  can  be  constructed  so 
as  to  give  the  same  results  as  thought. 
Consequently  machinerj"  is  not  limited 
to  operations  that  are  mechanical  but 
may  be  applied  to  a  vast  range  of 
others.  When  this  idea  is  grasped,  the 
enormous  possibilities  opening  up  for 
machinerj'^  at  once  become  apparent. 
There  is  no  technical  reason  why  all 
operations  may  not  be  brought  within 
the  scope  of  mechanical  devices. 

Of  course  there  is  a  wide  gap  be- 
tween the  first  introduction  of  machin- 
ery and  the  final  automatic  action  of 
the  mechanism.  But  what  has  been 
accomplished  with  the  loom  and  the 
screw-machine  points  to  what  may  be 
done  with  others.  The  first  looms 
were  operated  by  two  men  and  a  boy. 
The  boy  was  eliminated  by  means  of  a 
springed  stick  on  each  side  of  the  ma- 
chine whereby  the  shuttle  was  slapped 
across  the  frame.  Then  step  by  step  the 
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number  of  shuttles  was  increased,  warp 
and  weft  stop-motions  were  applied, 
and  self-discarding  or  replacing  of 
shuttles  introduced.  The  result  is 
that  for  simple  weaving  one  man  may 
now  operate  20  looms.  In  manufac- 
turing screws  four  processes  are  in- 
volved. At  one  time  this  necessitated 
four  different  machines  each  with  an 
operator.  The  modern  screw-machine 
does  all  four  jobs,  and  needs  so  little  at- 
tention that  one  man  may  watch  over 
10  of  them.  These  two  cases  stand  as 
typical  of  what  has  been  achieved  in 
many  others,  and  they  also  promise 
similar  perfection  for  machines  that 
are  as  yet  but  little  modified.  Mechan- 
ical evolution  starts  with  skilled  labor. 
Administrators  challenged  by  this  la- 
bor simplify  the  tasks  and  distribute 
them  among  many  unskilled  men. 
Further  refinement  of  the  jobs  renders 
them  so  mechanical  that  machines  may 
be  bought  instead  of  labor  power. 
Technicians  seize  upon  the  machines 
and  gradually  bring  them  to  such  per- 
fection that  one  man  may  control  a 
whole  battery.  Every  industry  is  at 
some  stage  in  this  evolution,  and  every 
one  of  them  is  tending  toward  the  goal 
of  ultimate  complete  automatic  ma- 
chine equipment.  This  then  consti- 
tutes one  of  the  future  achievements 
that  we  may  predict  with  some  degree 
of  confidence. 

Nevertheless  complete  equipment 
with  automatic  machinery  will  come 
but  slowly,  for  there  are  various  fac- 
tors that  block  that  ultimate  outcome. 
Strangely,  one  of  the  factors  is  auto- 
matic machinery  itself.  Employers 
are  encouraged  to  introduce  machinery 
just  as  labor  is  expensive  or  hard  to 
control.  Wherever  automatic  machin- 
ery is  brought  into  use  in  one  industry 
it  frees  much  labor  for  engagement  in 
other  industries.  Consequently  the 
price  of  labor  is  so  low  in  these  other 
industries  that  there  is  little  incentive 


for  them  to  become  more  mechanical. 
Sometimes,  however,  even  in  such 
situations  the  employer  prefers  ma- 
chinery which  he  can  control  to  labor- 
ers who  are  likely  to  assert  their  own 
individuality. 

A  second  factor  hindering  the  uni- 
versal application  of  automatic  machin- 
ery is  the  constant  birth  of  new  in- 
dustries. We  are  so  surrounded  by 
new  industries  that  this  point  hardly 
needs  illustration.  It  is  sufficient  to 
suggest  the  telegraph,  telephone,  elec- 
tric light,  automobile,  and  aeroplane. 
One  peculiarity  about  a  new  industry 
is  that  although  it  uses  many  of  the 
devices  and  processes  of  those  already 
known,  nevertheless,  it  has  to  make 
its  start  somewhat  backward  along  the 
plane  of  industrial  evolution.  It  is 
only  with  the  growth  in  the  new  in- 
dustry itself  that  new  processes,  new 
standard  ways  of  doing  work,  new 
machinery,  and  automatic  machinery 
become  possible.  For  example,  when 
the  automobile  was  first  constructed, 
it  took  over  existing  machine-shop 
practices.  It  has  taken  20  years  of 
the  development  of  the  automobile 
industry  to  place  it  on  a  par  with  other 
advanced  industries  in  respect  to 
standardization  and  automatic  ma- 
chines. Since  society  is  not  fixed  but 
growing,  we  will  always  have  new  in- 
dustries in  out  midst.  As  a  result 
new  industries  constantly  will  check 
and  thwart  universal  dependence  upon 
automatic    machines. 

There  is  another  factor  that  should 
not  be  overlooked  in  a  discussion 
of  standard  products  and  automatic 
machines,  that  is  taste.  Complete 
standardization  is  repugnant  to  the 
human  mind.  One  of  man's  strongest 
impulses  is  to  assert  his  individu- 
ality. He  can  not  do  so  when  he 
lives  in  standardized  surroundings, 
uses  standardized  utensils,  wears 
standardized  clothes,  and  eats  stand- 
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ardized  food.  The  frantic  endeavor 
to  indiWdualize  the  Ford  car  by 
means  of  odd-shaped  radiator  caps, 
radiators,  hubs,  and  wheels  or  "racing 
bodies"  is  in  Hne  with,  a  fundamental 
human  instinct.  If  we  do  own  a  Ford, 
we  want  it  to  be  different  from 
every  other  Ford  so  as  to  manifest  our 
own  individuality.  One  of  the  se- 
crets of  the  demand  for  Oriental  rugs 
is  the  fact  that  they  are  hand-made. 
Hand-produced  materials  cannot  be 
absolutely  accurate.  Consequently  ev- 
ery rug  is  an  individual  production 
and  in  some  respect  is  different  from 
other  rugs.  Therefore  when  we  own 
an  Oriental  rug,  it  is  ours  and  no  one 
else  possesses  one  just  like  it.  On  the 
contrary,  machine-made  rugs  are  ac- 
curate to  the  minutest  detail  and  there 
is  not  the  slightest  variation  in  any 
respect  in  hundreds  of  them.  Conse- 
quently along  with  the  highest  devel- 
opment of  standardization  and  auto- 
matic production,  we  have  revivals  of 
arts  and  crafts  hand-made  materials. 
The  Roycrofter  books  of  East  Aurora, 
New  York,  and  the  textile  production 
of  the  Biltmore  Estates  Industries  are 
illustrations  in  point. 

But  one  must  not  overemphasize 
these  facts.  Whatever  power  they 
assert  will  be  upon  a  small  proportion 
of  the  total  number  of  products  con- 
sumed. In  the  future  we  can  confi- 
dently expect  that  for  most  of  man's 
needs,  the  supply  will  come  from  stand- 
ard products  produced  on  automatic 
machines.  Only  for  the  small  number 
of  his  luxuries  or  articles  suiting  his 
individual  taste  will  man  look  to  hand 
products  or  those  constructed  by  means 
other  than  automatic  machines. 

The  second  great  trend  noticeable 
in  American  manufacturing  has  to  do 
with  the  location  of  factories.  In  the 
past  our  factories  have  been  greatly 
hampered  in  their  choice  of  location 
by  one  or  more  of  such  important  con- 


siderations as  those  relating  to  raw 
materials,  labor,  nearness  to  market, 
power  and  fuel,  capital  and  transpor- 
tation. To  overcome  restriction  exer- 
cised by  these  factors  has  been  one  of 
the  unconscious  purposes  behind  in- 
dustrial progress.  The  advance  made 
foreshadows  greater  freedom  of  choice 
in  the  location  of  future  manufactur- 
ing projects.  Except  for  nearness  to 
market  and  transportation,  all  of  the 
other  items  noted  manifest  a  waning 
power  over  the  placement  of  a  factory. 
In  respect  to  raw  materials  those 
factories  whose  crude  stuff  is  bulky, 
cheap,  fragile,  or  perishable  have  found 
it  expedient  to  erect  plants  near  the 
source  of  the  primary  material.  For 
example,  there  is  a  marked  difference 
between  the  cotton  mills  of  New  Bed- 
ford and  those  of  South  Carolina.  New 
Bedford  manufactures  lawn,  muslin, 
and  batiste  whereas  the  Carolinas  pro- 
duce heavy  duck.  In  the  making  of 
lawn  the  principal  value  of  the  finished 
article  lies  in  the  skilled  labor  involved 
rather  than  in  the  weight  of  the  raw 
materials.  On  the  other  hand,  the 
principal  value  of  a  finished  piece  of 
duck  is  in  the  great  weight  of  raw  cotton 
that  it  contains.  The  mills,  therefore, 
that  are  dependent  upon  the  raw  mate- 
rials chiefly  to  produce  the  value  of 
their  produce  are  located  near  the 
source  of  that  material.  Likewise  it 
may  be  found  that  the  factories  that 
manufacture  clothespins,  coat  hangers, 
rolling-pins,  and  similar  small  pieces  of 
wooden-ware  are  located  in  the  forests 
stretching  from  Maine  to  Minnesota. 
The  reason  for  this  choice  is  that  the 
wood  of  which  these  articles  are  com- 
posed is  bulky  and  heavy.  Since  the 
finished  articles  themselves  are  cheap, 
the  organization  that  manufactures 
them  cannot  afford  to  pay  heavy  freight 
rates  or  for  long  hauls  of  the  raw 
materials.  Coke  with  which  iron  and 
steel   are    manufactured   is   a   fragile 
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fuel.  The  bumping  and  jarring  of  an 
ordinary  railroad  journey  of  500  miles 
reduces  it  to  dust.  In  this  state  it  is 
useless  for  smelting  iron  or  steel. 
Since  the  best  coke  known  has  been  for 
years  manufactured  at  Connellsville, 
Pennsylvania,  near  Pittsburgh,  we 
have  a  partial  explanation  for  the  long 
supremacy  of  Pittsburgh  in  steel  manu- 
facture. 

However,  progress  has  been  made  in 
freeing  us  from  the  restrictions  due  to 
raw  material.     Men  have  learned  that 
raw  materials  may  be  concentrated  or 
substituted.     Either  of  these  practices 
frees  an  administrator's  decision  as  to 
where  he  will  construct  his  plant,  and 
permits  his  choice  of  a  place  more  ad- 
vantageous than  one  near  the  source 
of     materials.     For     illustration,     for 
centuries  hides  were  collected  at  re- 
mote places  in  the  world  and  carried 
after  long  journeys  into  European  and 
American  forest  regions  where  hemlock, 
oak,   or  chestnut  bark  was  available 
for  tamiing.     The  bark  could  not  be 
shipped  because  it  was  too  fragile,  too 
bulky,    too    cheap,    and    its    valuable 
tannic  acid  too  easily  leached  from  it 
by  the  rain  encountered  on  long  hauls. 
Therefore  the  hides  had  to  be  brought 
to  the  tanning  raw  material.     But  of 
late  all  this  has  been  changed.     The 
chemist  has  shown  the  way  to  extract 
the  tannic  acid  from  the  bark  in  the 
forest  and  then  to  concentrate  it  so 
that  it  takes  up  the  smallest  space. 
In  bottles,  barrels,  or  tank  cars,  the 
concentrated  solution  may  be  carried 
half-way  around  the  world.     The  re- 
sult is  that  today  the  tanning  industry 
is  not  primarily  located  in  the  forests 
but  near  the  largest  sources  of  hides. 
In  the  United  States  this  has  shifted 
the  tanning  industry  from  the  forests 
of  the  Appalachians  to  the  neighbor- 
hood of  the  packing-houses  of  Chicago. 
\Mierever    concentration    will    not 
satisfy  the  desire  for  greater  freedom 


in  location  men  have  learned  that  if  it 
is  necessary,  substitutes  can  be  foimd 
for  the  raw  materials  customarily  used. 
For  a  couple  of  hundred  years,  the 
principal  raw  material  for  the  manu- 
facture of  paper  was  linen  rags.  This 
material  quite  effectively  limited  paper 
manufacture  to  port  cities,  but  techni- 
cal research  has  revealed  that  many 
other  fibers  particularly  wood  or  es- 
parto grass  may  be  pulped  and  made 
into  paper.  The  result  has  been  the 
wide  scattering  of  paper  factories  in- 
stead of  the  narrow  limitation  within  a 
few  cities.  Another  case  of  the  same 
sort  may  be  found  in  the  furniture  in- 
dustry. So  long  as  the  fiu-niture 
factories  were  confined  to  wood  as  a 
raw  material,  they  generally  endeav- 
ored to  combine  a  location  near  to  a 
market  with  one  near  to  a  raw  material. 
But  those  branches  of  the  furniture 
industry  dealing  with  office,  kitchen, 
or  hospital  furnitiu-e  have  turned 
from  wood  to  steel.  Iron  and  steel 
can  be  purchased  in  sheets  and  manu- 
factured into  furniture  at  any  conven- 
ient point,  thus  escaping  the  restric- 
tions imposed  upon  a  wooden  raw 
material. 

Even  the  supremacy  of  Pittsburgh 
in  iron  and  steel  indicated  above  as 
partly  due  to  the  use  of  Connellsville 
coke  has  had  to  meet  the  competition 
of  industrial  progress  in  substituted 
materials.  There  is  a  new  kind  of 
coke  manufactured  in  an  oven  that 
saves  instead  of  wastes  the  valuable  by- 
products of  the  coal.  This  new  coke 
can  be  made  from  almost  any  medium 
soft  coal  and  the  oven  can  be  erected 
in  any  place  where  there  is  a  sufficient 
market  for  its  product.  Partly  as  a 
result  of  this  factor  we  have  had  the 
substitution  of  this  by-product  coke 
for  the  old-fashioned  Connellsville  bee- 
hive coke,  with  a  consequent  dispersal 
of  the  iron  and  steel  manufacture  all 
about  the  Great  Lakes  from  Buffalo  to 
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Duluth,  in  the  South  in  the  neighbor- 
hood of  Birmingham  and  more  recently 
in  the  oldest  region  for  the  production 
of  steel  along  the  Atlantic  Coast.  In 
so  far  as  raw  materials  are  concerned, 
therefore,  factories  may  locate  at  will. 

An  analagous  story  may  be  told  in 
respect  to  labor.  As  we  have  shown, 
nearly  every  industry  in  its  youth  has 
been  subse^^^ent  to  skilled  labor,  and 
many  of  our  important  manufacturing 
enterprises  are  still  in  thraldom  to 
labor.  Wherever  skilled  labor  is  an 
important  item  of  production,  the 
home  of  the  labor  determines  the  lo- 
cation of  the  industry.  Ties  of  senti- 
ment and  property  hold  the  skilled 
labor  in  one  place  so  that  employers 
must  go  where  the  labor  lodges. 

The  result  is  a  high  degree  of  local- 
ization of  industry,  one  of  the  most  out- 
standing features  of  American  manu- 
facturing; indeed  the  names  of  many 
American  towns  are  nearly  always  as- 
sociated with  the  principal  product 
of  the  place — an  industrial  hyphen. 
As  a  basis  for  such  an  assertion  one 
need  but  mention  Brockton  or  Lynn 
shoes,  Waterbury  brass.  New  York 
clothing,  Troy  collars,  Bridgeport 
corsets.  New  Bedford  cotton,  Glovers- 
viUe  gloves,  Philadelphia  hats.  Provi- 
dence jewelry,  Akron  rubber,  Paterson 
silk  and  Chicago  packing-houses.  The 
essential  common  factor  in  all  these 
localized  industries  is  need  and  de- 
pendence upon  skilled  labor. 

But  labor's  skill  is  an  ephemeral  prize. 
Machinery,  subdivision  of  labor,  multi- 
plication of  industries  or  trades  blot  out 
trade  distinctions  and  tend  to  reduce 
all  labor  first  to  semiskilled,  but  even- 
tually to  the  unskilled  basis.  Indeed 
the  mere  existence  of  skilled  labor's 
power  over  industry  is  a  challenge  to 
employers  to  find  a  way  to  offset  this 
authority.  Transference  of  skill  to 
perfected  machines  follows  as  a  matter 
of    course. 


The  significant  feature  for  our  pur- 
pose of  such  a  change  is  that  unskilled 
labor  has  no  pride  of  locality,  no  roots 
running  deeply  and  intertwined  into 
the  community  that  an  employer  is 
bound  to  respect.  Whereas  skilled 
labor,  without  change  of  residence, 
draws  the  factory  to  itself,  the  unskilled 
must  seek  the  factory  wherever  the 
owners  choose  to  put  it. 

Consequently,  locaHzation  of  indus- 
try based  upon  skilled  labor  is  likely 
to  be  of  continuously  less  significance. 
Electrical  porcelain  potteries  differ 
from  sanitary  potteries  in  that  the  for- 
mer use  machines  largely  and  employ 
semiskilled  labor.  While  sanitary 
ware  manufacture  is  localized  at 
Trenton,  New  Jersey,  or  East  Liver- 
pool, Ohio,  electrical  porcelain  is  manu- 
factured in  a  score  of  scattered  places. 
Glass  manufacture,  long  under  the 
dominion  of  labor,  has  substituted 
compressed  air  for  lungs,  molds  for 
skilled  fingers,  and  traveling  belts  for 
legs.  Hence  glass-blowers  are  losing 
their  aristocratic  bearing,  and  factories 
may  seek  locations  regardless  of  labor 
domination.  The  trade  was  once 
centered  in  New  Jersey,  but  today  it 
is  practiced  in  western  Pennsylvania, 
Ohio,  West  Virginia,  and  Indiana. 

A  few  shoe  manufacturers  have 
started  making  footwear  upon  the  same 
principles  of  standardization  as  Ford 
cars.  If  the  experiment  succeeds  the 
way  is  opened  to  escape  from  the  re- 
strictions upon  location  due  to  labor; 
for  standardization  of  leather,  lasts, 
methods,  and  internal  factory  trans- 
portation removes  the  insistent  need 
for  skill.  Brass-casting,  long  a  heredi- 
tary secret  among  selected  casters 
in  Connecticut,  is  now  under  the  con- 
trol of  the  chemical  and  physical  lab- 
oratory. Significantly,  it  is  Buffalo, 
not  Waterbury,  that  blazes  the  way 
with  the  new  scientific  methods.  Col- 
lars in  Troy  may  be  made  by  machines; 
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the  principal  reason  why  so  many  of 
them  are  not  is  the  influence  of  chang- 
ing styles  upon  standardization.  In 
short,  the  attack  has  been  carried  into 
every  localized  stronghold,  and  has 
been  so  successful  that  the  phenomenon 
of  localized  industries  due  to  skilled 
labor  is  yearly  harder  to  demonstrate 
and  promises  to  disappear.  If  it 
does,  the  hold  of  skilled  labor  upon  the 
location  of  a  factory  is  broken.  Ques- 
tions of  labor  quantity,  not  quality, 
will  then  be  raised  when  a  factory  lo- 
cation is  considered.  Since  the  sands 
of  Lake  Michigan  can  be  turned  into  a 
Gary,  and  the  mountain  fastnesses  of 
Mingo  Comity  into  a  Matteawan,  the 
temporary  absence  of  unskilled  labor 
from  a  particidar  location  is  not  a  vital 
matter  and  may  be  remedied. 

The  third  great  factor  that  has  most 
often  fastened  factories  to  specified 
localities  has  been  the  need  to  be  near 
markets.  Of  course,  with  this  as  with 
the  other  factors  mentioned,  some  in- 
dustries are  more  vitally  concerned 
than  others.  Products  that  are  easily 
broken,  bulky,  or  are  needed  for  quick 
convenience  are  most  under  the  dom- 
ination of  market.  For  example,  pot- 
tery is  hard  to  ship  without  breakage 
and  consequently  the  potteries  find 
their  best  location  near  the  places  of 
largest  sale.  For  this  reason  Ohio 
leads  the  nation  in  making  drain  tile, 
a  product  in  great  demand  for  the 
farms  of  Ohio,  Indiana,  Illinois,  and 
Iowa.  Since  agricultural  tools  or- 
dinarily are  not  only  bulky  but  also 
must  be  repaired  without  delay,  they 
are  manufactured  as  near  the  farm  as 
is  convenient.  Corn-belt  tools  are 
made  at  Chicago  and  Springfield, 
Illinois,  while  the  wheat  belt — Kan- 
sas, Nebraska,  the  Dakotas,  and  Min- 
nesota— receives  its  farm  implements 
from  Chicago,  Moline,  Rock  Island, 
or  Davenport. 

The  manufacture  of  textile  machin- 


ery and  equipment  in  Worcester  and 
Providence,  near  the  large  textile  cen- 
ters of  Massachusetts,  illustrates  the 
factor  of  convenience.  It  is  a  simple 
matter  to  make  quick  repairs  and  ad- 
justments when  the  machine  manufac- 
turing industries  are  near  the  machine- 
using  industries.  In  general  it  may  be 
said  that  nearness  to  market  is  the 
most  important  of  location  considera- 
tions to  the  largest  number  of  manufac- 
turing   enterprises. 

Unlike  the  cases  so  far  mentioned, 
industrial  progress  has  not  materially 
lessened  the  power  exerted  by  the  mar- 
ket factor.  Nevertheless,  there  have 
been  attempts  to  combine  large-scale 
industry  and  even  localized  manufac- 
tiu-e  with  decentralization  of  plants 
near  to  the  final  consumer.  The  manu- 
facture of  Ford  cars  is  a  case  in  point. 
The  principal  plant,  of  coiu-se,  is  at 
Detroit,  but  all  the  large  distributing 
centers  have  assembling  plants  of 
considerable  size.  These  plants  also 
manufacture  some  small  parts  and  do 
much  repairing  on  cars  already  sold. 
This  scheme  admits  of  large-scale  pro- 
duction of  the  principal  parts  of  the 
car  at  Detroit  with  cheaper  shipment 
in  the  knock-down  state  to  the  sub- 
manufacturing  unit,  and  then  the  as- 
sembling and  final  shipment  to  the 
consumer  from  these  units. 

Although  the  Ford  car  is  spectacular 
in  this  device,  it  is  by  no  means  unique. 
Similar  schemes  are  practiced  in  many 
other  trades.  INIontgomery  Ward  and 
Company,  the  large  mail-order  house, 
in  addition  to  its  principal  warehouse 
at  Chicago,  has  branch  houses  at  St. 
Paul;  Portland,  Oregon;  Fort  Worth, 
Texas;  and  Kansas  City,  Missouri. 
Furthermore,  the  large  shoe  manufac- 
turing concerns  of  eastern  Massachu- 
setts have  branch  plants  in  St.  Louis 
and  Cincinnati.  Even  with  a  new  type 
of  transportation  or  with  the  changes 
indicated  below  in  regard  to  transpor- 
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tation,  the  factor  of  nearness  to  market 
is  likely  to  have  an  enduring  inflnence 
upon  the  location  of  manufacturing 
plants,  for  the  factory  nearest  the 
market  will  always  have  an  advantage 
over  one  more  remote. 

Among  other  matters  that  have  had 
a  bearing  upon  where  a  factory  should 
be  built  have  been  the  factors  of  power 
and  fuel.  The  earliest  factories  used 
so  little  power  and  the  machines  were 
so  small  and  light  that  small  streams 
could  be  harnessed  and  made  to  render 
ser%dce.  The  parts  of  the  United 
States  that  were  then  settled  were  pro- 
\'ided  everywhere  (except  in  the  ex- 
treme Southern  Atlantic  Coastal  Plain) 
with  small-power  sites.  But  after  the 
invention  of  the  power-loom,  and  the 
erection  of  the  first  complete  factory 
at  Waltham  in  1814,  the  situation 
changed.  Large  water-powers  from 
that  time  on  became  increasingly  im- 
portant. Such  sites  were  limited  in 
number.  Therefore  manufacturing 
tended  to  collect  about  the  available 
sites.  Instances  are  Lowell,  Lawrence, 
Holyoke,  Paterson,  Woonsocket,  and 
Norwich.  These  sites  were  open  to 
the  usual  objection  to  water-power, 
namely,  that  it  is  confined  to  the  power 
available  at  a  particular  spot  and  has 
definite  limits  to  expansion. 

Increasing  demand  for  products, 
and  hence  search  for  power  in  order  to 
take  care  of  the  necessary  increase  in 
manufacturing  facilities,  eventually  led 
manufacturers  to  adopt  steam  in  the 
place  of  water-power.  Although  the 
steam-engine  was  improved  and  its 
manufacture  cheapened,  nevertheless 
at  the  time  that  it  began  to  supersede 
water-power,  the  latter  was  by  far  the 
cheaper  source  of  power,  costing  only 
about  a  fourth  as  much  per  horsepower 
per  year  as  steam.  The  principal 
reason  why  the  steam-engine  came 
into  almost  universal  use  was  the 
elasticity  and  freedom  with  which  it 


might  be  set  up.  Steam  really  liber- 
ated manufacturers  in  their  choice  of  lo- 
cation, for  a  steam-engine  will  operate 
anywhere  that  fuel  can  be  secured. 
Unless  power  is  a  very  large  clement 
in  the  cost  of  production,  however,  the 
cost  of  coal  has  very  little  influence 
upon  the  location  of  a  mill.  If  power 
is  a  small  item  in  total  costs,  then  this 
cost  may  be  tripled  or  quadrupled 
without  vitally  affecting  the  total  cost 
of  the  products  manufactured. 

However,  even  steam  does  not  give 
the  widest  choice  of  location.  The 
limitation  upon  the  use  of  steam-power 
is  the  securing  of  cheap  fuel.  Fuel  is 
cheapest  at  points  nearest  to  the  coal 
fields  and  expensive  in  proportion  to 
the  distance  from  the  mines.  There 
is  a  final  limit  to  the  distance  which 
coal  can  be  carried  economically  for 
manufactures.  This  limitation  partly 
explains  the  absence  of  manufacturing 
from  such  places  as  North  and  South 
Dakota,  Kansas,  and  western  Texas. 

The  factor  which  tends  to  liberate 
manufacturers  from  the  constraint  of 
any  of  the  power  of  fuel  sources  men- 
tioned is  the  tra'nsference  of  energy 
into  the  form  of  electricity.  Power 
developed  from  the  Mississippi  operates 
mills  in  all  the  little  towns  of  western 
Illinois  within  the  radius  of  Peoria  and 
Springfield,  while  Connecticut  River 
power  harnessed  below  Brattleboro 
operates  machinery  in  Providence. 
On  the  Pacific  Coast  hydroelectric 
power  has  been  carried  500  miles  before 
it  was  used.  Similar  proposals  are 
being  made  to  develop  electricity  from 
coal  at  the  mine.  If  the  various  sour- 
ces of  electrical  energy,  either  from 
water  or  coal,  in  the  East  were  joined 
in  one  super-power  system,  then  there 
would  be  no  region  east  of  the  Alle- 
ghanies  that  could  not  use  electrical 
power  in  any  amount  necessary. 

A  similar  development  from  the  fuels 
and  the  water-powers  of  the  ]\Iiddle 
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West  would  give  ample  power  to  the 
whole  region.  By  turning  the  low 
grade  fuels  found  in  North  and  South 
Dakota  and  Texas  (lignite)  into  pro- 
ducer gas  and  then  changing  the  energy 
into  electricity,  these  regions  also 
could  be  supplied  with  the  essential 
that  they  have  so  far  lacked. 

The  streams  of  the  Rockies  and  the 
Cascades  could  be  turned  to  commer- 
cial advantage  in  the  Far  West,  as 
some  of  them  already  are.  Therefore, 
even  under  the  limitation  of  trans- 
mission of  power  by  wire  there  is  no 
region  of  the  country  that  is  beyond 
the  feasible  range  of  transmission  of 
electrical  energy. 

When  one  indulges  in  prophecy  and 
deals  vnih  the  attempts  to  transmit 
electrical  power  by  wireless,  then  one 
faces  the  possibility  that  there  may 
eventually  be  no  place  without  the 
service  of  any  amount  of  power  re- 
quired. Such  an  industrial  opportunity 
is  far  removed  from  the  constrictions 
in  power  that  first  faced  the  manufac- 
turers of  this  country  and  led  them 
to  erect  "Lowells"  and  "Holyokes." 
So  far  as  power  is  concerned,  Death 
Valley  and  New  York  City  would  be 
equally  available  as  factory  locations. 

One  other  factor  which  sometimes 
has  a  bearing  upon  the  location  of 
factories  is  capital.  There  are  men, 
the  possessors  of  surplus  funds,  who 
will  not  invest  them  in  any  project 
that  they  cannot  keep  under  their  own 
eyes.  The  retired  whaling  captains 
of  New  Bedford,  seeking  investment 
when  whaling  declined,  would  not 
support  projects  as  near  by  as  Fall 
River,  but  insisted  on  putting  their 
money  into  "home  enterprises,"  thus 
establishing  New  Bedford  as  a  cotton- 
mill  city.  In  so  far  as  such  individuals 
exist,  they  tend  to  keep  manufacturing 
local  wherever  tlie  enterprise  depends 
upon  local  funds. 

But  for  the  most  part,  capital  is  not 


provincial;  Beacon  Street's  timid  old 
maids  furnished  part  of  the  capital  for 
the  roaring  copper  towns  of  Butte  and 
Anaconda.  Furthermore,  capital  is 
not  national ;  in  itself  it  has  no  patriot- 
ism. The  Pennsylvania  Railroad  is 
owned  in  part  by  the  widows  and  or- 
phans of  Scotland,  while  on  the  contra- 
ry, 73  per  cent  of  the  Canadian  Pacific 
Railroad  is  owned  by  people  in  the 
United  States  and  only  17  per  cent  by 
Canadians  or  British.  Mexican  oil  is 
shared  in  its  exploitation  by  American 
and  British  interests,  while  the  World 
War  focused  attention  on  the  extent 
of  German  ownership  of  French,  Brit- 
ish, and  American  industries.  WTiere- 
ever  there  is  a  reasonable  assurance  of 
gain  and  a  minimum  risk,  there  capital 
can  be  secured.  Consequently,  a  man 
desiring  to  set  up  a  factory  would  not 
ordinarily  have  to  depend  upon  local 
capital  to  support  his  project.  If  it 
gave  reasonable  assurance  of  success, 
capital,  even  from  distant  points, 
could  be  secured  for  financing  the  enter- 
prise. So  we  can  set  down  capital  as 
the  least  of  the  factors  that  have  a 
bearing  upon  the  location  of  industry. 

Interwoven  with  all  the  factors  so 
far  considered  is  the  vital  matter  of 
transportation.  Lack  of  transporta- 
tion thoroughly  decentralizes  industrj'. 
The  earliest  stages  of  manufacturing 
in  this  country  when  all  industry  was 
of  the  local  type  exemplified  by  saw- 
mills and  grist-mills,  well  illustrate 
how  absence  of  carriage  facilities 
constricts  business.  The  progress  of 
railroad  building  from  1828  to  1900  was 
a  most  essential  element  in  determin- 
ing manufacturing  activities  in  the 
United  States.  Railroad  policy  was  a 
\'ital  influence  in  the  growth  and  pre- 
eminence of  eastern  manufacturing. 

In  order  to  bind  the  whole  nation  to- 
gether and  to  encourage  the  use  of 
railroads  in  thinly  settled  regions,  it 
was  a  necessary  part  of  railroad  strat- 
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egy  to  fix  freight  rates  at  the  lowest 
possible  point.  As  a  result,  between 
1828  and  1916  railroad  freight  rates 
were  successively  revnsed  downward. 
Furthermore,  the  rates  were  arranged 
to  give  precedence  to  the  long  haul 
over  the  short  haul.  It  was  to  the  in- 
terest of  the  railroads,  since  they  made 
their  profits  on  the  long  rather  than 
the  short  hauls,  to  keep  manufacturing 
localized  in  the  East  where  it  first  de- 
veloped and  to  prevent  wide  decentral- 
ization of  manufacturing  in  the  west- 
em  agricultural  regions. 

Rates  were  also  adjusted  so  as  to 
give  undue  favoritism  to  the  large 
eastern  seaboard  cities.  This  led  to 
the  building  of  great  centers  of  popu- 
lation in  the  East  specializing  in  manu- 
facture and  the  wide  dispersal  of 
agriculture  in  the  Middle  and  Far  West. 
The  result  was  a  long  haul  for  manu- 
factiu"ed  articles  westward,  and  a  long 
haul  of  agricultural  products  eastward. 
Some  of  the  farm  output  was  necessary 
to  feed  congested  areas  in  the  East,  but 
in  addition  large  amounts  of  it  were 
raw  materials  for  the  factories  of  the 
East.  It  is  a  httle-appreciated  fact 
that  factories  secure  three-fourths  of 
their  raw  materials  from  farms,  and  that 
half  of  the  farm  products  go  to  fac- 
tories. The  fixing  of  rates  as  indicated 
was  a  part  of  a  necessary  stage  in  the 
economic  development  of  the  United 
States  and  criticism  cannot  justly  be 
leveled  against  it.  Without  such  an 
arrangement  it  is  difficult  to  see  how  a 
continent  so  quickly  could  have  be- 
come a  nation. 

But  the  period  when  these  things 
were  necessary  has  passed.  The 
country  is  now  settled  from  coast  to 
coast.  There  is  no  need  for  keeping 
the  industrial  development  of  one  re- 
gion artificially  retarded.  For  many 
other  reasons  not  germane  to  this  sub- 
ject, the  whole  railway  industry  is 
under    intensive    scrutiny    and    faces 


epochal  changes.  The  matter  of  the 
long  haul  and  the  short  haul  is  likely 
to  be  changed  in  the  general  reorgan- 
ization of  the  railway  system,  which  is 
imminent.  It  seems  likely  that  the 
railroads  may  soon  be  under  the  con- 
trol of  the  government  again  and  oper- 
ated for  service  rather  than  profit. 
Among  other  reforms  that  seem  prob- 
able is  the  adjustment  of  rates  on  the 
basis  of  service  rendered.  This  means 
that  rates  will  probably  be  placed  upon 
a  mileage  charge  plus  a  charge  for  ter- 
minal facilities. 

If  this  occurs  there  \\dll  be  a  rapid  de- 
centralization of  manufacturing.  Then 
localization  of  industry  no  longer 
will  be  profitable.  Nearness  to  raw 
materials  and  especially  nearness  to 
market  will  be  enhanced  as  factors  to 
be  considered  in  locating  a  factory. 
The  great  centers  of  population  in  the 
East  \\'ill  be  \atally  effected.  Without 
artificial  support  from  the  railroads 
the  centers  could  not  continue  their 
industrial  supremacy.  In  so  far  as  the 
eastern  cities  turn  their  attention  to  the 
manufactiu"e  of  articles  using  imported 
raw  material  or  manufactured  articles 
for  export,  their  manufacturing  plants 
could  be  retained  and  even  increased. 
The  commodities  needed  by  the  people 
li^^ng  in  the  East  also  could  be  manu- 
factiu-ed  in  that  region,  but  the  vast 
consuming  market  in  the  Middle  West 
would  be  removed  from  the  dominance 
of  eastern  manufacturers  and  supplied 
by  factories  in  the  Middle  West  itself. 

In  fact,  the  Middle  West  is  likely  to 
witness  a  rapid  increase  in  its  indus- 
trial actix-ities.  It  is  not  without 
meaning  that  the  state  of  ISIichigan 
led  the  nation  between  1910  and  1920 
in  increase  of  population.  All  of  the 
natural  factors  favoring  manufactur- 
ing are  to  be  found  in  the  jNIiddle  West. 
Raw  materials  from  the  farms  and 
from  the  mines  are  easily  available, 
power  and  fuel  are  at  hand,  livnng  is 
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cheap  because  of  the  prevalence  of 
farms,  and  labor  is  available,  especially 
that  of  women. 

The  new  factor  in  transportation, 
the  automobile  truck,  foreshadows  a 
quickening  of  the  decentralization  of 
industry.  The  truck  has  already  dem- 
onstrated its  ability  to  compete  with 
railroads  for  distances  of  50  miles.  If 
the  railroad  is  forced  to  concentrate  its 
efforts  on  short  haul  business  it  vnW 
come  in  conflict  with  the  truck.  Rates 
ought  to  reflect  this  competition;  if 
they  do,  then  more  than  ever  will  it  be 
advantageous  to  put  a  factory  u-ithin 
short  reach  of  its  raw  materials  and 
especially  its  market. 

As  regards  the  airship,  the  latest 
transportation  agent,  speculation  as  to 
its  development  is  dangerous  in  the 
face  of  the  achievement  of  the  auto- 
mobile. Even  now  planes  flying  120 
miles  an  hour  have  reached  an  engine 
efficiency  of  20  miles  to  the  gallon  of 
gasoline.  No  automobiles  at  that 
speed  have  ever  attained  so  high  a  mile- 
age and  few  cars  at  any  speed  have 
reached  it.  Nevertheless,  it  appears 
that  the  air-craft  for  some  time  will  be 
limited  to  carrjang  small  valuable 
packages,  or  those  in  which  speed  of 
delivery  is  of  importance.  If  they  do 
offer  serious  competition  to  the  rail- 
road or  truck,  they  will  turn  the  tide 
of  industrial  decentralization  back- 
wards and  permit  centralization  be- 
cause they  mitigate  consideration  of 
distance  or  time.  But  one  fact  stands 
out — however  efficient  and  cheap  air 
transport  becomes — it  will  always  re- 
main true  that  the  producer  nearest 
his  market  has  an  advantage  over  his 
competitors.  This  truth  will  in  the 
future,  as  now,  exert  a  powerful  lever- 
age toward  decentralization. 

In  general  the  ordinary  considera- 
tions that  have  limited  the  choice  of 
factory  location — raw  materials,  labor, 
market,   power  of  fuel,   capital,   and 


transportation — have  been  shown  to 
have  lessening  force  as  industrial  prog- 
ress has  been  made.  To  this  general- 
ization two  partial  exceptions  have 
been  made,  one  in  respect  to  market 
and  the  other  as  to  raw  materials. 
Under  the  new  freedom  as  regards 
most  of  the  factors  of  location,  but 
limited  by  the  changes  in  transporta- 
tion, we  have  indicated  the  likelihood 
of  the  important  role  to  be  played  in 
the  Middle  West.  The  trend  is  to- 
ward freedom  of  location,  and  this 
liberty  foreshadows  much  greater  de- 
centralization than  now  exists. 

The  third  important  trend  notice- 
able in  manufactiu-ing  is  a  change  of 
feeling  toward  labor.  The  employer's 
attitude  towards  labor  has  for  centu- 
ries been  undergoing  modification.  At 
first  most  of  the  workers  were  slaves. 
As  such  they  merited  no  consideration 
from  the  employer.  They  were  his 
property  to  do  with  as  he  pleased.  If 
it  suited  his  convenience  or  tempera- 
ment to  treat  the  property  well  or  if 
it  gave  him  better  results  so  to  do,  that 
was  his  pri%-ilege;  but  there  was  no 
compulsion  exercised  upon  him  by 
society  to  manifest  any  difference  or 
greater  tolerance  towards  his  hu- 
man workers  than  towards  his  beasts 
of  burden.  But  slavery  disappeared 
from  the  world  during  the  medieval 
period.  Of  course  there  was  a  relic 
of  it  in  African  slavery  in  America  but 
that  was  merely  a  sur\'ival  due  to 
somewhat  accidental  causes.  The  sys- 
tem whereby  white  men  enslaved  white 
men  disappeared  partly  because  great 
conquests  ceased.  It  had  been  prima- 
rily through  successful  wars  that  the 
slave  market  had  been  kept  filled  and 
therefore  the  price  of  slaves  low.  With 
the  pause  of  sweeping  conquests  de- 
pletion of  the  supply  of  slaves  so  raised 
the  price  that  the  excessive  use  of  in- 
voluntary servants  became  uneconomic. 
Furthermore,  the  groA\'th  of  the  Chris- 
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tian  religion  had  a  marked  effect  upon 
this  system  of  bondage.  In  the  first 
place  Christianity  taught  a  new  phi- 
losophy, that  of  the  dignity  of  work. 
The  ancient  belief  had  been  that  all 
good  came  from  leisure  and  therefore 
work  was  degrading  and  workers  des- 
picable. The  Christian  monks  them- 
selves performed  the  most  menial  of 
tasks,  thus  slowly  teaching  by  example 
the  grace  of  labor.  But  Christianity 
went  deeper  than  objective  example. 
Among  its  spiritual  precepts  was  the 
one  that  a  man  was  accountable  in  the 
life  of  the  hereafter  for  the  deeds  of 
this  body.  Since  a  slave  could  not 
control  his  o^^^l  acts  in  this  life,  he, 
therefore,  could  not  be  responsible  in 
the  hereafter.  As  a  result  a  Christian 
who  was  entirely  logical  and  also  deeply 
religious  could  not  maintain  his  owner- 
ship of  human  beings.  The  element 
of  fear  also  entered  into  the  freeing  of 
slaves.  The  ancient  code  of  punish- 
ment which  exacted  an  eye  for  an  eye 
or  a  tooth  for  a  tooth  was  carried  over 
into  the  field  of  Christian  theology  and 
became  the  expression:  "As  ye  meas- 
ure so  it  shall  be  measured  unto  you 
again."  That,  interpreted  by  the 
priest  to  the  owners  of  slaves,  meant 
that  with  whatever  harshness  the 
slaves  were  treated  so  the  owners  in 
the  life  hereafter  would  receive  harsh- 
ness. This  doctrine  was  coupled  with 
the  other  pronouncement  that:  "In- 
asmuch as  ye  have  done  it  unto  one  of 
the  least  of  these  My  children,  ye  have 
done  it  unto  Me."  In  addition  to  the 
foregoing  the  church  preaching  was  in- 
fluential in  inculcating  charity  and 
benevolence.  One  of  the  methods 
most  favored  by  church  instruction 
whereby  a  man  might  show  his  benev- 
olent spirit  was  the  freeing  of  slaves 
by  will  when  the  man  died.  This  cus- 
tom took  the  place  of  the  modern  one 
of  endowing  hospitals,  colleges,  or  li- 
braries.    As  a  result  of  the  combined 


economic  and  spiritual  factors,  white 
slavery  passed  out  of  existence. 

But  the  medieval  system  of  labor 
still  retained  some  of  the  elements  of 
bondage.  The  workers  on  the  farms 
were  not  permitted  to  leave  the  land 
without  permission.  They  were  not 
given  title  to  any  of  the  product  of 
their  labor,  and  kept  it  only  by  the 
lord's  graciousness.  Three  days  of 
each  week  and  at  harvest  and  planting 
seasons,  a  man's  labor  belonged  en- 
tirely to  his  overlord.  Similarly  in  the 
cities  the  craftsman  must  work  for  a 
master,  first  as  an  apprentice,  and  then 
as  a  journeyman,  before  he  could 
eventually  set  up  for  himself.  Even 
then  his  method,  place,  or  time  of  work 
as  well  as  what  he  ate  or  wore  or  how 
and  when  he  worshiped,  were  pre- 
scribed by  his  guild  to  which  he  must 
belong  and  whose  dictation  he  must 
accept  if  he  were  to  live  and  practice 
his  trade.  Neither  the  country  nor  the 
city  laborer  could  enter  into  a  free 
contract  for  his  serxaces.  But  these 
systems  of  labor  also  disappeared. 
Farm  labor  was  set  free  from  the  soil 
by  a  series  of  epidemics  in  the  years 
between  1300  and  UOO.  These  epi- 
demics swept  away  half  the  labor  of 
Europe  totaling  some  25,000,000.  The 
remaining  half  were  able  to  demand  and 
receive  freedom  from  the  feudal  bonds. 
Later,  new  types  of  agriculture — first, 
sheep-raising,  and,  secondly,  that  of 
modern  rotation  of  crops — changed 
relationships  in  farming  and  made  it 
more  capitalistic  and  less  dependent 
upon  hand  labor.  Great  numbers  of 
the  former  farm  laborers  were  turned 
out  upon  the  higliways,  possessed  of  a 
new  freedom  but  a  poor  subsistence. 
Likewise  in  the  cities  incoming  crafts- 
men from  abroad,  notably  from  the 
Low  Countries,  and  disgruntled  guild 
craftsmen  broke  away  from  the  cities 
and  set  up  work  either  in  country 
places  or  in  new  cities  where  the  guild 
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organization  was  not  powerful.  The 
growth  in  numbers  of  these  country 
workmen  and  the  organization  of  busi- 
ness depending  upon  country  workers 
eventually  destroyed  the  whole  of  the 
craft  organizations.  Therefore,  when 
we  enter  the  modern  era,  say  roughly 
at  the  beginning  of  the  history  of  the 
United  States  as  a  nation,  both  farm 
and  city  labor  had  been  set  free  from 
bondage. 

This  new  period  found  laborers  able 
to  contract  for  their  services,  selling 
them  to  the  supposedly  highest  bidder. 
But  labor  found  that  as  indi%'iduals  it 
was  not  upon  the  same  basis  of  bargain- 
ing power  as  were  the  employers.  Em- 
ployers could  well  afford  to  wait  in  order 
to  hire  labor  upon  the  most  favorable 
terms.  Labor,  on  the  other  hand,  had 
no  resources  upon  which  to  depend  in 
time  of  stress  and  therefore  had  to  sell 
its  labor  power  on  the  instant  or  lose 
the  income  for  the  use  of  that  power. 
Labor,  therefore,  could  not  wait  to 
sell  its  services  to  the  highest  bidder. 
As  a  result  of  these  conditions  and 
others,  labor  eventually  learned  the 
lesson  of  organization.  For  nearly  a 
century  these  organizations  have  fought 
against  employers  either  as  individuals, 
or  employers  banded  together.  In  a 
very  few  industries  have  the  two  sides 
learned  that  each  is  necessary  to  the 
other,  that  the  organization  of  each  is 
a  benefit  to  the  other,  and  that  neither 
can  in  the  long  run  destroy  the  other. 

It  is  only  when  this  stage  is  reached 
that  the  ne.xt  step,  the  latest  change 
in  the  attitude  toward  labor,  can  come 
about.  At  present  a  man  would  ap- 
pear to  be  foolish  who  would  say  that 
labor  was  in  any  position  to  dictate 
what  it  should  receive  in  any  way  from 
the  employer,  but  any  man  who  made 
this  criticism  would  be  shortsighted 
and  little  versed  in  previous  similar 
experiences.  During  the  World  War 
some  labor  organizations  did  reach  the 


position  of  power  where  they  were 
able  to  demand  something  in  addition 
to  mere  wages  or  shortening  hours 
from  their  employers.  They  were  able 
to  ask  for,  and  in  some  few  cases  to  get 
in  a  slight  degree,  a  measure  of  part- 
nership in  the  industry.  Leaving 
aside  periods  of  depression,  such  as  we 
have  been  passing  through,  and  taking 
the  long-range  view,  labor  organiza- 
tions if  they  maintain  the  trend  already 
established  will  be  given  eventually  a 
measure  of  control  over  their  own  work. 
This  will  take  place  slowly,  and  after 
great  struggle  with  employers,  and 
much  against  the  wishes  of  some  em- 
ployers ;  but  if  the  past  history  of  labor 
means  anj'thing  at  all,  it  points  in  this 
direction.  We  have  sho^Ti  how  labor 
has  risen  from  the  position  of  a  slave 
without  any  right,  to  that  of  a  serf 
where  part  of  his  time  was  his  own. 
We  have  pointed  out  that  the  succeed- 
ing step  was  to  give  labor  entire  per- 
sonal freedom  with  the  right  to  con- 
tract for  his  services.  The  next  logical 
step  forward,  therefore,  is  to  take  labor 
into  a  more  or  less  limited  partnership 
with  his  employer.  Just  how  much 
they  will  become  partners  and  over 
what  matters  they  will  have  control, 
it  is  difficult  to  foresee.  Ha\'ing  started 
on  such  a  program,  it  would  be  per- 
plexing to  stop  at  any  given  point. 
That,  however,  is  for  the  future  to 
solve. 

A  Mase  administrator  is  not  only  con- 
cerned ■ndth  the  affairs  coming  up  to 
him  every  day  for  decision,  but  he 
should  be  thinking  also  about  the  mat- 
ters that  are  likely  to  confront  him  in 
the  future.  Based  upon  the  orderly 
progression  of  the  past,  it  seems  that 
the  three  most  probable  developments 
of  the  future  will  be  a  greater  use  of 
automatic  machinery,  a  wider  decen- 
tralization of  industry,  and  a  larger 
show  of  administrative  work  delegated 
to  labor  partners. 


THE  HUMAN  SIDE  OF  BUSINESS 


BY  ARCHER  WALL  DOUGLAS* 


IN  the  early  days  of  commercial  life 
in  this  country,  success  was  due 
largely  to  a  dominant  personality 
which  was  always  in  touch  and  sym- 
pathy with  its  environment  and  drove 
straight  ahead,  never  losing  sight  of 
its  purpose.  It  was  a  personality  that 
knew  men  as  well  as  things,  and  that 
consequently  laid  scant  stress  upon 
methods,  though  they  were  often  those 
of  main  strength  and  awkwardness. 

So  recently  did  such  things  prevail 
that  it  was  scarce  three  generations 
ago  when  the  affairs  and  details  of  the 
average  concern  were  not  too  com- 
plex for  the  executive  to  carry  in  his 
head.  It  was  only  when  business 
enterprises  grew  beyond  the  ken  and 
grasp  of  one  man  that  systems  and 
scientific  methods  came  into  vogue. 

Then  the  trouble  began  to  brew! 
A  trouble  that  neither  time  nor  ex- 
perience has  been  able  entirely  to  sub- 
due. For  we  accomplish  most  things 
in  this  country  by  imitating  certain 
phases  of  Nature  in  flying  from  one 
extreme  to  another. 

For  the  time,  we  left  human  nature 
mostly  out  of  our  reckoning,  and 
pinned  our  faith  on  ways  and  means 
that  were  machine-like,  and  supposedly 
and  consequently  faultlessly  accurate. 
After  a  time  we  discovered  that  we 
leaned  upon  broken  reeds,  and  that 
human  efficiency  cannot  be  reduced  to 
a  mathematical  formula.  We  had  all 
sorts  of  efficiency  experts,  some  of 
whom,  the  real  ones,  still  survive,  and 
psychological  methods,  which  have 
been  dead  since  Friday. 

*  Chairman  of  the  Committee  on  Statistics  and 
Standards  of  the  Chamber  of  Commerce  of  the  United 
States. 


We  kept  those  things  to  which  time 
gave  proof  and  let  the  rest  go,  though 
they  still  linger  in  many  governmental 
offices  from  national  to  municipal. 
The  pendulum  is  swinging  the  other 
way  after  the  fashion  of  reversion  to 
original  type,  for  we  are  realizing  that 
we  can  learn  much  from  those  smaller 
concerns  where  the  standard  is  the 
efficiency  of  the  human  unit.  By 
this  time  we  know  that  systems  have 
their  value  to  the  extent  that  they  are 
administered  by  intelligent  human 
beings.  We  have  also  found  out  that 
a  great  business  cannot  be  understood 
and  comprehended  by  one  from  the 
outside  save  after  that  partial  fashion 
which  characterizes  the  intelligent 
onlooker  who  has  the  vision  that  gives 
him  perspective.  Beyond  this,  the 
concern  must  trust  for  the  impulses 
which  animate  it  to  originate  in  those 
who  have  given  years  to  its  study 
and  service.  There  are  no  specifica- 
tions for  obtaining  efficiency,  but  there 
are  some  few  principles.  One  of  the 
simplest,  homeliest,  and  most  universal 
in  its  application  is  that  employees 
be  taught  their  tasks  and  duties  so 
that  they  not  only  understand  them, 
but  learn  to  like  their  jobs.  This,  after 
all,  is  the  chief  duty  of  man  in  what- 
ever state  of  life  it  has  pleased  either 
fate  or  chance  to  place  him.  The  chief 
trouble,  of  course,  is  to  get  teachers 
who  can  teach.  They  are  seldom  to  be 
had  from  the  outside;  simply  because 
men  cannot  teach  something  they  do 
not  know  from  personal  experience. 
Whereas  if  there  be  one  or  two  men 
in  the  outfit  who  have  the  Divine  gift 
of  teaching,  they  can  in  time  break 
in  others  to  the  same  task.    The  essen- 
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tial  thing  is  to  teach  the  employee 
the  possibihties  of  his  task  in  its  in- 
numerable ramifications  so  that  he 
may,  by  perceiving  these  possibilities, 
learn  to  do  some  thinking  on  his  own 
account  and  thus  get  in  the  habit  of 
using  his  head  in  all  the  affairs  which 
relate  to  his  task.  When  he  does  that, 
the  teacher's  purpose  is  accomplished. 

The  way  and  means  to  this  lie  in 
showing  the  employee  where  intelli- 
gent thinking  about  his  task  will  lead 
him  in  the  way  of  education.  As  an 
example,  take  a  concern  handling  both 
horse  trappings  (saddlery  and  harness) 
and  automobile  accessories.  To  any 
one  in  that  house,  whether  buying, 
selling,  or  merchandising  there  can  be 
shown  the  intimate  interplay  of  these 
two  lines  of  goods  upon  each  other. 
Sometimes  every-day  observation  and 
study  will  bring  out  the  facts  of  the  case 
in  a  way  often  in  direct  variance  with 
prevailing  opinion.  Or  note  how  in  the 
dress-goods  business  the  real  problem 
as  to  which  goods  will  sell  and  how  long 
each  will  sell  is  principally  a  study  of 
human  nature,  and  of  two  widely  dif- 
fering varieties  of  it,  men  and  women. 
Or  in  footwear  and  clothes  it  is  easy  to 
train  the  mind  to  look  somewhat  into 
the  future,  a  bit  after  this  fashion. 

When  women  wore  long  skirts  they 
were  notorious  for  their  neglect  of 
footwear.  But  when  skirts  began 
to  grow  shorter  it  was  an  immortal 
cinch  that  women  would  call  for 
handsome  shoes  and  also  stockings, 
and  likewise  that  there  would  be  de- 
manded innumerable  hues  in  stockings, 
in  fact  as  many  as  there  were  hues  in 
dresses.  There  were  manifest  reasons. 
Dress  with  women  is  largely  a  matter 
of  adornment,  and  when  shoes  and 
stockings  became  visible  they  not  only 
had  to  appear  well,  but  also  had  to 
match  the  rest  of  their  clothing  as 
far  as  possible,  because  of  the  desire  of 
woman  to  have  things  harmonize. 


There  is  practically  no  limit  to  the 
education  incident  upon  the  study  of 
each  man's  job  which  can  be  given 
him  in  addition  to  the  direct  doing  of 
his  job.  Thus  it  may  become  to  him 
a  vocation  and  not  just  a  job,  and  the 
pride  thus  aroused  is  the  best  incentive 
to  efficiency  in  his  work. 

In  the  matter  of  handling  men  in  a 
large  way  and  after  some  set  fashion, 
there  is  the  same  lack  of  panaceas  that 
prevails  in  things  of  lesser  moment. 
Only  any  plan  to  be  successful  must 
have  an  unpretentious  democratic 
basis.  Feudal  systems  that  dispense 
largesse  and  expect  corresponding 
loyalty  usually  get  disappointment  and 
a  cynical  view  of  human  nature  for 
their  reward. 

Others  who  do  things,  usually  kind 
things,  for  their  employees,  have  grati- 
tude and  appreciation  of  their  acts 
more  in  accordance  with  the  manner 
in  which  the  things  are  done  than 
for  the  spirit  which  prompts  them. 

There  is  not  the  slightest  use  in 
denouncing  this  phase  of  human  nature, 
since  denunciations  get  us  nowhere. 
The  real  problem  is  how  to  adapt  our 
methods  to  human  natiire  as  it  is,  and 
always  will  be,  yesterday,  today,  and 
forever.  All  that  we  can  be  sure  of  is 
that  there  must  be  genuine  sympathy 
and  understanding  on  our  part  of  the 
other  fellow's  point  of  view  if  we  are 
to  create  that  spirit  of  loyalty  in  him 
which  is  the  foundation  stone  of 
eflBcient  service. 

I  knew  it  done  in  one  case  by  a  man 
of  vibrant  personality,  of  the  utmost 
simplicity  of  life  and  manner,  of  the 
greatest  sympathy  and  consideration, 
of  the  most  democratic  bearing,  yet 
by  a  man  who  demanded  the  very 
best  and  nothing  less  from  those  with 
whom  he  was  associated.  And  it  was 
always  gladly  given  him,  full  measure, 
and  running  over,  because  he  knew 
human  nature  and  how  to  treat  it. 


USE  OF  STATISTICAL  PUBLICATIONS  OF  THE 

GOVERNMENT  IN  WORKING   OUT  PROBLEMS 

OF  COMMERCIAL  INVESTIGATION 

BY  O.  P.  AUSTIN* 


STATISTICAL  publications  of  the 
government  are  exceedingly  nu- 
merous and  perhaps  puzzling  to  the 
busy  commercial  and  industrial  man, 
but  upon  a  closer  acquaintance  they 
can  prove  exceedingly  helpful  to  those 
engaged  in  foreign  or  domestic  trade 
and  the  industries. 

]\Iany  of  the  departments  of  the 
government  issue  statistical  works 
covering  their  respective  operations 
and  the  services  for  which  they  are 
created.  The  Department  of  Agri- 
culture, for  example,  publishes  montlily 
bulletins  on  crop  conditions  and  out- 
turn, quantities  of  the  various  crops 
produced  by  states,  live  stock,  and  the 
farm  value  of  each,  and  covering 
a  considerable  term  of  years.  The 
department  also  issues  an  annual 
volume,  "Year  Book  of  the  Depart- 
ment of  Agriculture,"  which  sum- 
marizes the  information  periodically 
supplied  in  its  monthly  publications, 
and  also  presents  similar  data  for 
earlier  years,  and  limited  statistical 
statements  on  crops  in  other  countries, 
making  it  an  extremely  valuable  book 
of  reference  to  those  interested  in  the 
production  of  the  various  classes  of 
material  turned  out  by  the  agricultural 
community. 

In  the  Department  of  the  Interior, 
the  Bureau  of  Mines  and  the  Geo- 
logical Survey,  especially  the  latter, 
issue  periodical  statements  of  the 
production  of  the  principal  minerals 
and  metals ;  and  the  Geological  Survey 
in  its  annual  volume,  "Mineral  Re- 

*  Statistician,  The  National  City  Bank  of  Now  York. 
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sources  of  the  United  States,"  dis- 
cusses the  various  products  of  the 
mines  in  great  detail  and  accompanies 
the  same  with  extremely  valuable 
statistical  statements  covering  the 
latest  year  available  and  corresponding 
figures  for  earlier  years. 

In  the  Treasury  Department,  the 
offices  of  the  Comptroller  of  the 
Currency,  the  Director  of  the  Mint, 
and  the  Commissioner  of  Internal 
Revenue  issue  annual  statistical  publi- 
cations of  very  great  value  for  refer- 
ence. The  Report  of  the  Comptroller 
of  the  Currency  presents  statistics  on 
the  banking  operations  of  the  entire 
country  showing  in  detail  deposits, 
loans,  and  discounts,  and  the  other 
important  features  of  banking  opera- 
tions. The  Director  of  the  Mint 
presents  in  his  annual  publication 
statistics  of  the  gold  and  silver  pro- 
duction of  the  country,  imports  and 
exports  of  the  precious  metals,  and  the 
quantities  of  metallic  money  turned 
out  year  by  year,  and  the  various 
forms  of  coinage,  with  figures  covering 
a  long  period ;  also  an  annual  tabulation 
showing  the  gold,  silver,  and  paper 
currencies  of  each  of  the  principal 
countries  of  the  world. 

The  Report  of  the  Commissioner  of 
Internal  Revenue  shows  receipts  of  in- 
ternal taxation  from  the  various  busi- 
ness organizations  and  groups  of  indi- 
viduals contributing  to  the  internal 
revenue  receipts  of  the  country,  and 
from  these  much  important  and  down- 
to-date  information  can  be  had  regard- 
ing the  industries  in  all  lines  contribut- 
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ing  to  the  internal  revenue  under  the 
existing  revenue  laws.  The  federal  re- 
serve board,  whose  office  is  in  the  Treas- 
ury Department  building,  also  issues 
monthly  publications  showing  statistics 
with  textual  discussions,  business  con- 
ditions in  the  twelve  federal  reserve  dis- 
tricts, and  the  operations  of  the  banks 
within  the  federal  reserve  organization ; 
also  figures  covering  the  concentration 
at  the  principal  interior  points  of  the 
country  of  the  great  articles  forming 
the  internal  trade.  This  statement 
regarding  the  receipts  at  the  great 
trade  centers  from  month  to  month,  of 
the  principal  articles  forming  the 
internal  trade  of  the  country,  is  es- 
pecially important  to  those  desiring  to 
study  the  domestic  commerce  of  the 
United  States,  since  it  is  perhaps  the 
only  governmental  publication  pre- 
senting figures  of  this  character.  The 
Federal  Reserve  Bulleti7i,  above  named, 
also  presents  from  time  to  time  im- 
portant information,  statistical  and 
textual,  regarding  banking,  currency, 
and  debt  conditions  in  certain  foreign 
countries. 

The  Department  of  Commerce  deals 
perhaps  more  largely — and  quite  nat- 
urally— ^in  statistics  appertaining  to 
the  foreign  trade  and  domestic  indus- 
tries of  the  country  than  any  of  the 
other  departments  of  the  government. 
The  census  reports  which  show  decen- 
nial figures  of  population  in  very  great 
detail  and  with  analytic  tables  pub- 
lishes quinquennial  figures  in  detail  on 
the  manufactures  of  the  country,  so 
that  the  man  who  makes  boots  and 
shoes  or  steel  rails  or  cotton  cloths  or 
those  who  are  engaged  in  the  milling 
and  slaughtering  industries  can  learn 
the  number  of  factories,  the  number  of 
individuals  employed,  the  wages  paid, 
the  value  of  material  used,  and  the 
value  of  the  finished  product  turned 
out  in  their  respective  industries  and 
not  only  in  total,  but  by  states  and  in 


some  cases  by  cities.  The  Bureau  of 
Foreign  and  Domestic  Commerce  issues 
monthly  and  annual  statements  on  the 
foreign  trade  of  the  country,  the 
monthly  publication  "Monthly  Sum- 
mary of  Commerce  of  the  United 
States,"  showing  periodically  the  value 
in  all  cases  and  wherever  possible  the 
quantity  of  the  principal  articles  im- 
ported and  exported,  showing  in  the 
more  important  instances  the  countries 
from  which  the  articles  are  drawn  and 
to  which  they  are  exported.  In  its 
annual  volume,  "Commerce  and  Navi- 
gation of  the  United  States,"  it  shows 
in  great  detail  the  names  of  the  coun- 
tries from  which  the  principal  imported 
articles  are  drawn,  and  the  countries  of 
destination  of  each  of  the  principal 
articles  exported,  showing  the  value  in 
each  instance  and  quantities  wherever 
possible.  The  Commissioner  of  Navi- 
gation also  publishes  an  annual  report 
containing  many  statistical  statements 
and  tabulations  regarding  the  ships 
and  shipbuilding  of  the  United  States, 
and  including  tabulations  on  the  com- 
mercial fleets  of  the  various  countries 
of  the  world  and  the  construction, 
country  by  country.  The  document 
is  entitled  "Annual  Report  of  the 
Commissioner  of  Navigation,"  and  to 
those  interested  in  our  new  commercial 
fleet  it  is  of  especial  importance. 

The  above  statements  outline  briefly 
the  functions  of  the  statistical  organ- 
izations of  the  various  departments  of 
the  government.  Nearly  all  of  the 
statistical  publications  referred  to  can 
be  obtained  free  of  charge  by  address- 
ing the  respective  departments. 
Certain  of  the  departments,  notably 
the  Departments  of  Commerce  and 
Agriculture,  are  now  charging  a  limited 
sum  for  their  publications. 

The  above-named  publications  which 
are  the  chief  vehicles  of  detailed  trans- 
mission of  statistical  information  from 
a  government  to  its  people  are  numer- 
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ous,  bulky,  and  the  information  which 
they  present  not  ahvays  easily  found 
by  the  non-expert  in  statistical  studies. 
Happily,  however,  the  principal  sta- 
tistical statements  of  these  various 
branches  of  the  government  are  sum- 
marized and  brought  into  a  very 
condensed  form  by  a  publication 
issued  by  the  Bureau  of  Foreign  and 
Domestic  Commerce,  Department  of 
Commerce,  entitled  the  "Statistical 
Abstract  of  the  United  States. "  This 
book,  an  octavo  volume,  of  about  850 
pages,  is  a  veritable  "mine"  of  sta- 
tistical information,  and  in  extremely 
simple  and  get-at-able  form.  It  pre- 
sents principal  statistical  statements 
of  area,  popvdation,  education,  agricul- 
ture, forestry,  and  fisheries,  manu- 
factures and  mines,  occupations,  inter- 
national communication ,  merchant 
marine  and  shipping,  foreign  com- 
merce, commerce  of  non-contiguous 
territory,  consumption  estimates, 
prices,  money,  banking,  and  insurance, 
public  finance  and  national  wealth, 
army,  naw,  and  civil  service;  at  the 
latest  available  year  but  for  a  long  term 
of  years  preceding,  many  of  the  tabu- 
lations going  back  to  the  year  1800. 
This  book  is  thoroughly  indexed  and 
cross-indexed  so  that  the  man  who 
wants  to  know  almost  any  subject 
appertaining  to  the  area,  population, 
industries,  foreign  commerce,  edu- 
cational facilities;  outturn  of  the  mines 
or  forests  or  fisheries,  can  in  a  moment 
find  the  information,  not  only  for  the 
latest  available  year  but  running  back 
through  a  long  term  of  years.  "The 
Statistical  Abstract  of  the  United 
States"  costs  50  cents  and  can  be 
obtained  from  the  Superintendent 
of  Documents,  Government  Printing 
Office,  at  that  price;  and  it  is  literally 
"worth  its  weight  in  gold"  to  the  man 
who  wants  statistics  and  wants  them 
as  he  does  his  pistol  under  certain 
circumstances,  "right  away." 


If  he  wants  to  go  into  detail  about 
foreign  trade,  the  volume  entitled 
"Commerce  and  Navigation  of  the 
United  States"  would  be  of  especial 
value  to  him.  It  can  be  purchased 
from  the  Sui^erintendent  of  Documents 
at  $1.25  per  copy;  it  is  a  quarto  volume 
of  about  GOO  pages.  If,  for  example, 
one  wishes  to  know  every  country  of 
destination  of  every  type  of  cotton 
cloth  or  raw  cotton  exported  he  can 
easily  find  it  by  the  excellent  index,  so 
also  in  other  of  the  nearly  12,000 
articles  named  in  the  import  and  ex- 
port lists.  If  he  wants  to  satisfy  him- 
self as  to  whether  the  respective 
industries  are  active  and  are  thus  im- 
porting large  quantities  of  raw  ma- 
terial or  exporting  large  quantities  of 
the  finished  product,  he  can  readily  do 
so  by  turning  to  the  index  and  thus 
learning  the  quantity  of  raw  silk  or  pig 
tin  or  india  rubber  or  Manila  hemp  or 
Egyptian  cotton  imported,  and  the 
quantity  of  any  class  of  manufactures 
or  natural  products  exported,  the 
figures  showing  the  countries  of  origin 
of  the  imports  and  countries  of  destina- 
tion of  the  exports,  and  covering  two 
and  in  some  cases  several  earlier  years ; 
and  if  he  desires  to  trace  the  trade 
back  for  a  considerable  term  of  years  he 
can  obtain  earlier  issues  of  the  work 
and  thus  determine  the  countries  in 
which  markets  have  been  developed  in 
recent  years  for  the  various  products 
of  export,  and  the  countries  from 
which  the  importer  draws  his  princi- 
pal articles  of  foreign  manufacturing 
products. 

If  he  wants  to  know  more  in  detail 
about  the  manufactures  of  each  article, 
the  quantity  and  value  turned  out  in 
the  factories  of  the  country,  he  obtains 
these  from  the  reports  of  the  census 
which  are  summarized  in  "The  Sta- 
tistical Abstract  of  the  United  States," 
but  published  in  great  detail  by  the 
census  bureau  itself,  from  which  he 
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can  obtain  the  documents  at  a  nominal 
cost  and  in  certain  cases  without 
charge.  If  he  wants  to  know  the  ports 
through  which  a  given  article  was  ex- 
ported or  through  which  certain  other 
articles  are  imported,  he  can  also  find 
that  information  in  "Commerce  and 
Navigation  of  the  United  States." 
And  if  he  wants  to  know  the  principal 
articles  forming  our  trade  with  each 
of  the  principal  countries  of  the  world 
he  can  obtain  from  the  Department 
of  Commerce  a  small  volume  entitled 
"Trade  of  the  United  States  with 
the  World,"  which  takes  up  the  sub- 
ject, country  by  country,  giving  a  list 
of  the  principal  articles  imported  into 
the  United  States  and  exported  from 
the  United  States  to  each  country 
of  the  world. 

Announcement  was  made  from 
Washington  under  date  of  December 
2,  1921,  that  beginning  with  January  1, 
a  revised  and  extended  export  classifi- 
cation would  be  used  in  stating  the 
details  of  the  exports  of  the  United 
States.  This  new  classification  will  be 
much  more  elaborate  than  that  form- 
erly in  use  and  will  include  about  1200 
articles  on  the  export  side  as  against 
approximately  700  articles  as  named  in 
the  export  statements  down  to  the  end 
of  1921,  and  will  also  be  rearranged, 
grouping  the  articles  with  relation  to 
their  respective  uses,  such  as  textile 
material  and  finished  products;  ores, 
metals,  and  manufactures  thereof;  etc. 

Another  important  factor  which  is 
promised  in  the  new  and  enlarged 
classification  is  that  quantities  are  to 
be  indicated  as  well  as  values  in  all 
articles  exported,  which  will  not  only 
add  materially  to  the  value  of  the 
statements,    but    render    possible    a 


transformation  of  all  articles  to  a 
common  unit  and  supply  facilities  for 
stating  the  total  exports  in  a  single 
unit  of  tonnage.  Thus  will  be  possible 
a  more  accurate  comparison  of  the 
outward  movement,  year  by  year,  than 
has  been  possible  in  the  past  under 
the  system  by  which  the  imports  and 
exports  have  been  measured  in  values 
only.  No  statement  is  made  in  the 
announcement  as  to  whether  a  similar 
plan  will  be  utilized  for  the  import 
figures,  but  presumably  such  action 
will  follow  in  due  course  of  time,  and 
with  this  plan  applied  to  both  imports 
and  exports  our  commerce  statistics 
will  be  fully  comparable  in  character 
and  value  with  those  of  any  other 
country  of  the  world. 

If  one  desires  to  go  outside  the 
government  publications  for  down-to- 
date  statistics  of  production,  industries, 
commerce,  etc.,  for  the  current  year, 
he  should  select  among  the  weekly  and 
monthly  publications  of  the  country 
those  devoted  to  the  respective  indus- 
tries. The  Iron  Age,  for  example,  with 
reference  to  iron  and  steel,  or  other 
publications  giving  special  attention  to 
the  principal  industries,  the  names  of 
which  one  will  readily  find  in  any  good 
newspaper  directory,  while  such  busi- 
ness reviews  as  Dun's  Re\'iew,  Brad- 
street's,  and  The  New  York  Financial 
Chronicle,  will  supply  him  their  very 
latest  figures  on  many  important  sub- 
jects of  this  general  character.  For 
conditions  in  foreign  countries  the 
"Statesman's  Year  Book"  shows  area, 
population,  financial  and  economic 
conditions,  production,  trade  with  the 
principal  nations  and  the  principal 
imports  and  exports,  for  all  the  cliief 
countries  of  the  world. 


PACKAGING  IN  ITS  RELATION  TO  MARKETING 


BY  GEORGE  W.   GAIR* 


ANY  discussion  in  generalities  of 
proper  packaging  must  necessarily 
be  superficial.  Yet  certain  points  are 
so  general  in  their  application  that  they 
may  be  advantageously  stressed  in 
emphasizing  to  the  manufacturer  of 
today  the  vntal  relationship  between 
the  proper  packaging  of  his  products 
and  their  wide  distribution  in  an  in- 
creasing market. 

Even  in  this  era  of  highly  specialized 
selling,  some  few  manufacturers  still 
fail  to  realize  the  vital  importance  the 
appearance  and  suitability  of  the 
carton  or  container  bear  to  sales. 
Given  a  product  of  acknowledged 
merit,  it  lies  well  within  the  province 
of  the  carton  to  make  it  a  100  per  cent 
selling  proposition,  or  so  to  depreciate 
its  value  by  unsuitable  presentation 
that  its  sales  efficiency  is  seriously 
impaired.  Often  some  almost  un- 
noticed detail  in  the  design,  shape,  or 
construction  of  the  package  produces 
such  a  marked  reaction  in  its  selling 
qualities  that  the  results  of  a  campaign 
are  materially  affected.  Much  of  this 
loss  might  be  prevented  by  a  more 
careful  analysis  of  the  potential  mar- 
ket and  a  more  perfect  visualization  of 
the  various  stages  of  the  progress  from 
factory  to  consumer;  for  shipping  and 
storage  conditions  must  be  taken  into 
consideration  in  the  successful  market- 
ing of  any  packaged  product. 

Modern  marketing  systems  and  a 
study  of  economics  have  taught  us  that 
shortsighted  policies  of  economy  often 
result  in  a  serious  restriction  of  sales. 
We  begin  most  large  selling  campaigns, 
therefore,  by  a  thorough  analysis  of 
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markets,  a  study  of  trade  habits,  and  a 
careful  consideration  of  the  tastes  of 
the  consumer  to  whom  a  particular 
product  would  appeal.  This  done,  we 
have  the  basic  foundation  on  which 
plans  may  be  made,  not  only  for  the 
individual  package,  but  for  the  group- 
ing in  the  modern  display  carton  now 
used  on  counters  and  open  stands.  In 
these  cases  in  particular  the  package 
itself  is  really  the  silent  salesman  who 
performs  all  the  functions  required  to 
complete  the  cycle  of  selling. 

The  carton  should  always  be  planned 
with  certain  very  definite  points  in 
view.  It  must  be  a  consistent  con- 
tainer for  the  article  or  product  to  be 
merchandised.  It  must  do  itself  jus- 
tice in  its  proportions,  for  honest 
packaging  is  always  reflected  in  ulti- 
mate sales.  It  must  possess  suitability 
to  the  product  in  both  color  and  design, 
and  it  must  have  sufficient  permanent 
artistic  merit  to  carry  the  prestige  of 
that  product  through  future  years. 
This  means  the  elimination  of  any 
featm*e  which  would  be  apt  to  go  out 
of  style  or  suggest  an  earlier  period, 
such  as  pictures,  signatures,  and  other 
individual  marks  of  personal  identi- 
fication. There  are  many  organiza- 
tions of  long  standing  that  have  feared 
to  improve  their  cartons  lest  they 
decrease  their  sales,  for  the  physical 
appearance  of  the  package  constitutes 
a  large  measure  of  advertising  value. 
This  in  itself  is  a  convincing  argument 
for  the  suitable  package,  since  it 
comes  to  be  the  trade-mark  on  which 
the  public  bases  its  confidence  in  the 
manufacturer.  In  the  last  analysis 
the  most  perfect  form  of  merchandising 
would  be  for  the  package  to  sell  itself. 
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Packaging  for  the  years  to  come 
should  be  one  of  the  great  thoughts  in 
the  minds  of  manufacturers  when  they 
are  planning  containers.  It  is  false 
economy  to  consider  only  present-day 
sales.  But  where  an  old-established 
organization  has  failed  to  consider 
future  demands  and  a  package  does  not 
meet  present-day  requirements,  gradual 
reforms  may  be  introduced  without 
detriment  to  its  selling  qualities. 
Thus  it  can  be  made  to  conform  to 
existing  demands.  In  the  past  it  was 
difficult  to  persuade  the  manufacturer 
to  look  forward  far  enough  into  the 
future,  but  these  conditions  have 
changed.  The  modern  corporation 
makes  ample  pro^^sion  for  future 
expansion,  the  modern  manufacturer 
visualizes  his  futm-e  market  and  his 
cartons  are  so  designed  that  they  may 
still  reflect  credit  on  his  organization  in 
future  years. 

Without  entering  into  a  minute 
discussion  of  the  various  outstanding 
points  of  proper  packaging,  there  are 
two  major  factors  which,  because  of 
their  high  potentialities  in  advertising 
and  sales  value,  should  be  given  proper 
consideration.  One  of  them  is  con- 
sistency, and  by  that  I  mean  a  certain 
suitability  of  the  package  to  the  type  of 
product  it  contains;  and  the  second  is 
individuality,  which  makes  it  some- 
thing more  than  a  container  and  brings 
it  into  the  realm  of  the  trade-mark, 
advertising  device,  and  salesman. 

Take  consistency  first.  It  seems 
almost  unnecessary  to  stress  the  fact 
that  entirely  different  methods  of 
packaging  should  be  used  for  different 
commodities,  yet  there  are  some  who 
fail  to  grasp  the  fine  points  which 
differentiate  the  packaging  of  some 
household  utility  and,  let  us  say,  a 
toilet  preparation.  If  the  question 
involved  were  merely  one  that  affected 
the  aesthetic  appeal,  it  might  remain  a 
matter   of   personal    opinion,    but    so 


vitally  does  the  packaging  of  goods 
affect  marketing  that  entire  campaigns 
have  been  virtually  wasted  because  the 
suitability  of  the  container  had  not 
been  taken  into  consideration. 

To  make  this  point  clear,  let  us  take 
the  packaging  of  a  new  soap-powder, 
which  has,  as  yet,  no  market  value. 
Here  we  are  catering  entirely  to  the 
preferences  of  women.  First  of  all,  the 
package  should  be  of  the  simplest  and 
most  economical  construction  con- 
sistent with  a  neat  appearance,  the 
question  of  the  economy  of  the  con- 
tainer being  an  important  factor.  A 
new  soap-powder  to  compete  in  a 
contested  market  must  be  offered  at 
the  lowe.st  possible  price  that  will 
afford  a  suitable  margin  of  profit. 

Next  the  carton  must  be  practical  as 
to  color  and  this  merits  careful  consider- 
ation. Where  special  distinction  is  de- 
sired a  carton  is  frequently  ornamented 
viiih  color.  Before  a  choice  of  colored 
ink  is  made  chemical  tests  mu.st  be 
made  to  discover  what  reactions,  if  any, 
will  be  produced  by  the  contents  of  the 
package  on  the  coloring  matter  in  the 
ink.  In  the  case  of  soap-powders  it  is 
necessary  to  use  inks  that  vdM  with- 
stand the  effect  of  such  chemicals  as 
are  used  in  their  manufacture.  In 
order  that  the  coloring  matter  on  the 
carton  may  be  absolutely  reaction- 
proof  exliaustive  tests  are  made  in 
laboratories  which  are  completely 
equipped  for  all  such  investigation. 
Thus  the  inks  are  protected  against  any 
possible  chemical  reaction  from  the 
product.  In  the  case  of  the  soap- 
powder  the  color  must  not  only  remain 
unchanged  by  the  action  of  the  powder, 
but  the  general  coloring  must  be  such 
that  it  will  not  soil  easily  in  the  kitchen 
or  if  handled  with  wet  hands. 

Finally  its  size  and  shape  mu.st  be 
such  that  the  housewife  can  pick  it  up 
easily  in  one  hand.  It  mu.st  be  com- 
pact enough  not  to  occupy  too  much 
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sp>ace  in  the  kitchen,  bathroom,  or 
small  closet.  It  must  be  put  up  in 
units  small  enough  so  they  w-ill  not 
deteriorate  if  individual  packages  are 
placed  indifferent  parts  of  the  house  and 
are  used  infrequently.  Moreover,  be- 
cause the  smaller  the  unit  of  packaging 
the  greater  the  proportional  expense, 
the  cartons  must  be  kept  at  the  lowest 
ratio  of  cost. 

These  considerations  show  that  in  a 
package  of  this  character  it  would  be 
in  better  taste  to  attain  distinctiveness 
by  a  certain  originality  of  design 
rather  than  bj'  very  elaborate  methods. 
A  certain  soap-powder  which  carries 
on  the  package  a  unique  trade-mark 
and  an  ever-popular  slogan  is  an 
excellent  example  of  careful  and  suc- 
cessful packaging. 

To  contrast  the  requirements  of  the 
package  for  a  soap-powder  with  tliat  of 
a  carton  suitable  for  a  dainty  cosmetic 
is  to  jump  from  one  end  of  the  scale  to 
the  other.  First  of  all  the  major  part 
of  all  retail  bujang  is  done  by  women, 
therefore,  in  most  products  the  package 
appeal  should  be  made  to  the  feminine 
nature.  Nowhere  is  a  woman  more 
insistent  upon  daintiness  in  coloring 
and  effect  than  in  the  articles  she 
selects  for  her  personal  use.  The  sale 
of  cosmetics,  many  of  them  of  equal 
value  as  products,  may  often  depend 
almost  entirely  on  the  appeal  of  the 
carton.  Here  may  be  introduced  the 
most  exquisite  and  artistic  effects,  both 
as  to  coloring  and  design,  and  the 
imagination  of  the  artist  may  find  full 
play  for  all  its  creative  faculties.  Yet 
too  much  stress  cannot  be  placed  on  the 
fact  that  overfantastic  decoration  and 
too  strong  coloring  are  out  of  place,  as 
these  packages  find  their  ultimate 
enx-ironment  in  surroundings  where 
delicate  coloring  is  a  predominating 
feature. 

In  taking  up  the  second  major  con- 
sideration— the    individuality    of    the 


package — it  must  be  remembered,  first 
of  all,  that  its  appearance  is  one  of  the 
greatest  advertising  elements  in  the 
hands  of  the  manufacturer,  for  it  is  ac- 
tually tied  up  v\-ith  the  consumer's  con- 
tact ■nath  the  goods.  Display  on  the 
dealers'  shelves,  where  it  is  continually 
under  the  scrutiny  of  the  consumers' 
eyes,  also  gives  to  its  front  panel  a  won- 
derful advertising  value.  For  this  rea- 
son no  efforts  should  be  spared  to  utilize 
to  the  fullest  every  advertising  possi- 
bility offered  by  this  face  panel.  It  is 
the  prime  point  on  which  the  artist 
focuses  all  his  efforts,  for  this  becomes 
the  ever-present  picture  which  carries 
the  message. 

Nor  does  its  advertising  value  cease 
■nath  the  consumption  of  the  contents. 
From  the  moment  the  package  leaves 
the  filling  machine  until  it  becomes 
part  of  the  waste  on  its  way  back  to  the 
beaters  of  the  mills,  it  proclaims  its 
indi\-iduality  to  every  eye.  But  mere 
oddity  of  design  or  color  is  by  no 
means  all  that  it  is  necessary  to  take  in- 
to consideration.  There  have  been  pa- 
thetic failures  of  attempts  at  market- 
ing because  the  package,  while  highly 
indivndual,  did  not  possess  the  other 
elements  necessary  to  successful  sales. 

One  of  the  most  vital  of  these  other 
requisites  is  that  the  package  shall  be 
of  a  shape  that  is  easily  and  safely 
packed  in  the  shipping  cases,  vvith  the 
greatest  economy  of  space,  and  without 
danger  of  shifting  or  breakage.  This 
matter  of  packing  quality  holds  good 
all  the  way  from  manufacturer  to  con- 
sumer. A  highly  indi\-idualized  shape 
of  package  that  ■^'ill  not  stack  is,  there- 
fore, a  poor  merchandising  proposition. 
From  the  jobbers'  viewpoint  such 
points  as  economy  of  space  in  ware- 
housing and  trucking  must  be  con- 
sidered, and  in  the  case  of  the  retailer, 
the  space  it  takes  up  on  his  shelves. 
\Miether  a  household  commodity  or 
one  of  business  character,  it  must  also 
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be  stored  somewhere  by  the  consumer, 
so  economy  of  space  is  everywhere  a 
major  consideration. 

Clarity  of  display  in  the  face  panel 
is  also  an  important  point.  Attention- 
compelling  qualities  will  arrest  the 
eye,  often  at  a  considerable  distance. 
Let  us  put  aside  actual  artistic  value  of 
the  carton,  although  this  merits  strong 
consideration  because  attractiveness 
makes  it  more  eligible  for  window  and 
counter  display  than  the  unattractive 
package,  regardless  of  the  quality  of 
the  contents.  Nevertheless,  the  face 
should  be  so  designed  that  it  arrests 
the  eye  of  the  consumer  at  the  first 
glance.  Properly  designed  packages 
so  fix  their  individuality  in  the  mind  of 
the  consumer  that  retailers  not  in- 
frequently receive  orders  for  certain 
brands  purely  from  a  description  of  the 
package,  the  name  of  the  manufacturer 
having  entirely  slipped  the  customer's 
mind.  Giving  the  product  an  unusual 
name  which  has  memory  value,  which 
is  distinctly  displayed  on  the  carton, 
and  which  is  well  tied  up  with  the 
advertising,  produces  excellent  results. 
The  enormous  sales  of  a  well-known 
cracker  offer  an  excellent  example  of 
the  value  of  this  tie-up. 

Another  important  point  in  favor  of 
distinctive  packaging  is  that  it  makes 
it  more  difficult  for  an  imscrupulous 
dealer  to  substitute  an  inferior  brand. 
The  customer  may  have  forgotten  the 
name  of  the  product,  but  if  the  package 
was  memory-compelling,  he  will  recog- 
nize the  package.  The  manufacturer 
who  stands  back  of  his  carton  guaran- 
tees to  the  buyer  that  there  will  be  no 
deception  in  the  contents  of  the  pack- 
age, yet  if  a  less  reliable  product  is  sub- 
stituted and  the  customer  still  retains 
the  impression  that  he  has  been  given 
the  thing  he  asked  for,  it  may  seriously 
injure  the  future  sales  of  the  original 
manufacturer. 

A  further  source  of  wonderful  po- 


tential advertising  value  is  too  often 
overlooked  by  the  producer.  This  is 
the  psychological  effect  produced  by 
the  similarity  of  labels  or  display  all 
the  way  from  carton  to  shipping  case. 
In  the  days  of  wooden  packing  cases 
this  was  generally  impossible,  but 
since  these  have  been  superseded  by 
the  lighter  fiber  cases,  it  is  possible  to 
carry  at  least  part  of  the  message 
shown  on  the  carton,  on  the  face  of  the 
packing  case.  These  cases  stand  for 
hours  in  freight  sheds,  and  on  plat- 
forms, or  pass  through  the  streets  in 
open  trucks,  and  can  be  continually 
impressing  the  name  of  the  product  on 
the  traveling  public. 

Let  us  now  consider  what  the  pack- 
age is  made  of;  for  the  utilization  of 
suitable  stock  or  its  proper  treatment 
for  the  pm"pose  intended  has  a  strong 
effect  on  marketing  conditions.  An 
interesting  example  of  how  properly 
treated  stock  may  take  its  part  in  pro- 
moting sales  and  producing  favorable 
impressions  on  the  consumer  has  been 
revealed  in  putting  a  well-known  brand 
of  raisins  on  the  market  in  5-cent  car- 
tons. Here  was  an  article  as  old  as 
history  which  was  to  be  marketed  in  an 
entirely  new  way  and  offered  for  sale 
with  an  entirely  new  appeal.  Its 
popularity  must  depend  to  a  large 
extent  on  the  way  the  article  was  pre- 
sented to  the  consumer,  in  other  words, 
on  its  packaging. 

The  colors  chosen  were  a  harmonious 
combination  of  red  and  blue,  the  red 
for  its  attention-compelling  qualities, 
the  blue  for  its  tonal  effect.  As  the 
5-cent  package  is  the  popular  size  for 
newsstand  distribution,  this  size  was 
selected.  A  display  container  was  de- 
signed to  hold  a  dozen  of  the  packages. 
This  ob\'iated  the  expense  of  a  throw- 
away  box,  and  all  the  trouble  of 
repacking.  When  opened  it  made 
an  attention-compelling  display.  As 
raisins   are   more   or   less   sticky  the 
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stock  was  given  a  glazed  surface  treat- 
ment so  the  package  would  neither 
register  finger-marks  nor  yet  retain 
unpleasant  qualities  when  slipped  into 
the  pocket.  Sales  developed  almost 
over  night.  Tlu"ee  hundred  and  fifty 
million  packages  were  sold  in  the  first 
few  months  after  the  raisins  were 
placed  on  the  market  and  their  popu- 
larity is  increasing.  Had  their  distri- 
bution been  attempted  in  any  less 
original  manner  its  effectiveness  would 
have  been  greatly  reduced. 

Special  treatment  of  the  stock  used 
in  packaging  coffee,  butter,  biscuits, 
and  all  food  that  contains  any  per- 
centage of  oils  or  shortening  is  always 
necessary.  Chemists  of  the  industry 
are  making  continual  studies  of  the 
best  methods  of  making  these  cartons 
grease- and  moistiue-proof.  Just  so  it 
has  become  equally  important  to  pre- 
vent the  moisture  from  entering  cartons 
where  food  products  would  deteriorate 
from  its  effect.  The  application  of 
silicate  or  paraffin  to  the  box  board  is 
one  of  the  simplest  methods  used  for 
this  purpose. 

Among  the  products  which  present 
many  difficulties  in  packaging  are 
bottled  goods,  where  the  bottles  are 
enclosed  in  a  carton.  In  the  case  of 
large  or  heavy  bottles  it  is  often  diffi- 
cult to  make  the  paper  lock  sufficiently 
tight  so  that  it  does  not  slip  open  when 
the  package  is  handled.  Constant 
experiments  are  being  made  to  de\nse 
locks  which  have  a  better  tension 
value  and  much  has  been  done  in 
recent  months  to  eliminate  this  diflB- 
culty. 

The  future  of  packaging  indeed 
tempts  the  imagination.  Here  is  a 
single  aspect ;  one  of  the  great  questions 
stirring  the  country  today  is  economy 
of  production.  From  the  efficiency 
measures  made  necessary  during  the 
war,  we  learned  a  great  lesson  in  the 
economy    value    of    standardization. 


To  the  thinking  mind  this  offers 
possibilities  almost  beyond  our  power 
to  imagine,  but  it  is  something  which 
must  come  about  gradually  through 
public  education  and  desire. 

In  our  own  particular  business  it  is 
not  difficult  to  see  how  much  more 
economical  the  production  of  paper 
stock  would  be  if  we  could  use  one 
standard  type  of  stock  for  packaging 
sugar,  another  for  coffee,  and  so  on  for 
all  universal  commodities,  always  re- 
membering, however,  that  some  prod- 
ucts require  a  heavier  stock  than 
others. 

Passing  on  from  the  matter  of  stock 
to  the  size  of  the  cartons,  we  find  that 
if  universal  sizes  were  adopted  for 
articles  in  general  use  it  would  be 
possible  to  standardize  the  sheets  of 
paper  from  which  the  cartons  are  made. 
This  again  would  result  in  lower  costs. 
It  is  not  unusual  for  sugar  and  coffee 
cartons  to  differ  in  size  and  shape  by  a 
fraction  of  an  inch.  This  makes  each 
order  indi^^dual  and  precludes  the 
making  of  the  sheets  in  a  large  way. 
It  is  common  knowledge  that  the 
greater  the  quantity  manufactured  at 
one  time  the  lower  the  cost  per  piece, 
so  that  the  volume  manufactured  at 
one  time  is  what  sets  the  price.  We 
must  add  to  this  the  redemption  of  the 
capital  which,  under  present  con- 
ditions, is  tied  up  in  idle  specialized 
materials. 

From  the  standpoint  of  the  manu- 
facturer, the  time  is  coming  when  many 
of  the  universal  processes  will  be  so 
standardized  that  great  economies  will 
result  from  the  standardization  of 
certain  machines.  With  packages  of 
different  sizes  and  shapes  automatic 
filling  machines  must  be  made  to  con- 
form to  the  size  and  shape  of  the 
package,  and  in  turn  the  paper  stock 
must  conform  to  the  grade  of  thickness 
demanded  by  that  particular  machine. 
Were  it  possible  for  these  machines  to 
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be  standardized  for  commodities  in 
universal  use  the  cost  of  the  com- 
modities would  be  reduced  and  cartons 
could  be  manufactured  at  a  lower 
price.  One  of  the  greatest  of  the 
economies  practiced  by  a  canner  whose 
products  are  internationally  known 
has  been  that  his  cans  are  of  uniform 
size  for  all  his  21  lines.  This  is  one  of 
the  economies  by  which  he  has  been 
able  so  to  cut  the  cost  of  production 
that  he  dominates  his  field.  Standard- 
ization of  this  character  must  necessa- 
rily come  about  by  a  slow  process, 
tlirough  its  adoption  by  new  manu- 
facturers, and  the  replacement  of  old 
machines.  In  all  probability  the 
cracker  business  is  the  most  thoroughly 
standardized  in  packaging  of  all  the 
lines,  and  this  in  itself  has  contributed 
in  this  field  to  the  lowering  of  costs  and 
the  ine\-itable  augmentation  of  sales. 

Imagination  indeed  may  run  riot 
when  it  comes  to  the  matter  of  stand- 
ardization. We  would  find  it  re- 
flected in  the  width  of  shelving,  the 
spacing  between  shelves,  in  storage 
plans,  cartage  provisions,  and  all 
shipping  matters.  To  pass  from  the 
container  to  the  shipping  case,  enor- 
mous strides  have  been  made  during 
the  past  few  years  toward  making  this 
receptacle  not  only  a  more  sanitary 
medium  of  distribution  for  packaged 
products  but  of  greater  economy. 

One  consideration  which  seems  small 
on  the  face  of  it  but  which  mounts 
rapidly  in  the  course  of  the  year  is 
consideration  of  waste  in  material. 
Frequently  the  size  and  shape  of  the 
case  may  be  so  altered  that  without 
reducing  its  packing  proportions  it  can 
be  produced  more  economically.  Even 
the  flaps  come  in  for  their  share  of  con- 
sideration and  are  so  cut  as  to  eliminate 
all  possible  waste.  This  reduction  not 
only  cuts  the  cost  of  the  case,  but  is  also 
reflected  in  lower  weight  and  cheaper 
cartage. 


In  planning  the  shipping  case,  its 
requirements  should  be  studied  all  the 
way  from  manufacturer  to  ultimate 
user.  Will  it  be  subjected  to  excessive 
handling?  Are  the  articles  it  contains 
of  such  weight  that  it  would  be  un- 
desirable to  use  a  long  and  narrow  case, 
which  might  put  too  much  strain  on  the 
center?  In  its  ultimate  destination 
does  it  reach  retailers  who  have  only 
one  man  to  handle  it?  Is  it  a  commod- 
ity that  will  have  to  be  warehoused? 
If  so  it  must  be  considered  in  its  rela- 
tion to  easy  tiering.  These  and  many 
other  considerations  enter  into  the 
designing  and  proportioning  of  the 
shipping  ca.se. 

One  of  the  additional  great  ad- 
vantages of  the  fiber  shipping  case  is 
that  it  may  be  so  proportioned  as  to 
contain  any  designated  unit  of  sale 
most  acceptable  to  jobber  or  dealer. 
It  is  cleanly,  light,  and  reduces  trans- 
portation expenses  both  for  railroad 
rates  and  trucking.  It  is  easily  sealed 
with  silicate  by  inexperienced  men  or 
by  machine,  and  it  may  be  opened  with 
the  same  ease.  There  is  no  danger  of 
injuring  the  contents  by  the  use  of 
nails;  shipping  departments  are  ren- 
dered comparatively  noiseless  and  are 
cleanly;  since  it  is  light  and  easy  to 
handle,  tiering  may  be  accomplished 
with  ease ;  its  face  panel  may  carry  the 
message  of  the  manufacturer;  because 
of  its  folding  qualities  it  takes  up  less 
room  in  storage  and  its  cost  is  much 
less  than  that  of  wood.  Last  but  not 
least,  it  is  a  conservation  measure,  for 
it  retiu-ns  to  the  mills  as  waste  and 
after  proper  cleansing  and  sterilization 
the  pulp  is  once  more  utilized  in  manu- 
facturing fiber  board.  This  last  is  an 
important  consideration,  for  we  are 
seriously  depleting  our  timber  reserve, 
and  to  use  a  material  which  permits 
such  salvage  is  to  conserve  for  future 
years. 

There  is  much  more  that  could  be 
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said  touching  this  question  of  waste, 
which  is  one  of  the  serious  factors  in 
holding  up  the  expense  budget.  Be- 
cause our  line  of  manufacture  so 
directly  affects  the  production  costs  of 
packaged  products,  every  means  we 
can  put  into  execution  to  lower  our 
costs  must  have  direct  reaction  on  the 
cost  of  retailed  commodities. 

If  it  were  possible,  for  example,  to 
carry  on  hand  sufficient  waste  material 
for  conversion  into  pulp  so  that  we 
could  maintain  a  large  reserve,  it  would 
result  in  an  important  reduction  in 
production  costs.  Our  mills  alone 
consume  1000  tons  of  waste  a  day,  and 
the  storage  of  sufficient  material  to 
pro\'ide  a  proper  reserve  would  entail 
a  very  large  investment,  as  40,000  or 
50,000  tons  would  not  be  a  large  sur- 
plus. Waste  of  this  character  dis- 
integrates quicklj-  if  exposed  to  the  sun 
and  rain  and  must  be  placed  imder 
shelter.  Even  when  baled,  the  bales 
break  and  the  contents  become  useless 
for  our  purpose. 

The  gathering  of  this  waste  paper  is 
in  itself  an  interesting  problem,  and  so 
far  no  one  organization  has  been  large 
enough  to  pixt  it  under  proper  control. 
At  the  present  time  it  is  handled 
largely  by  itinerant  Italians,  the  only 
organization  which  makes  a  systematic 
effort  toward  collection  being  the 
Salvation  Army.  Within  recent  5*ears 
strenuous  efforts  have  been  made 
toward  conservation  of  the  vast  amount 
of  waste  paper  which  is  being  burned 
up  as  refuse  and  which  could  be  so 
advantageously  used  in  the  paper  mills. 
These  efforts  have  been  along  the  lines 
of  educating  women's  clubs  and  chari- 
table organizations  to  the  fact  that 
waste  paper  often  commands  a  price  of 
$250  a  carload,  if  delivered  at  the 
nearest  railroad  station.     Efforts  have 


also  been  made  to  impress  upon  the 
general  pu])lic  the  fact  that  in  burning 
large  quantities  of  paper  they  arc  not 
only  aiding  in  diminishing  our  forest 
reserve  but  are  indirectly  adding  to  the 
cost  of  retailed  commodities,  inasmuch 
as  the  cost  of  the  manufacture  of  pa- 
per bears  a  close  relation  to  everyday 
expenses. 

In  our  owTQ  case  we  have  planned  to 
start  sorting  houses  of  our  own  on  the 
BrookljTi  water  front,  where  we  can 
receive,  sort,  bale,  and  ship  our  owTi 
waste.  This  is  being  done  as  a  con- 
venience to  our  outhing  mills.  By 
making  collections  from  large  users  we 
can  accumulate  it  in  great  bulk  and 
this  ■will  have  a  steadjnng  influence  on 
our  mills.  This  in  turn  will  reflect 
itself  in  lower  prices. 

The  sum  of  these  facts  is  important. 
The  package  finds  its  way  into  every 
American  home.  Its  merchandising 
importance  should  be  fully  appreciated, 
its  ser^■ice  as  a  container  vitilized  to  its 
full  sale  possibilities.  Packaging  proli- 
lems  are  universal  problems.  They 
concern  both  the  business  of  the  manu- 
facturer and  the  comfort  of  the  con- 
sumer. If  they  are  not  solved  at  the 
source  they  militate  against  the  sale  of 
the  product.  A  man  may  have  the 
finest  article  of  its  kind  on  the  market, 
it  may  be  backed  by  an  enthusiastic 
sales  force  and  a  splendid  advertising 
campaign,  but  all  his  efforts  are  wasted 
unless  consumer  demand  pulls  the 
goods  over  the  counter.  Two  products 
of  equal  merit  which  are  sold  side  by 
side  yet  presented  differently  vaW  not 
average  up  alike  in  sales  vohxme.  The 
package  must  carry  its  message  of 
superiority  so  plainly  on  its  face  that  it 
attracts  even  the  casual  eye.  It  is  on 
these  important  matters  that  successful 
sales  campaigns  are  built. 
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PART   IV— DEPRECIATION 


THE  subject  of  depreciation  is  one 
that  has  been  extensively  discussed 
and  written  about,  not  only  from  the 
standpoint  of  method  but  from  many 
other  angles  as  well.  The  province 
of  this  article  is  concerned  with  the 
rates  and  method  as  well  as  the  kinds 
of  depreciation. 

When  the  life  of  a  unit  is  mentioned 
in  terms  of  years  the  accepted  inter- 
pretation is  that  the  particular  unit 
under  normal  conditions  will  last  so 
many  years.  Does  this  interpretation 
mean  that  it  will  last  that  many  calendar 
years  or  the  equivalent  of  so  many  calen- 
dar years? 

A  unit  may  have  an  estimated  life 
of,  say,  10  years  and  consequently  the 
depreciation  would  ordinarily  be  cal- 
culated on  the  basis  of  10  per  cent  of 
the  original  value  per  year.  The  point 
involved  here  is :  Does  the  term  "  year  " 
mean  a  calendar  year  of  300  working 
days  at  so  much  depreciation  a  day,  or 
does  it  mean  300  working  days  of  10 
hours  per  day  at  so  much  depreciation 
per  working  hour?  If  the  latter  view 
is  what  is  meant  when  the  rate  was  set, 
then  instead  of  writing  off  ^  of  1  per 
cent  per  month  (10  per  cent  x  '/12)  irre- 
spective of  the  number  of  working 
hours  the  unit  was  employed,  another 
method  must  be  adopted  that  will  write 
off  the  depreciation  on  the  same  basis 
as  the  estimate  was  made. 

It  only  stands  to  reason  that  if  two 
similar  machines,  working  on  the  same 
kind  of  product,  operated  by  the  same 
class  of  machinists  of  equal  ability  and 
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efficiency,  rated  at  the  same  rate  of 
depreciation,  in  fact  on  an  equal  basis 
as  to  any  and  all  conditions  excepting 
the  working  hours,  that  the  one  which 
was  operating  more  hours  per  month 
would  become  obsolete  much  sooner 
than  the  other. 

Under  these  conditions  if  a  flat  rate 
of  10  per  cent  per  year  was  applied  to 
both,  there  would  be  an  unabsorbed 
value  attached  to  the  unit  that  was 
operating  more  hours  per  period,  at  the 
time  the  unit  became  obsolete,  and  as 
a  result  would  necessitate  a  charge  to 
depreciation  far  in  excess  of  the  annual 
proportion  in  the  period  of  such  obso- 
lescence. If  the  operating  time  was 
considered  as  a  basis  for  applying  the 
estimated  depreciation  there  would  be 
little  or  nothing  in  the  way  of  unab- 
sorbed depreciation  depending  on  the 
correctness  of  the  estimated  life  and  the 
resulting  rate  of  depreciation. 

The  result  of  the  above  discussion 
leads  to  the  recognition  of  two  different 
kinds  of  depreciation,  namely,  normal 
depreciation  and  accelerated  deprecia- 
tion. 

The  normal  depreciation  of  any  unit 
is  recognized  to  represent  the  wear  and 
tear  from  usage  during  the  normal 
operating  time — in  most  plants  10 
hours — and  applied  to  all  elements  of 
fixed  property  with  the  exception  of 
land.  In  setting  the  normal  life  or 
the  normal  rate  of  depreciation  many 
factors  must  be  taken  into  considera- 
tion all  of  which  affect  the  useful  life 
and  the  resulting  rate.  Take  a  brick 
building,  for  instance.  If  the  building 
housed  a  drop-forging  plant,  the  ele- 
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inont  of  vibration  resulting  from  the 
continual  pounding  of  the  drop-forge 
hammers  would  tend  to  loosen  the 
brick  in  the  walls  and  eventually  make 
the  walls  unsafe,  and  would  possibly 
result  in  taking  down  a  part  of  the 
building  and  in  reconstruction,  if  the 
maintenance  was  inadequate.  So  that 
cognizance  must  not  only  be  given  to 
usage  but  also  the  provisions  for  main- 
tenance. 

\\liile  the  policy  of  a  company  may 
be  to  keep  all  equipment  up  to  a  stand- 
ard as  to  maintenance,  yet  if  the  neces- 
sity for  quantity  production  is  para- 
mount and  the  equipment  is  operated 
more  or  less  continually,  no  time  re- 
mains for  maintenance  and  the  unit  so 
operated  depreciates  more  quickly  not 
only  on  account  of  the  overtime  opera- 
tions but  from  the  lack  of  proper 
periodical  maintenance  and  repairs. 

It  is  this  effect  that  gives  rise  to 
accelerated  depreciation  which  is  fig- 
ured differently  from  normal  deprecia- 
tion but  has  for  its  base  the  normal 
rate  or  normal  depreciation. 

It  can  be  seen  from  this  that  the 
main  factors  to  be  considered  in  com- 
puting depreciation  are: 

1.  Normal  depreciation 

(a)  Estimated  life  in  terms  of  nor- 
mal working  hours 

(b)  Standard  of  maintenance 

2.  Accelerated  depreciation 

(a)  Operating  time  above  normal 

(b)  Lack  of  maintenance 

At  a  glance  it  may  seem  that  when  a 
imit  operates  double  time  the  deprecia- 
tion applied  should  be  twice  the  normal 
depreciation;  but  this  is  not  the  case. 
Many  studies  have  been  made  along 
this  line  resulting  in  the  following 
formula  for  computing  accelerated  de- 
preciation. One-half  of  the  overtime 
divided  by  the  normal  time  will  give 
the  factor  of  acceleration.  This  factor 
times  the  normal  depreciation  will  equal 


the  accelerated  depreciation;  or  times 
the  normal  rate  will  equal  the  rate  of 
accelerated  depreciation,  which  is  only 
applicable  up  to  double  normal  operat- 
ing time.  If  the  operating  time  is  in 
excess  of  double  normal  time  the  above 
method  is  used,  but  a  factor  is  added 
to  the  result  so  that  when  the  unit 
operates  the  full  24  hours  or  continu- 
ously, the  total  depreciation  is  double 
the  normal.  The  following  statement 
shows  the  result  of  the  above  method 
applied  to  a  machine  with  an  estimated 
life  of  20  years  and  a  normal  day  of  10 
hours. 

So  it  can  be  seen  that  there  is  a  very 
close  relationship,  so  far  as  operating 
equipment  and  the  like  are  concerned, 
between  the  operating  time  or  working 
hours  and  the  earned  or  accrued  depre- 
ciation. 

In  connection  with  the  rates  to  be 
used  we  must  also  consider  the  value  or 
base.  The  principal  values  used  are: 
Original  cost,  depreciated  value,  origi- 
nal cost  less  scrap  value  or  salvage 
value.  The  methods  used  in  connec- 
tion therewith  are  as  follows: 

1.  The  original  cost  times  the  normal 
rate,  or  in  other  words,  charging  off  the 
original  cost  in  equal  annual  instalments. 
This  method  is  termed  the  "straight  line 
method,"  and  is  the  method  advocated  by 
tlie  Interstate  Commerce  Commission. 

2.  The  value  at  the  beginning  of  each 
accounting  period  times  a  rate  or  the  rate 
times  the  depreciated  value  as  at  the  begin- 
ning of  the  period  is  another  metliod  which 
results  in  charging  off  a  large  amount  in  the 
early  years  when  maintenance  and  repairs 
are  low. 

3.  Taking  scrap  or  a  residual  value  into 
consideration  and  using  either  of  the 
above  methods  will  result  in  writing  down 
tlie  asset  to  its  salvage  value  in  a  definite 
time. 

4.  Charging  interest  on  the  investment 
at  an  established  rate  and  writing  off 
periodically  an  annuity  instalment  so  as 
to  decrease  the  asset  to  zero  or  to  its  residual 
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OPERA.TING' 

Normal 

Accelerated 

Total 

Time 

Depreciation 

Depreciation 

Depreciation 

10  Hours 

5  Per  Cent 
5 

5  Per  Cent 

11       " 

i  Per  Cent 

H      ' 

12       " 

5 

2 

5i      ' 

13       " 

5 

3.          " 

51      ' 

14       " 

5 

1 

6 

15       " 

5 

n    " 

6i      ' 

16       " 

5 

n    " 

61      ' 

17       " 

5 

n    " 

61      ' 

18       " 

5 

2 

7 

19       " 

5 

21        " 

1\      ' 

20       " 

5 

2|        " 

n   ' 

21       " 

5 

3|        " 

8i      • 

22       " 

5 

3i        " 

81      ' 

23       " 

5 

41        « 

9|      ' 

24       " 

5 

5 

10 

1  Unit — Machine 
Normal  Rate — 5  Per  Cent 
Normal  Time — 10  hours 


value  at  the  end  of  its  efifeetive  life.  This 
method  recognizes  interest  on  invested 
capital  which  as  a  rule  is  not  favored  by 
accountants  but  has  its  many  advantages 
as  well  as  its  disadvantages. 

5.  Charging  off  the  difference  between 
the  appraised  value  at  the  beginning  and 
the  end  of  a  period. 

6.  Charging  off  a  factor  or  amount  per 
unit  of  production. 

The  best  method  can  only  be  decided 
after  a  study  of  each  individual  case 
and  the  purpose  of  -RTiting  off  deprecia- 
tion or,  indirectly  speaking,  the  pur- 
pose of  valuing  the  assets  subjected  to 
depreciation.  There  are  many  other 
methods  than  the  above,  but,  generally 
speaking,  these  are  the  most  commonly 
used. 

The  fact  that  the  life  of  a  unit  is 
estimated,  and  the  rate,  based  upon 
such  life  (even  though  considered  in 
terms  of  working  hours  instead  of 
calendar  years)  is  the  result,  yet  there 
is  no  certainty  that  the  particular  unit 
will  last  that  long;  even  ignoring  the 
ever-present  element  of  obsolescence. 


It  has  often  been  said  that  a  chain  is 
no  stronger  than  its  weakest  link,  so 
also  the  resulting  depreciation,  no 
matter  how  scientifically  computed,  is 
no  more  correct  than  the  estimated  life 
or  the  rate,  which,  to  say  the  least  and 
with  all  due  respect  to  the  tables  in 
present-day  use,  including  the  one 
submitted  herewith,  is  nothing  more 
than  a  good  guess. 

If  this  is  true,  then  why  resort  to 
the  more  complicated  methods  rather 
than  the  simplest  method  of  computing 
depreciation  (orginal  cost  times  the 
rate) ? 

During  the  Great  War  the  govern- 
ment accepted  this  method  plus  ac- 
celerated depreciation  for  operating 
time  above  normal  on  cost-plus  con- 
tracts and  paid  actual  cash  plus  a 
percentage  for  profit. 

In  view  of  this  statement  it  may  be 
well  to  state  that  if  it  was  not  for  the 
fact  that  inaccurate  comparisons  of 
costs  would  result,  even  accelerated 
depreciation  would  not  be  advocated. 
It  can  be  seen  that  if  a  unit  of  product 
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requires  300  hours  to  be  completed, 
and  one  run  of  production  was  finished 
in  30  days  or  one  mouth  and  the  other 
in  15  days,  working  double  time  each 
day,  if  the  latter  did  not  carry  any 
depreciation  to  represent  the  time 
above  normal  each  day  inaccurate 
costs  would  be  the  result. 

\^'hile  I  am  in  sjiupathy  with  the 
good  features  of  the  other  methods, 
especially  where  the  estimated  salvage 
is  considered  and  deducted  from  the 
original  cost  and  the  difference  ^Titten 
off  by  appMng  the  rate  on  the  remain- 
ing value,  yet  I  maintain  that  to  operate 
a  complete  system  of  control  over  the 
fixed  property  values  as  well  as  the 
applied  depreciation  shown  in  the 
reserves,  that  the  simpler  the  method 
of  calculating  depreciation  the  more 
accurate  ■ss'ill  be  the  results  in  support- 
ing the  controlling  accounts. 

In  certain  plants,  where  the  repairs 
are  not  only  few  and  far  between  but 
when  they  do  occur  are  rather  costly, 
there  is  an  advantage  in  including  in 
the  rate  a  factor  for  applying  these 
repairs  throughout  the  year.  That  is 
to  say  the  rate  of  depreciation,  used 
periodically  on  such  units  where  this 
condition  applies,  not  only  includes  a 
factor  for  wear  and  tear  but  also  the 
repairs,  so  that  the  repairs  instead  of 
being  a  direct  charge  to  operating  ex- 
pense are  debited  to  the  Reserve  ac- 
count so  affected.  This  being  the  case 
a  change  ^-ill  be  necessary  on  the 
forms  involved  so  as  to  show  up  the 
details  in  connection  with  such  repairs. 
Charging  the  repairs  in  this  manner 
is  considered  capitalizing  the  repairs 
through  the  resers-es  as  it  decreases  the 
credit  balance  in  the  reserves  and  con- 
sequently increases  the  depreciated 
value  of  the  asset  account  affected. 

In  its  final  sense  depreciation  is  set 
up  on  the  books  with  the  sole  intention 
of  burdening  production  with  a  propor- 
tionate share  of  the  wasted  invested 


capital.  The  contra  to  this  charge  is 
shown  as  a  credit  balance  in  the  re- 
serves, yet  these  latter  accounts  cannot 
be  considered  as  appropriated  surplus. 

The  periodical  wasting  of  invested 
capital  is  an  expense  chargeable  directly 
against  the  earnings,  and  as  such,  is  an 
element  to  be  considered  before  profits 
or  earned  surplus  are  computed  and 
without  which  true  profits  cannot  be 
known. 

Wliile  the  purpose  of  this  article  is 
to  bring  out  all  the  elements  in  con- 
nection with  Fixed  Property  Account- 
ing and  as  a  result  we  are  only  consider- 
ing depreciation  from  a  manufacturing 
point  of  view,  nevertheless,  we  must 
not  lose  sight  of  the  fact  that  the 
setting  up  of  depreciation  as  a  valuing 
medium  is  also  directly  concerned  in 
rate-making,  in  fire  insurance  adjust- 
ments, taxation,  loans,  and  with  the 
values  of  a  going  concern. 

To  summarize  the  whole  procedure 
of  Fixed  Property  Accounting,  the  sub- 
ject can  be  divided  into  four  sections: 

1.  Classification  and  sjTnbolization  of 
the  elements  of  fixed  property  and  the 
application  of  normal  rates  of  depreciation 
to  each  unit. 

2.  Values  of  the  units  of  each  element 
controlled  by  the  general  and  subordinate 
ledger  accounts. 

3.  Annual  and  accrued  depreciation  of 
the  units  of  each  element  also  controlled  by 
the  general  and  subordinate  ledger  accounts 
but  separate  from  the  values. 

4.  Arranging  the  details  or  the  values  and 
accrued  depreciation  of  each  unit  so  that 
the  total  value  and  depreciation  of  each 
element  and  accumulated  elements  can  be 
obtained  for  any  shop,  department,  or 
location. 

The  result  will  be  that  the  invested 
capital  as  shown  by  the  balance  sheet 
will  be  taken  out  of  the  estimated  or 
appraised  class  and  will  be  considered 
accounted  for,  supported,  or  sustained 
as  is  the  case  with  current  assets,  and 
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at  the  same  time,  applying  deprecia- 
tion written  off  each  period  only  to  the 
departments  and  products  to  which  it 
directly  applies  and  not  as  a  general 
plant  burden  item. 

The  procedure  and  comments  would 
not  be  considered  complete  without  a 
table  of  normal  rates  of  depreciation. 


and  after  giving  the  matter  some  study 
the  following  schedule  is  submitted  for 
reference  and  guidance  showing  the 
elements  and  normal  rates  of  deprecia- 
tion to  be  used  on  the  straight  line 
method  as  applied  to  the  assets  in  alpha- 
betical order  in  accordance  with  the 
classification  of  fixed  assets.' 


SCHEDULE  OF  NORMAL  DEPRECIATION  RATES 

Kind  of  Property  Symbol  Classification                 Rate* 

Abrading  Machinery EEA  (See  filing,  grinding  and  pol- 
ishing machines) 

Adding  Machines EHlD  OflBce  Equipment  15  Per  Cent 

Air-Purifying  Systems EDE  Building  Equipment  5           " 

Annealing  Furnaces EFA  Fixed  Equipment  10            " 

Apparatus-Fire  Protection EDK  Building  Equipment  5            " 

Assembling  Machines EEl  J  Machinery  5            " 

Automobiles — Pleasure  Cars EJA  Transportation  Equipment  25            " 

"          —Commercial  Cars. .  EJB  "                       "  33^          " 

Barrels— Wire  Tumblmg EE3D  Machinery  20 

"     —Steel         "         EE2D  "  10 

"     —Wood        "        EEID  "  15 

Belting EFM  Fixed  Equipment  5            " 

Benches — Work EKA  Miscellaneous  Equipment  10            " 

Billing  Machines EH2D  Ofiice  Equipment  15 

Blue-Printing  Machines EH8D  "               "  15 

Boilers EGlA  Power  Plant  Equipment  5            " 

Boring  Machines EElC  Machinery  6f          " 

Box-Making  Machmes EE4J  "  5 

Brick  and  Wood  Buildings ECD  Buildings  3^ 

Brick  and  Steel  Buildings ECC  "  3           " 

Bridges — Railroad ECJ  "  3 

Broaching  Machines EElF  Machinery  7^         " 

Buildings— Concrete ECA  Buildings  22          " 

"        —Steel  and  Tile ECB  "  3 

—Brick  and  Steel ECC  "  3 

—Brick  and  Wood ECD  "  3| 

"        ^Steel  and  Corrugated 

Iron ECE  "  5 

"       — Wood— Well-Built...  ECF  "  5 
"        —     "     — Cheap      Con- 
struction    ECG  "  7| 

Building  Equipment (See  units  as  per  classification) 

Burring  Machines EE12C  Machinery  6| 

Cabinets— Sectional— Wood EHB  OflBce  Equipment  12^ 

"      —        "       —Metal EHC  "              "  10 

"      —Desk       —Wood EHF  "              "  10 

"      _    "           —Metal EHG  "              "  7i 

•  See  Part  I,  Administration ,  for  September,  p.  759. 

*  The  above  rates  are  to  be  used  on  the  Btraight  line  method  of  computing  depreciation. 
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Kind  of  Property 

Calculating  Machines 

Chairs — Office 

Coal  Hoppers — Steam  Plant. 
"  "         — Gas  Plant.  . 

Comptometers 

Concrete  Buildings 

Condensers 

Conduits 


Conveyors 

Countersinking  Machines . 

Cranes — Electric 

Cutting  Machinery 


Desks 

Dictaphones 

Drilling  Machines 

Drinking  Fountains 

Duplicators 

Dust  Collecting  Systems . 
DjTiamos 


Economizers 

Elevators 

Engines  (Electric  Plant) . 
Exhaust  Systems 


Feed  Water-Heaters 

Fences — Outside 

Filing  Cabinets — Sectional — Wood 
—        "       —Metal 
"       —    Desk    ■ — Wood 
"       —       "       —Metal 

Filing  Machines 

Filtering  Systems 

Fire  Protection  Apparatus 

Fixtures — Lighting 

Forges 

Forging  Hammers 

Forming  Presses 

Fountains — Drinking 

Furnaces  — Pit 

"         — Annealing 

— Heat-Treating 

"         — Melting 

Gas  Containers 

Gas  Mains 


Gas  Producers 

Generators 

Grading 

Grinding  Machines. 
Grooving  Machines . 


Symbol 
EH4D 

EHA 
EG4A 
EG2C 
EH3D 

ECA 
EG2A 

ELD 

EEJ 

EE4C 

EFF 

EEC 

EHA 
EH7D 
EE2C 

EDL 
EH5D 

EFO 
EG2B 

EG7A 
EDH 
EG3B 

EFN 

EG6A 
EBB 
EHB 
EHC 
EHF 
EHG 

EElA 
EFQ 
EDK 
EDC 
EFE 

EElG 

EElE 
EDL 
EEC 
EFA 
EFB 
EFD 

EG3C 
ELC 

EGlC 
EGIB 
EBB 
EE2A 
EE6C 


Classification 
Office  Equipment 

Power  Plant  Equipment 

Office  Equipment 

Buildings 

Power  Plant  Equipment 

Underground  Piping  and 

Tunnels 
Fixed  Equipment 
Machinery 
Fixed  Equipment 
(See  units  as  per  classification) 

Office  Equipment 

Machinery 
Building  Equipment 
Office  Equipment 
Fixed  Equipment 
Power  Plant  Equipment 

Power  Plant  Equipment 
Building  Equipment 
Power  Plant  Equipment 
Fixed  Equipment 

Power  Plant  Equipment 
Land  Improvements 
Office  Equipment 


Rate* 
15  Per  Cent 
10 

'  2 

'  2 

15 

2^  " 

5 

01  " 

"2 

10 
10 


Machinery 
Fixed  Equipment 
Building  Equipment 

Fixed  Equipment 
Machinery 

Building  Equipment 
Fixed  Equipment 


Power  Plant  Equipment 
Underground  Piping  and 

Tunnels 
Power  Plant  Equipment 

Land  Improvement 

Machinery 

Machinery 


10 
15 

5 

15 
5 
5 

5 

7i 
'  2 

5 
5 

5 

'2 

12i 

10 

10 

'2 

7i 

'  2 

5 

Cf 
10 
10 

6! 

5 
10 
10 
10 
10 

10 

10 

5 

10 

c! 

6| 
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Kind  of  Property  Symbol  Classification  Rate* 

Hand  Trucks EKE  Miscellaneous  Equipment  10  Per  Cent 

Harness  Work  (Main  Line  Shaft- 
ing)    EFL  Fixed  Equipment  7| 

Heaters — Feed  Water- ED6A  Power  Plant  Equipment  5            " 

Heating  System  (Radiation) EDD  Building  Equipment  5 

Heat-Treating  Furnace EFB  Fixed  Equipment  10           " 

Hoists EFG  "              "  10 

Horses EJC  Transportation  Equipment  10 

Key-Seating  Machines EE2F  Machinery  7 J 

Label  Stamping  Presses EE8E  Machinery  65 

Labeling  Machines EE3J  "  5 

Laboratory  Equipment EKH  Miscellaneous  Equipment  15 

Land  Improvements (See  units  as  per  classification) 

Lathes EE7C  Machinery  6f          " 

Lavatories EDF  Building  Equipment  5 

Lighting  Fixtures EDC  "                "  6f 

Lockers EHE  Office  Equipment  10 

Machinery (See  units  as  per  classification) 

Main  Line  Shafting  and  Harness 

Work EFL  Fixed  Equipment  '^h 

Mechanical  Stokers EG3A  Power  Plant  Equipment  5 

Melting  Furnaces EFD  Fixed  Equipment  10 

Milling  Machines EE8C  Machinery  6f 

Motors— Electric EG6B  Power  Plant  Equipment  7| 

Nailing  Presses EE9E  Machinery  6f 

Oil-Distributing  System EFP  Fixed  Equipment  72 

Paper- Working  Machines EE5J  Machinery  5 

Partitions — Inside EDJ  Building  Equipment  7^ 

Piercing  Presses EE'iE  Machinery  65 

Piping — Inside EDA  Building  Equipment  1\ 

Pit  Furnaces EFC  Fixed  Equipment  10 

Planmg  Machines EE4F  Machinery  7^ 

Platform  Beam  Scales EFK  Fixed  Equipment  10 

Polishing  Machines EE3A  Machinery  6f 

Printing  Presses EE3E  Machinery  6f 

Profiling  Machines EEoC  Machinery  6§ 

Pumps EFR  Fixed  Equipment  10 

Punching  Presses EE7E  Machinery  Cf 

Racks EKC  Miscellaneous  Equipment  10 

Railings — Inside EDJ  Building  Equipment  7^ 

"       — Outside EBB  Land  Improvements  5 

Railroad  Bridges ECJ  Buildings  3 

Reaming  Machines EE3C  Machinery  6? 

Reducing  Presses EE5E  "  6J 

Riveting  Machines EE2G  "  10 
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Kind  of  Property  Symbol  Classification                 Rate* 

Sand-Blasting  Machines EE-iJ  Machinery  5  Per  Cent 

Sawing  Machines EEiB  "  6J 

Scales — Movable EKG  Miscellaneous  Equipment  10           " 

"     — Platform  Beam EFK  Fixed  Equipment  10           " 

Scrap  Bins    ECH  Buildings  10 

Sewers ELA.  Underground  Piping  and 

Tunnels  2^         " 

Shafting  and  Harness  Work EFL  Fixed  Equipment  7|         " 

Shaping  Machines EE5F  Machinery  7|         " 

Shearing  Machines EElB  "  6f         " 

Sheds— Wooden ECH  Buildings  10 

Sidewalks EBB  Land  Improvements  7^         " 

Slotting  Machines EE6F  Machinery  7§         " 

Slitting  Machinery (See  units  as  per  classification) 

Splining  Machines EElOC  Machinery  6f         " 

Sprinkler  System EDG  Building  Equipment  5           " 

Stacks EG8A  Power  Equipment  5           " 

Stampmg  Hammers EE3G  Machinery  10           " 

Stamping  Presses EE4E  "  6|         " 

Stands EKB  Miscellaneous  Equipment  10           " 

Steam  Hammers EE3G  Machinery  10           " 

Steel  and  Corrugated  Iron  Build- 
ings    ECE  Buildings  5 

Steel  and  Tile  Buildings ECB  "  3 

Stokers — Mechanical EG3A  Power  Equipment  5           " 

Straightening  Presses EECE  Machinery  6f         " 

Structures — Cheap  Wood ECG  Buildings  7^         " 

—Weil-Built  Wood. .  .  .  ECF  "  5 

Switchboards EGoB  Power  Equipment  5           " 

Tables — Inspection EKD  Miscellaneous  Equipment  10           " 

"     —Office EHA  Office  Equipment  10 

Tanks— Outside  Water- ECK  Buildings  4 

"      — Process EFS  Fixed  Equipment  10 

Tapping  Machines EE9C  Machines  6f         " 

Transformers EG4B  Power  Equipment  5           " 

Transmission  Lines EG7B  "               "  10           " 

"     Towers EG8B  "               "  7^ 

Transveyors EKF  Miscellaneous  Equipment  7^ 

Trimming  Machines EEllC  Machinery  65         " 

Trolleys — Overhead EFH  Fixed  Equipment  10           " 

Trucks — Automobile EJB  Transportation  Equipment  33|         " 

— Electric  Interdepartment  EJF  "                       "  10           " 

"     —Electric  Road EJE  "                       "  15 

"      — Hand EKE  Miscellaneous  Equipment  10           " 

Tumbling  Barrels— Wire EE3D  Machinery  20           " 

"       —Wood EElD  "  15 

"       —Steel EE2D  "  10 

Tunnels ELE  Underground  Piping  and 

Tunnels  2J         " 

Turbines EG5A  Power-Plant  Equipment  5            " 

Typewriter  Machines EH6D  Office  Equipment  20           " 
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Kind  of  Property  Stmbol  Classification 

Ventilating  Systems EDE    Building  Equipment 

Wagons — Horse-Drawn EJD  Transportation  Equipment 

Water-Heaters — Feed EG6A  Power  Plant  Equipment 

Water  Mains ELB  Underground  Piping  and 

Tunnels 

Wiring — Inside  Electric EDB  Building  Equipment 

Wood  Structures— Well-Built ECF  Buildings 

"          — Cheap ECG          " 

♦The  above  rates  are  to  be  used  on  the  straight  line  method  of  computing  depreciation. 
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FUNCTIONALIZING  A  BUSINESS 


BY  PAUL   M.   ATKINS* 


THE  manager  who  is  going  to  con- 
trol his  business  in  such  a  way  as  to 
make  profits  must  know  his  business 
thoroughly.  This  fact  is  so  evident 
that  it  seems  hardly  worth  stating,  and 
yet  in  far  too  many  concerns  this  con- 
dition is  not  fact  but  fiction.  A  careful 
analysis  of  the  situation  shows  that 
there  are  a  number  of  reasons  for  this 
state  of  affairs  and  among  them  is  the 
lack  of  division  of  the  business  in  such 
a  way  as  to  make  it  possible  for  the 
manager  to  really  know  the  intimate 
workings  of  his  organization. 

This  may  seem  rather  strange  when 
one  sees  the  work  of  a  company  divided 
among  many  officials  and  managers 
each  tagged  with  a  title  which  seems  to 
be  definite  and  specific,  and  yet  a  little 
investigation  often  proves  that  this  is 
an  appearance  only  and  not  a  reality. 
It  was  found  in  one  company,  for 
example,  that  the  purchasing  agent  had 
included  among  his  duties  that  of  fire 
marshal  for  the  company  and  director 
of  the  lunch-counter;  and  in  another 
company  that  the  superintendent  was 
also  chief  janitor,  or,  at  least,  the 
janitors  reported  directly  to  him. 
With  such  conditions  in  existence  it  is 
very  difficult  for  any  manager  to  know 
what  is  going  on  around  his  company 
or  to  be  familiar  with  the  authority  and 
responsibility  of  his  various  assistants. 

These  circumstances  also  result  in 
most  cases  in  the  development  of  that 
so-called  grand  old  army  game  known 
as  "passing  the  buck"  among  the 
employees,  for  if  the  lines  of  authority 
are  not  clearly  marked  it  is  not  easy  to 
know  when  they  are  being  overstepped, 

*  Instructor  in  Industrial  Management,  University  of 
Chicago,  Chicago,  Illinois. 


and  if  the  limits  of  responsibility  are 
not  known  it  is  very  easy  to  leave 
matters  to  someone  else  with  the 
resulting  negligence  of  important  de- 
tails. Employees  cannot  be  blamed 
for  this,  for  to  a  large  degree  this 
difficulty  does  not  lie  within  their  con- 
trol, but  the  remedy  must  be  sought 
higher  up.  Definiteness  of  the  division 
of  labor  inevitably  results  in  better 
feeling  among  the  workers,  in  the 
development  of  a  spirit  of  co-operation 
among  them,  and  in  an  increased 
facility  in  their  control  by  their 
superiors  which  always  results  in 
greater  success  for  the  business. 

Individuals  are,  at  best,  but  tempo- 
rary units  with  which  to  deal.  Changes 
are  constantly  occurring  for  various 
reasons.  Death  takes  a  few  from  time 
to  time,  personal  affairs  cause  others  to 
drop  out,  some  are  promoted  to  more 
important  tasks,  and  some  are  dis- 
missed for  varying  causes.  It  is  always 
interesting  to  visit  a  plant  after  a  lapse 
of  a  few  years  and  to  see  how  many 
variations  have  taken  place  in  the 
personnel,  changes  in  most  cases  that 
have  come  so  naturally  and  so  gradu- 
ally that  no  one  at  the  plant  has 
particularly  noticed  them.  Individu- 
als, then,  important  as  they  always  are 
to  the  success  of  a  business,  are  not 
usually  the  best  basis  on  which  to 
build  the  control  of  its  affairs. 

If  employees  change,  however,  the 
work  which  they  do  still  remains  to  be 
done  by  some  one.  But  it  may  be 
observed  that  the  business  of  the 
company  may  increase  and  hence  ne- 
cessitate development  in  the  methods 
for  carrying  it  on.  New  lines  and 
product  may  be  added  or  additional 
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steps  in  the  process  of  manufacture 
come  in  due  to  further  subdivision  of 
the  work,  and  in  other  ways  the  work 
of  the  company  may  be  changed.  As 
long  as  a  concern  is  growing  and 
progressing,  changes  must  occur,  and 
as  soon  as  no  more  changes  come  it  will 
generally  be  found  that  the  company  is 
on  the  down  grade.  However,  in 
comparison  with  the  alterations  in 
personnel  the  variations  in  methods 
will  be  found  to  be  relatively  few  and 
hence  functions  are  more  stable  ele- 
ments with  which  to  deal.  In  any 
case,  it  is  the  operation  of  the  business 
which  is  of  vital  importance  to  the 
business  manager,  that  must  continue 
no  matter  what  else  happens.  Hence 
the  various  activities  of  a  business  are 
the  elements  with  which  the  business 
executive  should  work  in  controlling 
the  company's  affairs.  These  ac- 
tivities, these  various  divisions  of  the 
work  of  a  company  are  frequently 
called  its  functions,  and  as  the  word  is 
definite  and  describes  what  is  meant, 
it  is  usually  wise  to  use  it  even  though 
it  may  be  a  little  technical. 

It  has  been  observed  by  those  who 
have  had  experience  in  seeking  out  and 
solving  the  difficulties  which  surround 
the  control  of  a  business  that  the  best 
place  to  start,  if  those  at  the  head  of 
the  company  will  permit,  is  by  func- 
tionalizing  the  concern.  In  any  event, 
this  must  be  done  sooner  or  later  for 
any  well-conducted  business,  and  in 
most  cases  it  is  one  of  the  earlier  steps 
to  be  taken.  In  dealing  with  the 
functions  of  a  business  there  are 
essentially  two  methods  of  approach: 
One  is  to  segregate  the  various  de- 
tailed functions  as  they  exist,  modify- 
ing them  as  may  appear  necessary  at 
the  moment,  and  from  them  to  build 
up  a  whole;  the  other  is  to  take  the 
whole  and  analyze  it  into  its  various 
parts.  To  many  people  the  first 
method  seems  the  most  logical  one  to 


follow,  but  a  little  thought  will  show 
that  it  is  attended  by  many  difficulties. 
In  the  first  place,  the  details  are  so  near 
to  the  investigator,  so  omnipresent  in 
fact,  that  it  is  very  difficult  to  obtain  a 
good  perspective  of  the  whole  problem 
and  to  be  able  to  place  the  various 
details  in  their  right  relationship  to 
each  other.  The  trees  are  so  near  that 
it  is  not  possible  to  get  a  good  view  of 
the  forest,  and  from  some  points  it  is 
just  as  necessary  to  see  the  forest  as 
the  trees. 

It  is  very  easy  also  to  allow  some 
important  details  to  escape  when  the 
effort  is  made  to  gather  many  activities 
together,  and  when  the  task  of  co- 
ordinating them  into  an  organization 
is  reached,  this  method  will  be  found  to 
be  severely  tested.  It  is  very  difficult 
to  build  a  house  unless  all  the  materials 
are  provided  and  it  would  not  be  possi- 
ble to  be  sure  that  all  had  been  cared 
for  unless  the  plan  of  the  building  had 
been  analyzed. 

The  better  method  to  follow,  there- 
fore, is  to  analyze  the  working  of  the 
whole  business  into  its  several  functions. 
This  means  that  no  functions  can  be 
overlooked,  for  if  they  are  not  spe- 
cifically cared  for  they  will  be  found  in 
some  larger  functions.  A  sj^stematic 
analysis  will  result  in  an  easy  classi- 
fication of  the  functions  and  that  is 
a  necessary  step  toward  their  co-ordi- 
nation into  an  organization. 

It  is,  of  course,  quite  impossible  to 
analyze  a  business  into  its  several 
activities  unless  a  particular  concern  is 
in  mind.  The  activities  of  a  woolen 
mill  are  quite  different  in  many  respects 
from  those  of  a  flour  mill,  and  they  in 
turn  vary  radically  from  those  of  a 
macaroni  factory  or  an  automobile 
concern.  Carried  to  their  logical  and 
practical  conclusion  the  analysis  of  the 
functions  would  bring  us  to  a  study  of 
the  detail  processes  and  operations  of 
the  various  shops  and  to  the  routine 
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methods  of  the  office  departments. 
Usually  \vc  stop  talking  about  fimctions 
when  we  pet  more  subdivisions  than 
departments  and  call  the  various 
activities  by  such  names  as  operations, 
methods,  and  processes.  There  is, 
however,  one  generalized  division  of 
the  functions  of  any  manufacturing 
concern  which  may  be  made  under 
practically  all  circumstances,  and  be- 
fore going  on  to  a  inore  detailed  dis- 
cussion of  a  generalized  case  and  two 
actual  exaniples,  it  may  be  well  to 
define  these  primary  divisions. 

In  the  first  place,  there  are  those 
activities  which  are  concerned  di- 
rectly or  indirectly,  but  wholly — or 
practically  so — with  turning  out  the 
product.  These  may  very  well  be 
called  the  production  functions.  In 
the  second  group  may  be  placed  those 
functions  which  are  concerned  with 
selling  or  marketing  the  product.  In 
a  third  group  are  those  functions  which 
serve,  direct,  and  co-ordinate  the  other 
two  groups  or  which  are  necessary  to 
the  proper  conduct  of  the  business 
without  any  more  than  an  indirect  re- 
lationship to  either  production  or  dis- 
tribution. These  last  two  groups  may 
be  called  the  marketing  or  distribu- 
tion and  administration  functions  re- 
spectively. In  most  cases,  these  broad 
divisions  of  functions  will  be  still  fur- 
ther divided  into  departments  which 
are  the  usual  units  of  organization  for 
a  business.  It  must  not  be  thought, 
however,  that  because  a  business  is 
departmentalized  that  it  has  also  been 
functionalized.  Most  concerns  have 
departments,  but  relatively  few  have 
the  departments  based  on  a  careful 
segregation  of  functions. 

It  will  sometimes  be  found  that  it  is 
desirable  to  sectionalize  certain  depart- 
ments into  which  the  main  groups  are 
divided.  In  the  production  group  of 
functions  there  are  those  activities 
which  are  involved  directly  in  operat- 


ing on  the  material  which  is  going  into 
the  finished  product.  Such  depart- 
ments may  be  called  the  "direct  manu- 
facturing" departments.  There  are 
many  others  which  aid  production 
directly  and  positively  even  though 
they  do  not  take  part  in  it.  Under  the 
departments  whose  activities  consist 
in  buying,  receiving,  and  storing 
material,  in  furnishing  power,  in  plan- 
ning the  order,  in  maintaining  tlie 
equipment,  or  establishing  manu- 
facturing standards,  etc.,  fall  this 
class  which  may  be  called  "auxiliary" 
departments. 

Since  it  is  not  very  satisfactory  to 
try  to  discuss  so  general  a  subject 
without  a  case  in  hand  for  a  basis,  the 
following  typical  analysis  of  a  manu- 
facturing business  into  its  several 
functions  is  presented.  The  reader 
must  bear  in  mind  that  this  is  offered 
simply  as  an  illustration.  It  is  more 
or  less  of  a  composite  of  the  functional- 
ization  of  various  concerns  with  which 
the  writer  has  come  in  contact. 
Probably  no  company  would  be 
functionalized  exactly  as  laid  out  here. 
Not  many  concerns  will  be  found  to 
which  a  number  of  these  features  are 
appropriate.  What  should  be  kept 
uppermost  in  mind  in  reading  this  is, 
that  a  business  should  be  functional- 
ized and  not  that  some  pet  scheme  of 
functionalization  to  be  applied  to  all 
concerns  indiscriminately  is  being  ad- 
vocated. 

A  thoroughgoing  analysis  of  any- 
thing implies  a  classification  of  the 
elements  which  result  from  the  analysis. 
Not  to  classify  is  to  find  oneself  buried 
under  a  mass  of  details  which  mean 
little  at  the  moment  and  less  later. 
This  applies  to  functions  quite  as  much 
as  to  any  other  element  involved  in  the 
management  of  a  concern.  In  the 
business  world,  we  classify  for  freight 
rates,  materials,  accounts,  and  numer- 
ous other  factors  and  more  than  any  of 
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them,  we  should  classify  the  activities 
of  our  business.  A  classification  of 
functions  is  a  basis  for  recording  them, 
and  an  organization  manual  is  the 
basis  in  turn  for  standard  practice 
instructions  without  which  no  business 
can  be  eflBciently  operated. 

Experience  has  shown  that  a  classi- 
fication which  is  to  be  in  daily  use 
should  be  symbolized  in  some  way. 
In  no  other  way  can  the  various  details 
be  adequately  identified  and  kept  in 
their  proper  places.  Every  one  has  his 
pet  names  for  things  and  as  a  result, 
an  unsymbolized  classification  soon 
ceases  to  be  workable.  In  getieral,  the 
choice  of  symbolization  lies  between 
the  numerical  and  the  mnemonic 
though  the  mnemonic  uses  figures  as 
well  as  letters  when  they  have  a 
mnemonic  value.  This  is  not  the  time 
nor  place  to  discuss  symbolization  in 
general,  and  these  topics  have  been 
mentioned  at  this  point  simply  to 
indicate  the  desirability,  not  to  say  the 
necessity,  of  both  classifying  and 
symbolizing  functions  as  they  are 
found  by  the  analysis  of  a  business  as  a 
whole.  The  following  analysis  of  the 
activities  of  a  typical  business  are 
shown,  therefore,  both  classified  and 
symbolized. 

In  the  limited  space  at  hand  it  is 
quite  impossible  to  discuss  all  their 
various  functions  or  to  go  into  details 
in  regard  to  any  one  of  them.  To  do 
so  would  be  to  prepare  a  full  report  on 
the  functions  and  organization  of  a 
business  and  a  complete  organization 
manual  for  it.  The  scope  and  general 
methods  of  operation  of  some  of  these 
functions  are  so  well  known  as  not  to 
need  any  special  attention,  among 
these  being  some  of  the  most  im- 
portant, and  so  what  space  is  available 
will  be  devoted  to  those  which  are  less 
well  known  or  in  regard  to  whose 
position  in  the  classification  there  may 
be  some  question. 


Probably  the  very  first  group  of  all 
will  raise  a  question  in  the  minds  of 
many  and  protests  from  not  a  few,  for 
most  people  are  accustomed  to  think- 
ing of  designing  the  finished  product 
as  a  part  of  the  production  activities. 
In  many,  perhaps  the  majority  of 
cases,  this  latter  classification  would  be 
the  most  correct,  but  under  some 
circumstances  it  would  be  more  de- 
sirable to  place  them  where  they  are  in 
the  present  classification,  and  one  of 
the  reasons  for  placing  them  there  is 
to  call  attention  to  some  points  which 
quite  possibly  have  escaped  the  reader 
heretofore.  It  must  be  borne  in  mind 
that  the  development  of  the  product 
and  its  resulting  design  very  frequently 
have  an  important  relationship  to  its 
marketing.  Is  there  any  automobile 
company  which  does  not  have  one 
eye — and  sometimes  both — on  the 
possible  market  when  designing  the 
next  year's  model?  In  some  lines 
the  whole  relationship  of  designing  and 
developing  the  product  is  with  the 
distribution  functions  as  in  the  cloth- 
ing trade,  particularly  women's  ready- 
made  clothing.  In  other  instances, 
of  course,  as  in  the  case  of  a  concern 
manufacturing  tools  or  machinery  to 
order,  the  work  of  the  designing 
functions  is  to  promote  ease  of  manu- 
facture, though  even  here  in  many 
cases  not  a  little  service  of  these 
departments     is     to     the     customer. 

A — Administration  Functions 

AD — Functions  Involved  in  the  Design- 
ing and  Developing  of  the  Pro- 
duct 
ADB — Blue-Print    and    Photographic 

Department 
ADC — Chemical  Laboratory  Depart- 
ment 
ADD — Drafting  Department 
ADE — Engineering  Department 
ADF — Filing  Department   (Drawings 

and  Blue-Prints) 
ADP — Physical    Laboratory    Depart- 
ment 
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ADX — Experimental  Department 

AF — Financial  Functions 

AFA — Accounting  Department 
AFC — Credits  and  Collection  Depart- 
ment 

AFP — Paymaster  and  Cashier  Depart- 
ment 

AP — Personnel  Functions 

APE — Employment  Department 
APL — Lunchroom  Department 
APM — Medical  Department 
APS — Safety  and  Sanitation  Depart- 
ment 
APT — Training  Department 
APW — Welfare  Department 

AS — Administrative  Service  Functions 
ASE — Executive  Department 
ASF — Filing    Department    (Corre- 
spondence, etc.) 
ASG — General  Office  Department 
ASL — Legal  Department 
ASS — Stenographic  Department 
AST— Traffic  Department 

D — Distribution  or  Marketing  Functions 
DP — Publicity  Department 
DS — Sales  Department 

P — Production  Functions 

PA — Auxiliary  Production  Functions 
PAB — Buying  or  Purchasing  Depart- 
ment 
PAC — Cost  Department 
PAD — Standards  Department 
PAF — Finished    Stock    and    Shipping 

Department 
PAH— Heat,   Light,   and   Power  De- 
partment 
PAK — Tool-Cribs  Department 
PAM — Maintenance  Department 
PAN — Inspection  Department 
PAP — Planning  Department 
PAR — Receiving  Department 
PAS — Stores  Department 
PAT — Tool    Manufacturing    Depart- 
ment 
PAV — Internal    Transportation    De- 
partment 
PM — Direct  Manufacturing  Functions 
(These  functions,  of  course,  vary  from 
business   to   business   and   should   be 
classified   to   suit   the   needs   of   the 
company.) 


Not  infrequently,  too,  the  work  of 
these  departments  has  a  serious  bearing 
on  the  general  policies  of  the  company 
and  hence  performs  an  important  serv- 
ice to  the  executives.  A  company 
producing  electrical  equipment  is  al- 
ways carrying  on  research  work  to  see 
if  it  can  develop  some  new  product 
which  it  can  manufacture.  In  one 
instance  it  sold  out  to  a  competitor  one 
of  its  principal  lines  representing  more 
than  one  half  its  business  at  the  time 
and  turned  its  attention  entirely  to  the 
other  line,  a  complete  change  in  policy 
which  resulted  very  beneficially  to  the 
company.  To  a  very  large  degree  this 
decision  was  based  on  the  data  pro- 
vided by  the  designing  and  developing 
departments. 

Simply  for  purposes  of  illustration 
the  departments  have  been  shown 
which  might  be  found  in  some  good- 
size  metal-working  plant  such  as  that 
of  an  automobile  company.  The 
principal  department  around  which 
the  others  would  cluster  would  be  the 
engineering  department.  Here  the  new 
ideas  would  be  conceived  and  sketched 
out  to  be  handed  over  in  the  form  of  a 
rough  draft  to  the  drafting  department 
where  the  finished  drawings  would  be 
made.  From  here  the  work  would 
proceed  to  the  blue-print  and  photo- 
graphic department  where  the  blue- 
prints, Van-Dykes  or  photostats,  would 
be  prepared,  the  originals  going  to  the 
filing  department  for  preservation. 
The  chemical  laboratory  department 
would  carry  on  the  chemical  investiga- 
tions needed  to  choose  the  materials 
and  test  the  product,  and  the  physical 
tests  would  be  worked  out  for  the  same 
purpose  in  the  physical  laboratory  de- 
partment. The  experimental  depart- 
ment would  make  the  experimental 
models  often,  of  course,  of  full  size  and 
here  the  product  could  be  proved  by 
thorough  and  exhaustive  tests.  In 
many  cases,  naturally,  two  or  more  of 
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these  functions  could  be  grouped 
advantageously  in  one  department, 
and  for  other  lines  of  work  the 
functions  and  the  departments  through 
which  they  would  be  administered 
would  be  quite  different. 

The  financial  functions  are  those 
which  are  concerned  with  the  securing 
and  disbursing  of  the  company's  funds 
and  with  the  record-keeping  of  these 
transactions.  It  is  usually  good  prac- 
tice to  include  the  treasurer  himself  in 
the  executive  department  as  he  is  one  of 
the  executive  officers  of  the  company, 
but  the  departments  which  come  under 
his  supervision  form  a  distinct  group  by 
themselves.  The  accounting  function 
is  so  well  understood  by  most  people 
that  no  description  of  it  is  needed  here. 
It  keeps  a  record  of  the  financial 
transactions  of  the  company,  and  the 
controlling  accounts  of  the  cost  rec- 
ords, the  details  of  which  are  kept  in 
the  cost  department.  The  activities 
of  the  credit  and  collection  department 
are  also  fairly  well  standardized.  Of 
course,  this  work  is  intimately  con- 
nected with  that  of  the  distribution 
functions,  but  it  also  serves  as  a  check 
on  the  selling  activities  and  performs 
important  financial  services.  Hence 
it  is  usually  wiser  to  include  it  in  the 
financial  group.  Naturally  the  de- 
partment which  handles  the  money  is 
included  in  this  section.  In  most 
cases  it  is  wise  to  let  the  cost  depart- 
ment keep  the  pay-roll,  if  there  is  not  a 
separate  department  for  this  purpose, 
for  in  this  business  a  check  is  main- 
tained on  the  disbursement  of  wages, 
something  which  easily  offers  itself  to 
abuse. 

It  may  appear  rather  strange  to  some 
persons  to  include  the  personnel  func- 
tions under  the  head  of  administration, 
for  most  frequently  it  is  placed  in  the 
production  group  as  an  auxiliary 
activity.  If  the  extent  of  the  work  is 
limited  to  hiring  employees,  for  the 


factory,  training  them  for  their  work, 
and  possibly  taking  care  of  sanitation, 
the  inspection  of  safety  devices  and  in- 
struction in  their  use,  this  classification 
of  the  functions  would  be  correct.  In 
many  factories  the  condition  described 
is  the  normal  and  appropriate  one,  and 
hence  the  second  classification  is  the 
one  to  be  used.  In  other  cases, 
however,  when  the  work  of  the 
personnel  group  includes  also  medical 
inspection  and  care  of  employees,  be- 
yond the  necessary  fir.st  aid  in  case  of 
accident,  such  as  dental  service,  visiting 
nurses,  etc.,  the  operation  of  a  hmch- 
room— often  the  lunchroom  is  sold  as  a 
concession  and  only  general  super- 
vision is  exercised  over  it — and  welfare 
work  of  various  kinds,  such  as  gym- 
nasium classes,  building  and  renting  or 
selling  homes  to  employees,  work  with 
employees'  children,  etc.,  then  the  scope 
of  the  personnel  work  places  beyond 
the  limits  of  production  and  brings  it 
into  the  administrative  group  without 
any  question. 

Under  the  head  of  administrative 
service  functions  are  grouped  the  other 
administrative  activities  whose  prime 
object  is  the  service  and  guidance  of 
the  others.  The  first  on  the  list  is  the 
executive  department.  Here  should 
be  grouped  the  executive  officers  of 
the  company,  the  president,  vice- 
presidents,  secretary,  treasurer,  and 
general  manager,  and  their  immediate 
assistants.  Perhaps  it  may  seem  a  bit 
strange  to  call  work  of  the  executives 
a  service  activity.  It  must  not  be 
forgotten,  however,  that  this  is  es- 
sentially a  fact,  for  the  only  reason  for 
having  individuals  in  these  positions  is 
for  the  service  which  they  render  to  the 
company  as  a  whole.  A  more  thorough 
realization  of  this  important  truth  on 
the  part  of  a  large  number  of  executi\'e 
officers  would  materially  improve  the 
conduct  of  business  in  general. 

The  functions  of  the  other  depart- 
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ments  listed  in  this  sroup  are  almost 
self-evident  from  the  names.  The 
filing  department  should  take  care  of 
the  filing  of  all  correspondence  and 
other  papers  around  the  office  which 
are  not  in  constant  use.  The  general 
office  department  is  provided  to  take 
care  of  all  those  many  miscellaneous 
details  which  must  be  cared  for  in  the 
administration  of  a  business  and  each 
of  which  does  not  amount  to  enough  to 
make  it  worth  while  to  have  a  separate 
department  for  it.  The  legal  de- 
partment should  take  care  of  all  legal 
matters  such  as  those  involved  in  the 
securing  and  protecting  of  patents,  and 
the  prosecution  of  such  cases  as  may  be 
necessary  to  collect  unpaid  bills  or  to 
obtain  compensation  for  damages. 
One  of  the  most  wasteful  customs 
around  an  office  is  that  of  allowing 
every  one  who  needs  stenographic 
services  to  have  a  personal  stenogra- 
pher. A  few  of  the  principal  execu- 
tives really  require  private  secretaries 
who  can  take  care  of  their  correspond- 
ence in  addition  to  their  other  duties. 
In  most  cases,  however,  it  is  desirable 
to  locate  all  the  stenographic  work  in 
one  place  where  it  can  be  properly 
supervised.  In  this  way  service  to  all 
needing  it  can  be  provided  at  a  mini- 
mum of  expense.  The  traffic  depart- 
ment as  the  name  indicates,  is  for  the 
purpose  of  controlling  both  incoming 
and  outgoing  shipments.  It  is  usually 
far  more  desirable  to  concentrate  this 
function  in  one  department  than  to 
allow  two  departments  to  take  a  hand 
in  it.  Common  carriers  will  give  much 
better  service  if  they  have  only  one 
department  to  deal  with  in  a  concern. 
It  facilitates  their  work  and  prevents 
them  from  "passing  the  buck."  Of 
course,  other  departments  may  be 
developed  in  this  group  as  the  need 
may  appear. 

If  the  company  is  small,  then  it  may 
not  prove  to  be  necessary  to  group  the 


administrative  departments  in  the 
manner  above  described.  In  the  two 
examples  given  below  the  concerns 
chosen  were  sufficiently  small  to  per- 
mit the  elimination  of  this  step  in  the 
classification. 

In  general,  it  will  not  be  found 
necessary  to  subdivide  the  distribution 
functions  to  such  a  degree  unless  the 
selling  organization  is  very  large,  in- 
volving branches,  regional  warehouses, 
etc.  In  the  illustration  given  the 
subdivision  has  been  limited  to  two 
departments.  One  of  them  may  be 
called  the  publicity  or  promotion  de- 
partment, whose  chief  activity  is  the 
securing  of  inquiries.  Advertising 
would,  of  course,  be  the  principal  task 
of  this  department.  However,  there 
are  other  means  of  securing  inquiries 
than  by  advertising  and  hence  the 
larger  scope  of  this  function  has  been 
suggested  by  the  name  selected.  The 
work  of  the  sales  department  is  to  turn 
the  inquiries  into  sales  and  to  keep  the 
goods  sold. 

This  brings  us  to  a  consideration  of 
the  production  functions  in  general  and 
the  auxiliary  functions  in  particular. 
Some  of  the  departments  like  the 
buying  department,  the  stores  de- 
partment, and  the  maintenance  de- 
partment will  be  found  in  practically 
all  manufacturing  concerns.  Other 
auxiliary  departments  will  vary  from 
industry  to  industry  and  even  from 
concern  to  concern  within  an  industry 
depending  on  the  size  of  the  company 
and  the  particular  problems  facing  it. 
The  illustration  given  is  for  the  same 
kind  of  company  for  which  classifica- 
tion of  designing  and  developing  of  the 
product  functions  was  suggested. 

The  work  of  the  first  department  on 
the  list,  the  buying  department,  is 
fairly  familiar  to  most  people.  The 
question  which  is  most  likely  to  arise 
here  is  in  regard  to  its  place  in  this  i)art 
of  the   classification.     To    many,    its 
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logical  position  would  be  among  the 
administrative  functions.  Under  some 
conditions  and  particularly  for  other 
classes  of  companies  than  those  whose 
chief  occupation  is  manufactiu-ing  this 
would  be  correct.  However,  in  a 
manufacturing  plant  the  chief  object  of 
the  buying  department  should  be  to 
keep  the  factory  supplied  ^nth  ma- 
terials; its  other  activities  are,  or 
should  be,  subordinate  to  this  principal 
one.  Of  course,  this  does  not  mean 
that  the  financial  aspect  of  the  purchas- 
ing of  materials  should  be  forgotten  or 
neglected,  but  it  does  mean  that  em- 
phasis should  be  laid  on  the  fact  that 
securing  materials  is  the  first  step  in 
production. 

The  reason  for  the  classification  of 
the  cost  department  as  an  auxiliary 
productive  function  may  also  not  be 
clear  to  many.  The  chief  activity  of 
the  cost  department  is,  of  course,  to 
provide  a  record  in  financial  terms  of 
what  goes  on  in  the  factory.  This 
record  should  interlock  with  the  record 
of  the  financial  transactions  recorded 
by  the  accounting  department,  and 
many  of  the  reports  prepared  by  the 
cost  department  are  for  the  benefit  of 
the  executive  officers.  For  these 
reasons,  and  especially  if  the  cost  de- 
partment is  charged  with  the  task  of 
keeping  a  detailed  record  of  the  cost  of 
selling,  it  would  be  appropriate  to 
place  the  cost  department  in  the  ad- 
ministrative group.  Often  this  is  done 
and  this  action  is  perfectly  logical  and 
correct.  On  the  other  hand,  the  fact 
that  the  cost  records  in  general  are  a 
record  of  what  goes  on  in  the  factory, 
that  they  depend  very  largely  on  in- 
formation which  is  received  from  the 
planning  department — probably  90  per 
cent  of  the  data  used  come  from  this 
source — and  that  the  reports  which 
are  prepared  are  used  to  a  very  consid- 
erable degree  by  the  factory  executives 
is  a  sound  basis  for  including  this  func- 


tion not  infrequently  with  the  auxiliary 
group. 

The  standards  department  is  an- 
other function  which  may  arouse 
question  in  the  minds  of  some.  Its 
work  consists  in  the  setting  up  of 
manufacturing  standards,  the  making 
of  time  studies,  the  selecting  of  equip- 
ment and  methods,  the  layout  of 
machinery,  the  routing  of  work  through 
the  factory,  the  preparation  of  stand- 
ard practice  instructions  and  instruc- 
tion cards,  and  the  setting  of  incentives. 
There  is  no  question,  of  course,  but 
these  activities  are  very  appropriately 
classified  as  an  auxiliary  function. 
To  many,  however,  it  has  been  a  habit 
to  think  of  their  work  as  being  a  part 
of  the  task  of  the  planning  department. 
If  the  work  of  the  company  is  largely 
repetition,  this  arrangement  is  quite 
feasible  and  satisfactory  for  when  the 
standards  are  once  set,  the  work  of 
maintaining  and  developing  them  is 
not  a  task  which  should  require  much 
time  or  labor.  If,  on  the  other  hand, 
new  work  is  constantly  being  received 
which  requires  the  setting  of  new 
standards  then  the  task  becomes  far 
more  important  and  there  is  much  more 
reason  for  segregating  it  into  a  depart- 
ment by  itself  where  it  can  be  more 
easily  controlled.  It  is  often  helpful 
in  differentiating  between  the  tasks  of 
these  two  departments  to  think  of  that 
of  the  standards  department  as  de- 
ciding the  "how"  and  the  "when"  of 
the  work  of  the  factory  and  of  that  of 
the  planning  department  as  deciding  on 
the  "when"  and  the  "how  much." 

The  finished  stock  and  shipping  de- 
partment cares  for  the  completed  ma- 
terial from  the  time  it  is  finished  until 
it  leaves  the  plant.  In  many  cases  it 
is  necessary  to  segregate  these  two 
functions  when  the  factory  produces 
for  stock  rather  than  for  immediate 
shipment.  The  heat,  light,  and  power 
department    supplies    the    power    in 
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whatever  form  it  may  be  needed,  gas  as 
well  as  electric  current.  The  neces- 
sary heat  is  usually  a  by-product  of  the 
power  though  if  the  power  is  purchased 
from  an  outside  source  it  will  be  the 
chief  task  of  this  department. 

The  tool-cribs  department  is  respon- 
sible for  the  care  and  general  up-keep 
of  the  tools  which  are  stored  -nath 
it.  Frequently  it  is  physically  di- 
vided in  order  to  give  better  service  to 
the  several  shops,  but  in  general  it  is 
■wiser  to  keep  it  organized  as  a  unit 
even  though  it  may  be  scattered 
through  many  departments  physically. 
The  tool  department  has  the  tasks  of 
turning  out  any  special  tools  and 
machinery  which  may  be  needed  for 
the  shops  and  of  repairing  tools  when 
the  repair  is  greater  than  that  repre- 
sented by  general  maintenance  which 
may  very  well  be  left  as  has  been 
noted — to  the  tool-cribs  department. 

The  function  of  the  maintenance 
department  is  to  maintain  all  equip- 
ment in  good  running  condition.  This 
is  intended  to  include  not  only  repairs 
to  the  building  and  machinery  but  also 
the  daily  and  weekly  maintenance  of 
the  sort  which  may  be  called  "janitor 
service."  The  task  of  the  inspection 
department  includes  the  inspection  and 
testing  of  all  materials  coming  into  the 
plant  except  where  it  can  be  carried  on 
satisfactorily  by  the  receiving  clerks  or 
where  special  tests  in  a  laboratory  are 
needed  as  well  as  all  work  in  process 
and  finished  product.  The  frequency 
of  the  tests  of  the  work  in  process 
varies  under  differing  conditions,  in 
some  cases  being  necessary  after  every 
operation  and  in  other  instances  only 
after  a  series  of  operations  of  con- 
siderable length.  Of  course,  the  in- 
spection includes  quantity  as  well  as 
quality  of  the  materials. 

The  planning  department  function 
is  pretty  well  recognized  now  as  the  re- 
sult of  all  that  has  been  written  about  it 


in  the  last  few  years.  It  consists  of  the 
planning,  scheduling,  and  dispatching 
of  all  orders  through  the  factory;  it  is 
the  instrument  of  co-ordination  and 
control  in  the  hands  of  the  factory 
manager  for  the  work  which  comes 
under  his  direction.  The  receiving 
and  stores  departments  are  concerned 
with  the  receiving  and  care  of  all 
material  that  comes  to  the  factory. 
One  important  task  of  the  stores  depart- 
ment is  the  preparation  of  material  for 
the  shops  and  its  issue  to  them.  Often 
more  is  involved  in  this  than  simply  a 
gathering  up  of  a  lot  of  items  and  their 
transport  to  some  operating  depart- 
ment. The  internal  transportation 
department  moves  the  material  around 
the  factory  as  directed  by  the  planning 
department. 

The  discussion  of  the  functionaliza- 
tion  of  the  direct  manufacturing  de- 
partments is  not  easy  unless  a  particular 
case  is  in  hand.  The  illustration  sug- 
gested in  the  case  of  certain  groups  of 
functions  might  be  continued  here,  but 
it  would  probably  be  of  little  value  to 
any  one  outside  that  line  of  manu- 
facture to  make  it  worth  while.  There 
are  certain  general  phases  of  the 
functionalization  of  operating  depart- 
ments which  are  of  general  application 
and  a  brief  presentation  of  theni  may 
help  more  to  clear  up  any  questions 
than  a  more  specific  discussion  of  a 
particular  case. 

Usually  two  methods  of  classification 
of  manufacturing  functions  are  open  to 
the  executive.  In  the  first  place  they 
may  be  grouped  according  to  the  tj^pe 
of  operation  and  the  kind  of  machinery. 
Under  such  an  arrangement,  all  lathes 
would  be  put  in  one  department,  mill- 
ing machines  in  another,  drill  presses  in 
a  third,  punch  presses  in  a  fourth,  etc. 
This  plan  would  be  most  applicable  if 
the  work  done  in  the  factory  is  of  the 
jobbing  type,  where  what  is  to  be  done 
is  not  known  until  an  order  is  received. 
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It  enables  the  foremen  and  the  workers 
to  become  very  familiar  with  their 
machines  and  to  get  the  most  out  of 
them.  It  facilitates  the  setting  of 
such  standards  as  it  may  be  desirable 
to  establish  under  these  circumstances 
and  in  general  promotes  ease  of  manu- 
facture. 

On  the  other  hand,  where  the 
product  is  standardized,  it  will  result 
in  much  movement  of  material,  and 
far  greater  care  of  control  of  the 
functions  as  classified  on  the  basis  of 
the  product  to  be  turned  out,  and  the 
equipment  grouped  on  this  principle. 
In  an  automobile  factory,  for  example, 
it  is  usually  found  that  there  will  be  a 
rear  axle  department,  a  motor  depart- 
ment, etc.,  in  which  their  units  will  be 
made  complete,  except  in  so  far  as 
castings  and  forgings  and  other  parts 
needing  very  highly  specialized  treat- 
ment are  segregated.  For  continuous, 
and  very  often  for  the  intermittent 
type  of  manufacture,  this  arrangement 
is  the  best. 

In  order  to  make  this  functionaliza- 
tion  of  a  business  clearer  and  more 
concrete  the  two  following  classi- 
fications are  given.  One  is  of  a 
company  producing  wire  specialties 
and  the  other  is  of  a  concern  turning 
out  electrical  equipment.  The  first  is 
medium-size,  and  the  other  would  be 
counted  small.  It  will  be  noted  that 
the  symbolization  and  classification 
differs  from  that  already  given.  Not 
a  little  study  will  make  evident  the 
fact  that  the  essential  points  mentioned 
above  appear  in  these  two  cases. 
Once  more  the  writer  would  like  to 
emphasize  the  fact  that  he  is  urging, 
not  some  special  system  of  classifying 
and  symbolizing  functions,  but  that  a 
business  should  be  functionalized  on 
some  definite  and  logical  basis  and 
these  functions  classified  and  symbol- 
ized so  as  to  make  them  most  usable  to 
the  company  concerned. 
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The  following  classification  is  that  of 
a  company  making  wire  specialties: 

A — Auxiliary  Manufacturing  Functions 
AC — Cost  Department 
AE — Experimental  Department 
AF — Sliipping  Department 
AL — Laboratory  Department 
AM — Machine  Shop  (used  only  for  mak- 
ing tools  and  other  equipment) 
AN — Maintenance  Department 
AP — Planning  Department 
AR — Power  Department 
AS — Stores  and  Receiving  Department 

B— Business  Functions   (substantially  the 
same  group  as  the  administrative 
functions  discussed  above) 
BA — Accounting  Department 
BE — Executive  Department 
BP — Purchasing  Department 
BR — Order  Department 
BS — Sales  Department  (the  business  of 
the  company  is  such  as  to  need 
only  a  very  small  selling  organiza- 
tion and  hence  for  convenience  it 
is    classified    with    the    Business 
Function) 

M — Direct  Manufacturing  Functions 
MA — Assembling  Department 
ME — Enameling  Department 
MM — Miscellaneous  Manufacturing  De- 
partment 
MW— Winding  Department 

The  following  list  is  taken  from  the 
files  of  the  company  making  electrical 
equipment.  It  is  a  small  concern  but 
one  which  is  growing  rapidly,  and 
hence  the  division  of  functions  to  an 
extent  which  may  seem  unnecessary 
but  which  has  been  in  anticipation  of 
the  future. 

A — Auxiliary  Manufacturing  Functions 
AB — Buying  or  Purchasing  Department 
AC — Cost  Department 
AD— Designing  and  Engineering  Depart- 
ment 
AE — Experimental  Department 
AF— Receiving    and    Shipping    Depart- 
ment 
AH — Heat,   Light,   and  Power  Depart- 
ment 
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AjNI — Maintenance  Department 
AN — Inspection  Department 
AP — Planning  Department 
AS — Stores  Department 
AT— Tool  Manufacturing  and  Tool-Crib 
Department 

B — Business  Functions 

BA — Accounting  Department 
BE — Executive  Department 
BG — General  OfBce  Department 

C — Commercial  Functions  (i.e.,  Distribu- 
tion) 
CA — Advertising  Department 
CS — Sales  Department 

D — Direct  Manufacturing  Departments 
DA — Assembling  Department 
DE — Enameling  Department 
DM — Machine  Shop 

Wlien  the  functions  of  a  business 
have  been  established,  classified,  and 
symbolized  there  is  still  one  more  step 
to  take  before  they  are  really  in  shape 
to  be  useful  instruments  in  the  hands 
of  the  executive.  They  should  be 
recorded  in  the  form  of  an  organization 
manual.  If  this  is  not  done  there  is  no 
adequate  means  at  hand  of  giving  to 
others  the  points  of  this  work,  and 
because  no  permanent  record  is  made, 
all  that  has  been  accomplished  is  lost. 
The  human  memory  is  notoriously 
short  and  inaccurate  and  there  is  no 
reason  for  relying  on  it  in  such  a  case  as 
this  where  it  is  so  easy  to  prepare  a 
permanent  record.  It  was  mentioned 
above  that  the  functionalization  of  a 
business  would  lead  to  a  better  spirit 
among  the  employees  and  to  a  greater 
degree  of  co-operation.  This  is  only 
true  if  an  organization  manual  is  pre- 
pared so  that  anyone  can  see  what  his 


duties  are  as  well  as  those  of  his 
colleague,  and  can  be  able  to  dis- 
tinguish the  points  of  contact  between 
them. 

Such  an  organization  manual  shoiild 
be  brief,  definite,  concise.  It  is  a  book  of 
definitions  describing  what  the  various 
activities  are  and  the  lines  of  demarca- 
tion between  them.  It  is  not  a  book  of 
standard  practice  instruction  and  should 
not  be  confused  with  it;  very  often  it 
is,  and  a  hybrid  pamphlet  is  the  result 
which  does  not  serve  the  purpose  of 
either  satisfactorily.  There  is  a  wide 
difference  between  telling  "what"  is  to 
be  done  and  "how"  that  "what"  is  to 
be  accomplished.  The  first  is  an 
organization  manual  and  the  second 
the  book  of  standard  practice  instruc- 
tions. 

The  establishment  of  this  form  of 
standard  like  that  of  any  other  stand- 
ard does  not  mean  that  all  possibility  of 
change  is  eliminated.  It  is  quite  the 
contrary  for  it  forms  the  basis  for  im- 
provements which  may  later  be  made. 
It  does  form  a  norm,  however,  by 
which  proposed  improvements  made 
may  be  judged  to  see  if  they  are  really 
better  than  what  exists  at  the  moment. 

To  be  most  efficient,  therefore,  a 
business  should  be  functionalized,  and 
the  functions  so  established  carefully 
classified,  symbolized,  and  recorded  in 
the  form  of  a  standardized  organization 
manual.  The  exact  form  which  all  this 
takes  is  of  purely  secondary  impor- 
tance; the  main  thing  is  that  it  shall  be 
done  and  be  done  logically,  thoroughly, 
and  systematically.  This  is  the  idea 
which  the  writer  desires  most  that  the 
reader  take  away  with  him. 


COSTS  OF  LABOR  TURNOVER 


BY  WALTER  J.  MATHERLY  * 


THE  costs  of  labor  turnover  consti- 
tute the  heart  of  the  turnover 
problem.  As  soon  as  employers  and 
employees  understand  that  inefficient 
methods  in  the  hiring  and  firing  of  men 
result  in  a  heavy  biu-den  of  unnecessary 
expense,  they  at  once  demand  that 
something  be  done  to  lighten  this 
burden.  When  managers  and  opera- 
tives once  see  just  how  great  the  losses 
are  in  connection  with  a  changing 
personnel,  they  become  extremely 
anxious  to  know  in  what  ways  they 
may  reduce  such  losses. 

Since  the  costs  of  labor  turnover  are 
of  such  fundamental  interest,  they 
demand  careful  analysis.  What  are 
the  costs  of  labor  turnover?  The 
costs  of  labor  turnover  may  be  summed 
up  under  three  heads:  first,  costs  to 
employers;  second,  costs  to  employees; 
third,  costs  to  society  or  the  public  in 
general. 

The  costs  of  labor  turnover  to  em- 
ployers are  of  many  kinds.  In  the 
first  place,  there  are  the  costs  involved 
in  breaking  in  new  men.  Every  time 
an  old  employee  leaves  and  a  new  one 
is  taken  on,  there  is  an  expense  of 
hiring.  But  the  expense  does  not  stop 
there.  The  new  man  must  be  trained. 
This  takes  much  time  and  trouble. 
The  foreman  and  the  workers  already 
on  the  job  must  get  him  started  and 
show  him  how  the  work  is  done.  They 
must  continue  to  teach  or  train  him  for 
a  more  or  less  long  period  of  time, 
depending  upon  the  nature  of  the  task, 
until  he  attains  the  normal  or  average 
output.     During  this  learning  period, 
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there  is  an  expense  both  with  regard  to 
the  reduced  output  of  the  new  worker 
and  to  the  time  of  the  foreman  and  the 
old  employees  consumed  in  giv^ing  him 
instructions.  Also,  there  is  an  addi- 
tional expense  which  arises  out  of 
changing  the  man's  name  on  the  pay- 
roll and  making  up  new  pay-rolls. 

II 

In  the  second  place,  there  are 
certain  costs  in  terms  of  materials. 
While  the  new  employee  is  learning  his 
job,  he  spoils  a  lot  of  the  goods  upon 
which  he  works.  These  defective 
goods  are  either  detected  and  thrown 
aside  as  waste  products,  or  they  slip  by 
and  tie  up  subsequent  processes.  If 
they  happen  to  get  through  subsequent 
processes  without  tying  up  things,  they 
may  find  their  way  into  the  market  and 
destroy  the  company's  reputation  for 
putting  out  quality  products.  All  of 
this  is  expensive  and  results  in  a  big 
loss  to  the  employer. 

In  the  third  place,  there  are  ma- 
chine costs.  In  waiting  for  new  hands 
to  replace  those  who  have  left,  ma- 
chines stand  idle.  Likewise,  there  is 
idle  machinery  due  to  stoppage  while 
the  new  men  employed  are  getting 
familiar  with  their  tasks.  Further- 
more, during  the  time  in  which  these 
green  hands  are  learning,  there  is  extra 
wear  and  tear  on  the  machinery,  which 
causes  extra  depreciation  and  the 
making  of  extra  repairs  and  renewals. 
Also,  there  is  a  greater  use  of  power, 
lubrication,  etc.,  due  to  the  fact  that 
the  machines  must  be  run  longer  in 
order  to  produce  normal  output.  In 
addition  to  this  lowering  of  production 
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from  the  standpoint  of  labor  as  ap- 
plied to  the  operation  of  machines,  it 
may  sometimes  become  necessary  to 
employ  a  few  extra  men  in  order  to 
keep  up  the  normal  flow  of  goods  from 
the  factory,  ^^^lere  this  is  the  case, 
there  is  an  extra  cost  in  the  paj-ment  of 
wages.  In  these  ways,  there  are  many 
expenses  which  labor  tm-nover  gives 
rise  to  with  reference  to  the  use  of 
machinery. 

In  the  fourth  place,  there  are  in- 
creased accident  costs.  The  frequency 
of  accidents  is  always  greater  among 
new  men  than  among  old  employees. 
It  takes  time  for  the  new  employees  to 
co-ordinate  or  adjust  themselves  to 
their  work.  On  account  of  their  lack 
of  skill  in  handling  machinery,  they 
are  more  likely  to  get  hurt.  This 
subjects  the  employer  to  greater  likeli- 
hood of  tie-ups  in  the  manufacturing 
processes.  It  requires  him  to  take 
greater  care  in  superx-ising  accident 
prevention.  It  compels  him  to  pay 
higher  rates  for  accident  insurance. 
Thus,  in  losing  old  men  and  taking  on 
new,  the  employer  loses  much  every 
year  in  terms  of  increased  accidents. 

In  the  fifth  place,  the  employer  sus- 
tains a  great  loss  on  account  of  his 
inability  to  invest  in  the  training  of 
the  workers  who  frequently  change 
employment.  If  it  were  not  for  the 
fact  that  his  force  is  constantly  chang- 
ing, he  could  well  afford  to  spend  large 
amounts  in  making  his  men  more 
thoroughly  efficient.  But  just  as  soon 
as  he  attempts  to  do  this,  those  upon 
whom  he  is  centering  his  attention 
may  pull  up  and  leave  him,  and  what 
he  has  spent  becomes  a  dead  loss. 
Consequently,  he  puts  little  in  his 
training  department,  and  as  a  result  is 
forced  to  get  along  with  a  lower  scale 
of  efficiency  for  his  whole  labor  force. 

If  such  are  the  items  which  go  to 
make  the  cost  of  labor  turnover  to  the 
employer,  how  are  we  to  figure  such 


costs  in  terms  of  dollars  and  cents? 

This  question  is  difficult  to  answer. 
To  get  at  the  costs  accurately  is  almost 
impossible.  It  would  require  exhaus- 
tive data  and  very  minute  analysis 
to  calculate  every  item.  In  most 
studies  of  the  subject,  only  the  most 
important  items  have  been  considered, 
and  even  the  costs  of  those  considered 
have  been  based  more  or  less  upon 
guesswork.  Hence,  almost  all  the 
costs  of  turnover  which  various  wTiters 
and  investigators  have  given  us  are 
merely  estimates  and  are  not  to  be 
taken  as  absolutely  acciirate  and  final. 

According  to  such  figuring,  the  cost 
of  turnover  for  railway  motormen 
ranges  from  $200  to  $400.'  The  cost  of 
turnover  for  men  in  the  Jeffery  ]\Ianu- 
factm-ing  Company  runs  from  $80  to 
$100.  The  cost  of  turnover  for  the 
Dennison  Manufacturing  Company  is 
$50  "as  an  average."  Colvin,  in  his 
book  on  "  Labor  Turnover,  Loyalty  and 
Output,"  says  that  "the  actual  cost  of 
hiring  and  firing  a  man  may  run  from 
$20  to  $2000,  depending  on  the  kind  of 
a  man  and  the  importance  of  the  job. " 

WTiile  these  estimates  are  not  final, 
since  every  factor  in  tiu-nover  has  not 
been  thoroughly  studied  and  its  cost 
measured,  yet  they  are  indicative  of 
much  that  is  valuable.  They  mean 
that  we  have  taken  some  steps  in  the 
right  direction  and  that  we  are  making 
some  honest  efforts  to  find  out  just 
what  it  does  cost  when  we  lose  men 
from  our  emplojTnent.  They  mean 
that  what  information  we  have  con- 
N-inces  us  that  labor  turnover  is  an 
expensive  thing  in  factory  manage- 
ment and  that  it  greatly  increases  the 
employer's  expense  in  producing  goods. 

In  addition  to  this,  the  costs  of 
turnover  to  the  employer  indicate,  or 
rather  are  symptoms  of,  other  costs. 
They  show  "som-ces  of  loss  to  the 
employer  which  are  greater  than  the 
cost"  of  turnover  itself.     They  signify 
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wrong  standards  in  selecting  em- 
ployees, poor  methods  of  training,  ill- 
advised  supervision  by  the  foremen, 
bad  working  conditions,  mijiist  wage 
policies,  lack  of  plans  for  promotion, 
and  ineflScient  management  of  labor  in 
general.  In  other  words,  in  figuring 
out  accm-ate  tm-nover  costs  and  trying 
to  de%'ise  ways  and  means  for  eradicat- 
ing them,  we  may  also  get  at  other 
costs  which  are  just  as  bad  or  even 
worse,  and  devise  ways  and  means  for 
eradicating  them,  thus  proving  the 
efficiency  of  the  entire  working  force. 

Ill 

Before  leaving  this  phase  of  the 
subject,  it  might  be  well  to  suggest  a 
rule  for  calculating  the  cost  of  turnover 
to  employers.  Wliile  this  rule  is 
difficult  to  apply,  yet  it  might  serve  as 
a  practical  guide  to  those  who  are 
interested  in  working  out  accurate 
costs.  The  rule  is:  First,  find  out  the 
total  amount  spent  for  breaking  in  all 
men  on  a  given  job,  both  those  who 
stay  only  a  little  while  and  those  who 
remain  until  they  become  normally 
efficient,  taking  into  consideration  as 
far  as  possible  all  the  items  of  cost 
already,  enumerated;  second,  deduct 
from  this  total  the  difference  between 
the  standard  wage  and  the  lower  wage 
paid  the  workers  during  the  learning 
period,  since  the  lower  wage  paid  them 
partly  makes  up  the  cost  of  breaking 
them  in;  third,  divide  the  amount 
thus  obtained  by  the  number  of 
workers  involved  and  the  result  will 
be  the  average  cost  of  turnover  for  that 
particular  job.  If  you  desire  to  find 
the  annual  cost  of  turnover  for  this  job, 
all  you  will  have  to  do  is  to  multij)ly 
the  average  cost  of  turnover  just  found 
by  the  total  number  hired  for  the  job 
during  the  year.  If  you  wish  to  find 
the  annual  cost  of  turnover  for  the 
whole  factory,  add  the  average  costs 


for  each  or  all  jobs  and  multiply  this 
sum  by  the  total  number  of  men  hired 
for  all  jobs  during  the  year. 

The  cost  of  labor  turnover  not  only 
represents  a  heavy  bm^den  upon  the 
employers;  it  also  represents  a  heavy 
burden  upon  the  employees.  To  be- 
gin with,  every  time  a  man  changes 
employment,  he  sustains  a  loss  in 
wages  while  he  is  seeking  a  new 
position.  While  he  may  not  be  with- 
out work  for  more  than  a  day  or  two, 
yet  he  reduces  his  earnings  just  that 
much.  When  work  is  scarce,  as  for  ex- 
ample in  times  of  business  depression, 
he  may  tramp  the  streets  for  days  or 
even  weeks  before  he  finds  anj-thing 
to  do.  All  of  this  time  he  is  simply 
throwing  away  that  which  he  might 
have  earned  if  he  had  stayed  with  his 
former  employer. 

When  workers  quit  their  old  jobs, 
they  sustain  a  loss  in  the  development 
of  their  skill.  They  are  likely  to  be 
forced  into  work  absolutely  different 
from  that  which  they  have  been  doing, 
making  it  impossible  for  them  to  use 
any  knowledge  they  already  have.  This 
may  put  them  at  a  disadvantage,  re- 
duce their  earning  capacity,  and  de- 
stroy their  chances  for  rapid  promotion. 
Even  if  they  get  positions  similar  to 
the  ones  they  have  left,  they  must  get 
acquainted  with  their  new  boss,  their 
new  fellow  employees,  and  their  new 
environment;  and  a  lot  of  time  is 
wasted  in  getting  back  to  the  point 
where  they  left  off.  Thus,  every  time 
they  change  their  employers,  they  in- 
terrupt their  training  and  break  into 
their  attainment  of  skill  and  efficiency. 

WTien  workmen  change  their  em- 
ployment they  may  be  faced  with  the 
expense  of  moving.  Often  their  new 
jobs  take  them  to  a  different  com- 
munity or  to  a  different  section  of  the 
city.  This  necessitates  the  cost  of 
drayage  and  the  spending  of  one  or 
two  days  in  getting  set  up  in  their  new 
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abode.  Even  if  they  are  not  com- 
pelled to  move,  they  may  find  them- 
selves far  away  from  the  place  in  wliich 
they  are  employed  and  may  ex- 
perience great  difficulty  and  expense 
in  traveling  to  and  from  their  work. 
^Tien  employees  quit  their  em- 
ployers, they  may  be  put  to  a  great 
deal  of  trouble  and  expense  in  ob- 
taining new  jobs.  One  of  the  greatest 
causes  of  imemployment  is  inability 
to  secure  work.  Those  who  leave  may 
enter  the  ranks  of  the  unemployed 
and  be  unable,  tr>^  as  they  may,  to 
find  any  new  openings.  Even  when 
they  find  openings,  they  may  dis- 
cover that  such  positions  are  unsatis- 
factory and  that  it  would  be  im- 
possible to  hold  them  very  long, 
either  on  account  of  the  low  wages  or 
on  account  of  intolerable  working  con- 
ditions under  which  they  must  labor. 

IV 

^Mien  laborers  give  up  their  old 
tasks,  there  is  greater  likelihood  of 
their  meeting  with  accidents  while 
learning  new  tasks.  As  already  noted, 
the  rate  of  accidents  is  much  higher  for 
green  hands  than  for  old  and  ex- 
perienced hands.  Since  this  is  true, 
the  man  who  jumps  from  place  to  place 
may  become  the  victim  of  an  accident 
and  impair  his  capacity  to  earn  a  living, 
and  decrease  his  earnings  both  for 
himself  and  for  his  family. 

When  workers  terminate  their  em- 
ployment, they  face  a  loss  in  wages 
during  the  time  in  which  they  are  ac- 
quiring skill  at  new  jobs.  Beginners 
always  receive  less  than  those  who  have 
mastered  the  trade.  When  old  men 
change,  they  may  find  themselves 
permanently  reduced  to  a  lower  level 
of  wages  in  spite  of  the  fact  that  they 
may  be  worth  more.  WTiether  those 
who  quit  are  old  or  young  men,  they 
run  the  risk  of  loss  through  decreased 


wage  payments  by  transferring  from 
one  employer  to  another. 

When  men  leave  their  old  work- 
places for  what  appear  to  be  greener 
fields,  they  expose  themselves  to  a 
weakening  of  their  morale.  They  may 
develop  habits  of  shiftlessness,  always 
wanting  to  get  on  the  other  side  of  the 
street  because  it  looks  a  little  better  or 
a  little  sunnier.  They  may  acquire  a 
general  aversion  to  continuous  em- 
ployment, wanting  always  to  go  else- 
where. They  may  lose  their  old-time 
pep  and  ambition  and  become  rolling 
stones  cast  hither  and  thither  without 
any  settled  abode  or  anything  laid  up 
for  a  rainy  day. 

Thus,  there  are  many  items  in  the 
cost  of  labor  turnover  to  employees. 
\\Tiile  we  do  not  have  any  figures 
showing  the  costs  of  turnover  for  the 
workers  as  we  have  for  the  employers, 
yet  we  know  that  such  costs  exist. 
We  know  that  employees  sustain 
great  losses  in  seeking  new  jobs,  in 
moving  from  one  section  of  the  city  to 
another  or  from  one  locality  to  an- 
other, in  being  force('.  to  take  lower 
wages  while  they  are  learning  new 
tasks,  in  interrupting  their  develop- 
ment of  skill,  in  exposing  themselves  to 
a  greater  risk  from  accidents,  and  in 
running  the  chance  of  breaking  down 
their  morale  and  becoming  floaters. 
WTiile  we  have  not  up  to  the  present 
time  been  able  to  measure  the  expense 
of  these  various  factors,  and  while  it  is 
perhaps  impossible  to  measure  them 
accurately,  yet  they  are  worth  our 
most  careful  consideration;  and  if  by 
studying  and  emphasizing  them  we  can 
reduce  labor  turnover,  we  will  effect 
great  savings  both  to  the  employers 
and  to  the  workers. 

In  connection  with  the  cost  of  turn- 
over to  employees  there  is  one  other 
point  which  needs  emphasis.  The 
change  of  employment  does  not  always 
represent  cost  to  the  workers.     Very 
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often  they  actually  secure  better  po- 
sitions, and  instead  of  the  transfer 
being  one  of  loss,  it  becomes  a  decided 
gain.  As  one  writer  puts  it,  the 
change  "may  be  a  natural  measure  of 
self-defense  against  the  monotony  of 
certain  kinds  of  factory  work."  But 
before  we  draw  any  conclusions  on  this 
point  we  need  some  very  careful  study 
of  the  various  cases  of  those  who  have 
transferred  for  reasons  of  better  po- 
sitions, and  see  whether  they  actually 
secured  or  only  thought  they  secured 
promotion. 

Finally,  the  cost  of  labor  turnover 
weighs  heavily  upon  society  or  the 
public  in  general,  as  well  as  upon  em- 
ployers and  employees.  When  men 
flit  from  job  to  job,  the  public  usually 
suffers  from  defective  goods.  When 
turnover  cuts  down  labor  efficiency, 
society  sustains  a  loss  in  the  use  of 
industrial  equipment.     When  laborers. 


by  constantly  changing  employment, 
become  shiftless  and  averse  to  con- 
tinuous industrial  activity,  the  social 
structure  is  threatened  with  instability. 
Indeed,  since  employers  and  em- 
ployees make  up  the  larger  part  of  our 
population,  their  turnover  costs  are 
the  costs  of  the  whole  social  order. 

The  cost  of  labor  turnover,  then,  is 
the  center  of  the  turnover  problem. 
It  may  be  summed  up  under  three 
heads:  costs  to  employers,  costs  to 
employees,  and  costs  to  society  in 
general.  When  employers,  employees, 
and  the  public  once  understand  that 
such  costs  are  unnecessary  burdens 
upon  the  production  of  commodities, 
steps  will  be  taken  to  remove  these 
burdens,  efforts  will  be  made  to  in- 
crease the  efficiency  of  industrial 
plants,  and  plans  will  be  put  into 
effect  to  improve  the  productivity  of 
the  whole  industrial  system. 
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BY  H.   G.   KENAGY* 


"  T  I  iHE  actual  contact  of  salesman 
X  and  customer  occupies  a  small 
portion  of  the  salesman's  time — about 
15  per  cent,  in  fact."  This  is  the  state- 
ment, made  on  several  occasions  re- 
cently before  various  scientific  associa- 
tions, by  the  president  of  a  well-known 
eastern  manufacturing  company.  He 
referred,  of  course,  to  the  results  of  pre- 
liminary studies  of  the  work  of  sales- 
men in  his  o'rni  company.  But  other 
studies  ha^•e  been  made,  and  the  results 
substantially  confirm  his  statement. 
The  Bureau  of  Personnel  Research  has 
made  time-studies  of  the  operations  of 
retail  salesmen  and  specialty  salesmen. 
In  no  case  has  the  amount  of  time  spent 
face  to  face  with  the  prospect  exceeded 
25  per  cent  of  the  salesman's  working 
time. 

The  inferences  which  can  be  drawn 
from  such  time-studies  are  many. 
Sales  managers  who  believe  that  the 
only  productive  time  of  the  salesman  is 
the  time  he  spends  talking  to  custo- 
mers, will  say:  Double  the  amount  of 
time  spent  in  the  presence  of  customers. 
This  may  or  may  not  be  possible.  Some 
companies  require  salesmen  to  give 
much  time  to  elaborate  reports  and 
other  clerical  work,  thus  curtailing  the 
amount  of  "productive"  time.  Other 
sales  executives  will  accept  the  limited 
"selling"  time  as  all  that  can  be  ex- 
pected, and  say:  Increase  the  effective- 
ness of  the  15  per  cent  which  is  given  to 
actual  selling.  Both  declarations  pos- 
sess some  virtue.  For  any  particular 
company  the  proper  course  to  pursue 
should  be  indicated  by  the  time-study. 

*  Assistant  Director  of  the  Bureau  of  Personnel  Re- 
search, Carnegie  Institute  of  Technology,  Pittsburgh, 
Pennsylvania. 


In  the  case  of  the  company  cited 
above,  "miscellaneous  clerical  and 
other  work — 25  per  cent,"^  appearing 
in  the  results,  gave  an  immediate  clue 
to  the  answer.  The  proper  course  was 
to  utilize  some  of  the  salesman's  impro- 
ductive  time  by  means  of  more  careful 
planning.  Accordingly  the  company 
reduced  the  clerical  work  of  the  sales- 
man to  a  minimum,  made  up  for  him 
classified  lists  of  prospective  customers, 
and  carefully  planned  out  every  detail 
of  his  work  in  advance  of  its  execution. 
For  instance,  when  the  salesman  ar- 
rives at  the  ofiice  in  the  morning,  the 
records  of  the  prospective  customers  he 
should  call  upon  are  ready  for  him  in 
geographical  order,  with  a  report  slip 
for  each  customer  which  requires  few 
entries  and  little  time  to  give  a  com- 
plete story  of  the  call.  Full  informa- 
tion about  these  customers,  such  as 
previous  sales,  lost  orders,  items  bought, 
dates,  etc.,  is  also  ready,  together  with 
samples  of  merchandise  that  mil  inter- 
est them.  Under  this  system  the  sales- 
man's work  is  all  planned  for  him,  and 
he  can  give  his  full  time  and  energy  to 
the  actual  selling  process.  It  is  surpris- 
ing, so  the  president  of  the  company 
relates,  what  large  returns  are  secured 
from  such  methods  of  careful  planning. 

II 

The  story  related  above  is  a  concrete 
illustration  of  the  fact  that  many  sales 
organizations  are  now  earnestly  seek- 
ing to  discover  effective  methods — new 
or  old — to  meet  the  selling  conditions  of 

'  Face  to  face  with  customer,  15  per  cent;  traveling, 
40  per  cent;  waiting,  15  to  20  per  cent;  miscellaneous 
clerical  and  other  work,  about  25  per  cent. 
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a  business  depression  which  has  yet  a 
large  part  of  its  course  to  run.  The 
"old  heads"  have  literally  combed 
sales  history  from  the  time  of  Moses  to 
the  p  eseiit  for  ideas  that  once  may 
have  sold  things,  while  youthful  aspir- 
ants for  glorj^  have  invented  amazing 
sure-fire  schemes  that  defy  description. 
Along  with  this  feverish  hunt  for  sales 
ideas  has  gone  an  equally  earnest  search 
for  better  organization,  more  effective 
promotion  plans,  as  well  as  a  more  able 
sales  personnel.  A  list  of  some  of  these 
changes  is  both  interesting  and  in- 
structive : 

1.  Establish  more  branches  for  better 
control. 

2.  Replace  distributors  by  branches. 

3.  Change  from  salary  and  bonus  to 
straight  commission. 

4.  Change  from  straight  commission  to 
salary  and  bonus. 

5.  Reduce  territories. 

6.  Release  some  salesmen  and  give  ex- 
perienced men  larger  territories. 

7.  Intensive  development  of  new  classes 
of  business. 

8.  More  men — smaller  territories. 

9.  General  curtailment  of  staff. 

10.  Increase  direct-maU  advertising. 

11.  Put  larger  responsibility  on  district 
managers. 

12.  Graduate  quotas  according  to  ex- 
pected improvement  in  business. 

13.  No  change. 

14.  Training  more  salesmen. 

15.  Give  more  educational  material  and 
instruction  to  salesmen. 

16.  Keep  branch  managers  better  in- 
formed on  vital  facts  of  business. 

17.  Distribute  analytical  reports  widely. 

18.  Strengthen  control  of  branch  stocks 
to  prevent  inventory  losses. 

19.  Careful  planning  of  salesman's  work. 

20.  Engage  an  expert  outside  agency  to 
make  a  general  survey. 

This  list  could  be  expanded  almost 
indefinitely;  there  woidd  be  almost  as 
many  variations  as  there  are  sales  or- 
ganizations. ^Tiich  idea,  which  plan, 
or   which   combination   of   ideas    and 


plans,  will  produce  the  desired  results? 
Is  there  a  panacea,  a  general  remedy, 
for  the  "slack  orders"  disease  which 
afflicts  most  companies  at  the  present 
time?  The  experience  of  the  past  year 
has  proved  what  sales  engineers  were 
already  proclaiming,  that  each  and 
every  company  must  work  out  its  own 
salvation — upon  the  basis  of  a  scien- 
tific evaluation  of  all  the  pertinent 
facts. 

Ill 

Successfid  sales  management  in  lOi-Z 
calls  for  the  following  five  things : 

1.  Thorough  analysis  of  sales  possibili- 
ties. 

2.  Improved  selection  of  salesmen. 

3.  Continuous  training  of  salesmen  on 
the  job. 

4.  Careful  supervision  of  the  entire  sales 
force. 

5.  Proper  organization  of  the  sales  de- 
partment. 

Undoubtedly  most  sales  executives 
■will  agree  "in  principle"  with  such  a 
statement  of  objectives.  Perhaps  they 
wiU  go  on  to  say  that  all  these  things 
are  needed  every  year  just  as  much  as 
in  1922.  In  a  sense  this  is  true,  though 
most  sales  organizations  flourished  in 
1919  without  doing  any  one  of  the  five 
things  mentioned.  But  in  many  ways 
the  conditions  which  are  here  now  and 
will  continue  throughout  the  year,  call 
for  more  serious  and  more  careful  con- 
sideration of  the  factors  in  successful 
distribution  than  has  hitherto  been 
accorded  them. 

What  are  these  "present  condi- 
tions?" The  facts  are  generally  famil- 
iar, but  in  this  setting  a  short  resume 
may  be  worth  while.  Liquidation, 
which  struck  many  industries  last  year, 
must  continue  to  many  lines  not  yet 
touched.  Stocks  of  materials  in  some 
lines,  tied  up  by  the  crash  in  prices, 
have  not  been  completely  worked  off. 
The  monthly  crop  of  business  failures 
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will  remain  large,  though  the  peak  of 
the  curve  has  probably  been  passed. 
Now  that  the  danger  of  a  money  panic 
is  over,  banks  will  "carry  on"  or  "let 
go"  embarrassed  customers  according 
to  the  merits  of  each  individual  case. 
The  process  of  readjustment  must  still 
go  on. 

It  is  generally  true  that  producing 
capacity  in  most  of  the  important  in- 
dustries exceeds  demand.  This  is  true 
in  spite  of  the  fact  that  the  actual 
amount  of  business  today,  in  volume  as 
well  as  in  dollars,  exceeds  that  of  1913, 
when  business  was  thought  to  be  fairly 
good.  A  period  of  the  fiercest  sort  of 
competition  is  the  inevitable  result  of 
such  a  situation.  That  period  is  now 
fully  upon  us.  With  the  possibility  of 
exporting  our  surplus  indefinitely  lim- 
ited by  the  exchange  and  credit  situa- 
tion, European  orders  cannot  be  de- 
pended upon  for  relief.  Manufacturers 
must  sell  their  goods  in  this  country 
and  Canada,  and  they  must  be  prepared 
to  meet  the  stiffest  sort  of  competition. 
There  is  going  to  be  no  "order  taking." 

Business  in  general,  therefore,  is  not 
going  to  boom  this  year;  it  is  not  even 
going  to  be  good.  But  there  is  business 
to  be  had  by  companies  ivho  know  how  to 
get  it.  This  statement  sounds  like  a 
mere  platitude,  but  the  support  which 
is  to  be  later  adduced  should  serve  to 
give  it  new  point  and  meaning.  Two 
general  facts  must  be  kept  in  mind: 
First,  some  sections  of  the  country 
have  good  marketing  possibilities;  in 
other  sections  conditions  are  improv- 
ing. The  effects  of  the  depression  are 
not  of  the  same  intensity  everywhere. 
Second,  some  lines  of  business  are  in  a 
much  more  favorable  condition  than 
others.  A  depression  goes  from  one 
group  of  industries  to  another  just  as  it 
goes  from  one  section  of  the  country  to 
another.  Furthermore,  some  compa- 
nies, due  to  good  management  or  high 
pressure  sales  methods,  are  in  much 


better  shape  than  others — even  within 
an  industry  which  has  been  hard  hit. 
Just  recently  the  president  of  a  large 
specialty  manufacturing  concern  ex- 
plained before  a  scientific  society  in 
Pittsbiirgh  how  the  use  of  careful 
statistical  formuUie  had  enabled  his 
company  to  forecast  the  trend  of  the 
business  cycle  so  that  it  went  through 
the  crash  of  1920-1921  without  an  in- 
ventory loss,  without  curtailment  in 
production,  and  without  decreasing 
the  sales  force.  The  purchasing  agent 
for  that  company  is  just  as  good  a 
prospect  now  as  he  ever  was.  Current 
magazines  of  business  are  full  of  similar 
stories  of  companies  who  have  success- 
fully weathered  the  storm. 

From  all  of  which  it  follows  that  the 
sales  organization  which  succeeds  in 
1922  will  be  the  organization  which 
knows  where  to  look  for  business  and 
has  the  necessary  intelligence,  equip- 
ment, and  organization,  to  go  out  and 
get  it.  The  factors  involved  are  the 
five  points  listed  at  the  beginning  of 
this  section. 

IV 

The  necessity  of  analyzing  sales  pos- 
sibilities, and  the  methods  which  should 
be  used,  have  been  subjects  of  much  in- 
terest and  discussion  during  the  past 
year.  "  Sales  research,"  "  Market  analy- 
sis," etc.,  are  becoming  popular  terms 
in  the  commercial  world.  No  attempt 
can  be  made  here  even  to  outline  a 
program  for  determining  sales  possibili- 
ties, but  one  fact  with  particularly  im- 
portant present  reference  should  be 
emphasized:  The  market  study  pro- 
gram for  1922  should  be  pointed  defi- 
nitely in  the  direction  of  locating  fa- 
vorable sales  fields  and  concentrating 
analysis  upon  them,  rather  than  toward 
the  making  of  a  general  survey  of  mar- 
ket conditions.  The  idea  here  may  best 
be  explained  by  contrasting  the  sales 
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slogans  generally  adopted  for  the  two 
years:  "1921  WiU  Reward  Fighters," 
and  "  1 922  Will  Reward  Sharpshooters . ' ' 
The  former  called  for  a  general  offen- 
sive, a  broad  effort  backed  by  increased 
energy  and  determination.  It  was 
characterized,  in  the  sales  field,  by  the 
spectacle  of  salesmen  going  out  and 
butting  their  heads  repeatedly  against 
the  stone  wall  of  sales  resistance  rather 
than  looking  for  holes  in  the  wall.  The 
latter  calls  for  very  different  tactics. 
The  job  of  the  sharpshooter  in  war  time 
is  sufficiently  weU-known  to  explain 
the  analogy.  The  sharpshooter  was 
the  soldier,  skilled  in  the  use  of  his  gun, 
who  sought  out  some  position  of  van- 
tage and  picked  off  the  enemy  one  by 
one.  So,  in  1922,  the  study  of  markets 
should  be  principally  concerned  with 
the  problem  of  locating  the  points  of 
vantage. 

V 

The  problem  of  selecting  salesmen 
has  been  receiving  greater  and  greater 
recognition  and  attention  during  the 
last  10  years,  but  the  present  year  offers 
the  best  opportunity  in  the  decade  for 
doing  really  constructive  work  in  im- 
proving the  efficiency  of  the  selection 
process.  Just  now,  when  scores  of 
men  answer  every  advertisement  for  a 
selling  position,  sales  executives  have 
every  opportunity  for  inaugurating 
the  plan  of  picking  men  which  could 
not  be  considered  when  just  any  sort 
of  a  representative  on  the  road  could 
take  all  the  orders  the  company  could 
handle. 

Just  what  methods  the  sales  manager 
should  now  put  into  effect,  this  article 
can  only  suggest.  Clearly  the  demand 
is  for  some  method  which  can  be  stand- 
ardized, applied  with  equally  success- 
ful results  by  each  person  concerned 
with  selection,  and  checked  up  objec- 
tively by  statistical  procediu-e.  In 
other  words  we  need  a  scientific  method 


in  place  of  the  haphazard  guesswork 
and  hunches  now  too  largely  employed. 
The  writer  has  explained  in  some  detail 
the  fundamentals  of  a  scientific  method, 
in  a  previous  article  in  this  journaP 
and  in  other  journals.  He  has  no  criti- 
cism of  any  particular  plan  of  selection, 
even  though  it  be  character  analysis  or 
graphology,  pro%'ided  that  it  meets  the 
test  of  scientific  reference  giv^en  above. 

Let  us  take  an  illustration.  Sup- 
pose, to  make  the  case  simple,  a  sales 
manager  decides  that  men  with  large 
noses  make  successful  salesmen.  He 
decides  to  hire  only  such  men.  In 
order  to  make  the  method  scientific, 
several  things  are  necessary.  First,  he 
must  accurately  describe  and  define 
"large  nose,"  so  that  all  intelligent  per- 
sons will  understand  "large  nose"  in 
exactly  the  same  way  that  he  under- 
stands it.  In  fact,  he  must  set  up  a 
method  for  measuring  noses,  a  method 
which — this  is  the  second  essential — 
each  clerk  in  his  department  coidd  ap- 
ply and  get  exactly  the  same  results. 
In  the  third  place,  he  must  keep  careful 
and  comparable  records  of  the  success 
of  all  salesmen  hired  under  this  plan. 
WTien  a  sufficient  time  has  elapsed,  and 
enough  cases  have  been  secured,  the 
fourth  step  is  in  order — ^a  statistical 
evaluation  of  the  results.  If  there 
can  be  shown  to  exist  a  high  degree  of 
correlation  or  correspondence  between 
the  size  of  a  salesman's  nose  and  the 
amount  of  business  he  secured,  the 
sales  manager  has  proved  his  hunch 
and  has  attained  the  coveted  goal — a 
scientific  method.  But,  if  the  results 
show  that  men  of  small  nasal  caliber 
are  equally  or  almost  as  successful  as 
men  with  large  noses,  then  he  must 
throw  his  himch  overboard. 

Perhaps  it  must  also  be  pointed  out 
here  that  too  many  sales  executives  are 

•  See  "The  Prevention  of  Labor  Turnover,"  October, 
1921,  issue  of  Adminittration,  pp.  464— JGS;  also,  "What 
Is  a  Promisins  Salesman,"  in  July  and  August,  1921, 
issues  of  The  Sales  Manager  Monthly. 
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prone  to  substitute  a  vague  something 
called  experience — a  memorj'  that  for- 
gets failures  in  selecting  salesmen  but 
remembers  successes — for  this  objec- 
tive, statistical  proof.  If,  instead  of 
such  easy-going  methods,  sales  man- 
agers would  even  keep  careful  records 
of  impressions  and  qualifications  of 
new  men  and  then,  after  a  year  or  two, 
compare  those  records  with  the  sales- 
men's subsequent  selling  achievements, 
a  long  step  toward  a  scientific  method 
of  selection  would  have  been  taken. 

VI 

A  period  of  business  depression,  with 
the  increased  sales  resistance  and 
greater  competition  which  results,  puts 
up  to  every  sales  organization  two 
possibilities  as  regards  its  sales  force: 

1.  CuU  out  the  "weak  sisters"  and  seek 
to  hire  more  able  representatives. 

2.  Develop  to  the  point  of  greatest  ef- 
fectiveness the  salesmen  now  employed. 

Of  course,  many  companies  attempt 
to  follow  both  plans,  but  the  emphasis 
is  usually  placed  on  one  plan  or  the 
other — generally  the  first.  That  is, 
most  companies  rely  on  firing  and  hir- 
ing to  develop  the  sales  force. 

Careful  selection  of  representatives 
is,  of  course,  of  primary  importance, 
but  the  mere  selection  of  promising 
material  does  not  solve  the  company's 
sales  problem.  It  is  coming  to  be  recog- 
nized more  and  more  that  the  principal 
problem  is  properly  to  train  and  develop 
salesmen  after  they  have  been  hired. 
Preliminary  training  is  now  a  part  of 
the  program  of  many  large  sales  organi- 
zations. But  the  even  greater  impor- 
tance of  continued  training  on  the  job 
has  not  been  Tvidely  recognized.  It  has 
been  assumed  that  experience,  plus 
stimulation,  is  all  that  a  .salesman 
needs  beyond  his  short  period  of  pre- 
liminary training.  \Miere  the  need  for 
developing  salesmen  has  been  seriously 


recognized,  the  ordinary  "pep"  in- 
struments, house-organs,  or  occasional 
conventions  have  been  relied  upon  to 
turn  the  trick. 

During  the  last  few  years  certain 
things  have  happened  consistently 
enough  in  sales  organizations  to  prove 
rather  conclusively  that  experience  and 
incentive  are  not  sufficient  to  insure  satis- 
factory quota  standings.  An  uncom- 
fortably large  number  of  sales  man- 
agers are  discovering  that  the  "old 
reliables,"  even  the  Stars,  on  their  field 
forces  are  dropping  to  the  bottom  of  the 
quota  sheet,  promising  youngsters  are 
failing  altogether,  while  some  border- 
line salesmen  may  be  climbing  rapidly. 
Investigation  has  sho^\ii  that  one  or 
more  of  the  foUomng  conditions  is  re- 
sponsible for  the  situation : 

1.  The  "experienced"  salesmen  are  in  a 
rut.  They  are  using  the  same  general  meth- 
ods which  they  have  been  using  for  years, 
and  have  not  been  able  to  adapt  themselves 
to  changed  conditions. 

2.  The  inexperienced  salesmen  have  not 
been  able  to  maintain  their  courage  and 
enthusiasm  in  the  face  of  keen  competition 
and  hostile  buyers. 

3.  Some  few  salesmen,  or  the  group  under 
a  single  "unusual"  branch  manager,  have 
maintained  sales  at  a  high  level  in  the  face 
of  increased  sales  resistance. 

These  general  facts  call  for  further 
investigation.  ^Miy  have  the  "old 
timers"  fallen  down?  Why  have  some 
maintained  profitable  sales?  WTiy  have 
.still  others  made  unusually  good  sales 
records?  The  answers  can  be  found,  of 
course.  Then  the  question  arises:  How 
can  the  entire  sales  force  be  raised  to — 
and  maintained  at — the  same  level  of 
eflBciency  as  the  salesmen  who  are  now 
going  strong?  The  answer  clearly  is: 
By  continuous  field  training  and  super- 
vision, by  which  the  best  and  most 
effective  sales  methods  can  be  spread  to 
the  entire  sales  force. 

The  material  which  should  form  the 
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basis  for  the  training  program  must 
come,  of  com"se,  from  a  careful  analy- 
sis of  the  work  of  the  more  successful 
salesmen  now  employed  by  the  com- 
pany. In  general  this  material  is  se- 
cured through  the  attempt  to  answer 
two  questions: 

1.  What  does  the  successful  salesman  do? 

2.  Wliat  does  he  have  to  know  in  order 
to  do  it? 

The  Bureau  of  Personnel  Research 
has  assisted  a  number  of  companies  in 
their  attempts  to  answer  these  ques- 
tions, and  has  interested  many  others 
in  attacking  the  problem  of  training,  by 
this  scientific  method — the  method  of 
job  analysis.  It  will  not  be  possible  to 
go  into  the  development  of  this  work, 
nor  the  complete  story  of  the  work  with 
any  company.  Our  purpose  here  is  to 
explain  the  general  procedure  and  il- 
lustrate the  plan  of  attack. 

In  order  to  get  a  complete  picture  of 
a  salesman's  job,  three  sources  of  infor- 
mation must  be  used.  First,  the  sales- 
man's own  idea  of  his  work  must  be 


secured.  This  is  accomplished  through 
one  or  more  careful  interviews — cross- 
examinations — by  a  trained  interviewer, 
who  has  previously  sold  the  salesman 
on  the  idea  of  divulging  his  meth- 
ods. Second,  the  immediate  superior 
of  the  salesman,  the  branch  manager  or 
the  sales  manager,  mu.st  be  interviewed 
in  order  to  get  his  ideas  about  the  sales- 
man's job  and  the  best  methods  of  doing 
that  job.  Third,  and  most  important 
of  all,  the  investigator  must  study  the 
salesman  at  his  work,  observe  his  meth- 
ods carefully,  and  make  a  complete 
record  of  just  what  he  did  and  how  he 
did  it.  These  three  ways  of  getting 
information,  not  necessarily  taken  in 
the  order  given,  will  furnish  in  the  end 
all  the  material  which  is  needed  for  the 
development  of  a  field  training  program. 
The  first  objective  in  analyzing  the 
salesman's  job  is  to  break  up  the  whole 
into  its  elements  or  distinct  parts.  In 
other  words,  the  question  becomes: 
What  different  things  does  the  sales- 
man do?  To  illustrate  what  is  meant 
by  this.  Chart  I  attached,  gives  a  tenta- 


TENTATIVE  LIST  OF  UNITS  IN  JOB  OF  AN 

ADDING   MACHINE 

SALESMAN 

1. 

Securing  names  of  prospects. 

14. 

Asking  the  P.  B.  for  his  order. 

2. 

Gathering  information  about  a  prospect 

15. 

Return  calls  to  secure  a  trial. 

and    his    business    before    the    first 

16. 

Return  calls  after  the  demonstration  is 

call. 

started  or  completed  in  order  to  close 

3. 

Gathering  information  at  the  first  inter- 

the deal. 

views. 

17. 

Service  and  collection  calls. 

4. 

Planning  the  day's  work;  records  kept; 

18. 

Return  calls  to  create  good-will. 

routing. 

19. 

Time  analysis. 

5. 

Preparations  made  for  individual  sales 

20. 

The  use  of  recommendations. 

interviews. 

21. 

The  salesman's  work  at  the  office. 

6. 

Canvassing  for  trials. 

22. 

The  use  of  sales  letters. 

7. 

Analyzing  a  prospect's  needs. 

23. 

Planning  ahead  —  concentrating  efforts 

8. 

Using  the  portfolio. 

on  one  type  of  P.  B.,  on  one  type  of 

9. 

The  use  of  club  campaign  circulars  and 

niachine,  on  one  phase  of  salesman's 

other  advertising  material. 

work,  etc. 

10. 

Demonstrating  machine. 

24. 

The  chart  of  calls,  progress,  etc.,  for  one 

11. 

Handling  objections. 

complete  selling  canvass  including  the 

12. 

Anticipating  objections  during  the  inter- 

trial, demonstration,  closing  the  deal. 

view. 

collections,  service,  etc. 

13. 

Finding  prospect's  basis  of  motivation. 

Chabt  I 
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live  list  of  the  elements  in  the  job  of  an 
adding  machine  salesman.  This  list 
was  prepared  after  many  interviews 
with  salesmen  and  managers,  and  after 
aceorapanying  a  number  of  salesmen 
at  their  daily  work.  The  second  ob- 
jective, naturally,  is  to  discover  how 
the  salesman  does  all  the  various  things 
which  comprise  his  job.  This  is  a  very 
large  task,  and  requires  the  expendi- 
ture of  a  great  deal  of  time  and  effort. 
Here,  again,  illustrations  will  be  more 
effective  than  explanations.     Chart  2 


After  all  the  data  arc  collected,  the 
next  step  is  to  put  the  facts  into  the 
proper  form  for  instructional  pur])oses. 
This  is  a  problem  involving  technical 
knowledge  and  skill,  and  the  services  of 
an  experienced  educator  can  be  profit- 
ably employed.  But  even  when  the 
best  available  experience  is  at  hand,  the 
work  of  formulating  the  material  must 
be  guided  by  experimental  work  involv- 
ing the  use  of  such  material  in  various 
forms. 

Similarly,  also,  the  method  of  in- 


GETTING  NAMES  OF  PROSPECTS 

1.  From  which  of  the  following  soui'ces  do  you  get  names  of  new  prospects?   (Indicate  answer 

by  placing  from  one  to  three  checks  to  the  left  of  the  item,  using  three  checks  to  indicate 
the  main  source.) 

Sales  manager  or  supervisor. 

Office  to  office  or  house  to  house  canvassing. 

Tips  from  satisfied  users  in  your  territory. 

Prospects  seeking  you. 

Your  assistants. 

Other  sources.     (Indicate  same  on  next  line.) 

2.  Do  you  systematically  call  on  old  customers  with  the  view  of  getting  tips  as  to  possible 

prospects .° 

3.  How  many  names  of  new  prospects  do  you  add  to  your  list  per  week.' 

4.  What  per  cent  of  your  time  in  the  field  is  devoted  to  canvassing  for  new  prospects? 

5.  Do  you  tend  to  do  a  large  part  of  your  canvassing  for  new  prospects  at  certain  hours  in  the 

day,  days  in  the  week  or  days  in  the  month?    If  so,  give  brief  account  below. 


Chart  II 


gives  a  few  of  the  questions  about  one 
of  the  job  items  which  the  investigator 
seeks  to  answer  by  his  interviewing  and 
his  observations.  The  attack  on  other 
elements  of  the  job  naturally  follows 
along  the  same  line.  Our  purpose  here 
is  merely  to  show  the  method — not  to 
outline  a  complete  analysis — even  for 
one  item.  The  methods  of  many  sales- 
men must  be  studied  and  recorded,  of 
course,  before  sufficient  data  will  be  in 
hand  to  furnish  the  necessary  basis  for 
a  training  course.  In  actual  practice  it 
is  well  to  analyze  the  work  of  poor 
salesmen  as  well  as  good,  for  succes.sful 
methods  are  thereby  more  discernible. 


struction — the  presentation  or  teach- 
ing of  the  material — while  theoretically 
determined  by  present-day  standards  of 
approved  practice,  must  always  stand 
the  test  of  field  conditions.  That  is, 
the  methods  used  must  show  good 
results  in  ])ractice  under  normal  con- 
ditions if  these  methods  are  to  be  re- 
tained. There  are  no  hard  and  fast 
rules  or  standards  which  can  be  set  up 
in  advance,  no  matter  what  the  experi- 
ence of  other  companies,  unless  the 
lines  of  business  and  organization  plans 
are  very  similar.  In  this  one  respect, 
indeed,  it  seems  quite  true  that  "my 
business  is  different." 
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VII 

The  arguments  for  careful  field  super- 
vision follow  closely  the  lines  laid  down 
in  discussing  training.  Supervision  is 
the  method  by  which  the  whole  sales 
plan  is  made  effective.  Especially  is  it 
true  that  careful  supervision  is  the  most 
effective  method  of  insuring  the  suc- 
cess of  field  training,  because  it  makes 
possible  an  accurate  checking  of  re- 
sults. Supervision  becomes  a  process 
of  seeing  that  salesmen  use  the  methods 
which  they  have  been  taught,  of  cor- 
recting faults  in  the  use  of  these  meth- 
ods, of  discovering  flaws  in  the  instruc- 
tional material  or  the  methods  of  in- 
struction. Supervision  may  even  be 
carried  so  far  that  the  field  supervisor 
becomes  actually  the  instructor  of  the 
man  on  the  job — just  as  the  foreman 
in  a  factory  trains  the  new  workman  by 
watching  him  work  and  helping  him  to 
correct  his  mistakes.  No  matter  how 
complete  the  training  course  for  sales- 
men has  been,  it  is  only  by  field  prac- 
tice in  the  application  of  proper  sales 
methods  that  a  salesman  really  learns 
anything.  The  weaker  salesmen  can- 
not correct  their  weakness  by  means  of 
the  ideas  imparted  by  the  training 
course.  Even  the  best  salesmen  are 
rarely  analytical  in  regard  to  their  own 
work.  Supervision  provides  a  trained 
analyst  who  can  easily  discover  weak 
points  and  help  men  to  overcome  them 
by  concentrating  all  their  study  efforts 
along  these  lines. 

In  order  for  supervision  to  be  effec- 
tive, the  supervisors  must  be  trained 
for  their  work  just  as  the  salesmen  are 
trained.  The  best  methods  of  super- 
vision must  be  determined  and  then 
made  available  to  all  persons  charged 
with  the  direction  and  supervision  of 
salesmen.  The  way  to  accomplish  this 
is  identical  with  the  plan  presented  for 
developing  a  training  course  for  sales- 
men, viz.,  analyze  the  methods  used  by 


successful  supervisors  now  on  the  job. 

The  primary  object  of  field  super- 
vision is,  of  course,  to  increase  sales  by 
increasing  the  ability  and  effectiveness 
of  all  salesmen .  In  a  sense  this  amounts 
to  seeing  that  the  sales  methods  devel- 
oped in  the  training  course  are  used 
properly  by  the  salesmen.  Supervision 
becomes  in  part,  therefore,  a  checking 
of  each  salesman's  performance.  To 
make  this  checking  uniform  and  val- 
uable, standard  report  forms  must  be 
provided  for  the  use  of  supervisors. 
These  reports  may  take  the  form  of 
rating  scales,  performance  scales,  etc., 
serving  the  twofold  purpose  of  forcing 
the  supervisor  to  analyze  carefully  what 
the  salesman  does  and  how  well  he  does 
it,  and  of  serving  as  a  record  of  actual 
performance.  Various  forms  are  in  use 
by  various  companies  for  this  purpose, 
but  those  which  ask  for  judgments  on 
general  qualities  are  giving  place  to 
those  asking  for  a  record  of  facts  and 
judgments  on  just  what  the  salesman 
does  and  how  he  does  it.  An  illustra- 
tion of  this  latter  class  is  shown  in 
Chart  III. 

The  method  of  job  analysis  is  too 
well  known  to  industry  to  be  labeled 
any  longer  as  visionary  or  impractical. 
It  is  being  made  the  foundation  for 
improved  employment  technique,  effi- 
ciency systems,  wage  adjustments  and 
the  like,  as  well  as  the  basis  of  training 
com-ses.  There  is  every  reason,  there- 
fore, for  applying  the  same  method  to 
the  salesman's  job  and  the  supervisor's 
job,  though  the  application  may  be 
more  difficult.  Where  the  method  has 
been  tried,  training  courses  of  unusual 
merit  have  been  developed.  The  Com- 
mittee on  Ciuriculum  Construction 
of  Carnegie  Institute  of  Technology 
during  1920  and  1921  revised  the  en- 
tire courses  of  study  in  commercial 
printing,  building  construction,  and 
metal  works  production  upon  the  basis 
of  job  analysis  results  in  these  indus- 
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JUDGMENT  BLANK 


Date Name . 


Agency Company 

Position  of  ralcr Name  of  rater 

The  following  questious  ask  for  a  number  of  specific  judgments  on  this  salesman's  work. 
Answer  each  question  by  placing  an  X  somewhere  on  the  line  running  from  left  to  right  that 
will  indicate  approximately  his  standing  in  that  quality  and  in  that  quality  only.  As  far  as 
possible  make  your  judgment  in  terms  of  what  he  actually  does  in  his  present  job.  Rate  only 
those  salesmen  whom  you  have  known  for  at  least  SIX  MONTHS. 

1.  How  does  he  impress  people  by  his  physique  and  bearing? 


Excites  Makes  very  Makes  satis- 

admiration.  favorable  factory  impres- 

impression.  sion. 

2.  How  does  his  voice  affect  people? 


Makes  poor 
impression. 


Arouses 
repulsion. 


Very  pleasing.  Agreeable.  Unnoticed  usually.    Weak.  Disagreeable. 

3.  Does  he  strike  out  for  himself  in  locating  prospects  and  planning  approaches? 

Waits  to  be  directed.  Discovers  Exceptional  "nose 

Has  to  be  told.  some  leads.  for  prospects." 

4.  How  carefully  does  be  study  each  prospect,  his  needs  and  his  attitudes? 

Has  poorly  con-       Has  loose  plans      Learns  all  that       Makes  careful        Goes  deeply  into 
sidered  plans.  for  all  prospects,    is  readily  avail-     plans  for  big  every  prospect's 

able.  prospects.  affairs. 

5.  Does  he  "stay  with"  a  proposition  in  spite  of  difficulties? 


Seeks  difficult 
prospects. 


Takes  pride  in 
selling  difficult 
prospects. 


Takes  them  as 
they  come. 


Avoids  difBeult      Gives  in  easily, 
prospects. 


Chart  HI  i 

'  Chart  III  is  an  illustration  of  a  graphic  rating  scale  for  use  in  supervising  salesmen.  Only  five  of  the  fourteen 
items  are  given,  but  the  method  and  purpose  should  be  clear.  Judgments  are  not  asked  as  to  the  salesman's  general 
appearance,  aggressiveness,  personality,  forccfulness,  tact,  etc., — -abstract  qualities  which  cannot  be  accurately 
defined,  but  rather  about  how  well  the  salesman  performs  the  concrete  operations  of  his  job. 


tries.  A  large  group  of  life  insurance 
companies  are  now  engaged,  in  co- 
operation with  the  Bureau  of  Personnel 
Research,  in  a  careful  study  of  the 
job  of  the  agency  manager,  with  a  view 
to  training  men  for  this  important 
function. 

VIII 

"Proper  organization  of  the  sales  de- 
partment "  would  seem  to  be  taken  for 
granted,  but,  according  to  the  writer's 
investigations,  little  thought  has  been 


given  to  this  factor  in  successful  selling. 
Probably  not  one  company  in  five  has 
had  a  conscious  plan  of  groMh.  And 
this  is  true  in  spite  of  the  evident  fact 
that  good  organization  is  the  founda- 
tion upon  which  successful  operating 
plans  must  be  built.  The  most  care- 
fully developed  methods  of  selecting, 
training,  and  supervising  salesmen,  of 
analyzing  markets,  of  planning  sales 
campaigns,  must  fall  far  short  of  real 
success  unless  supported  by  "proper" 
organization  in  the  sales  department. 
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What  is  "proper"  organization?  In 
one  sense  the  question  cannot  be,  or  at 
least  has  not  been,  answered.  That  is, 
there  is  no  one  type  or  plan  of  organi- 
zation suited  to  the  needs  of  all  sales 
departments.^  Functional,  line-and- 
staff,  product,  geographical,  committee 
— all  these  terms  describe  types  of  sales 
organization  which  have  been  em- 
ployed successfully.  In  another  sense, 
however,  it  is  quite  possible  to  answer 
the  question.  That  is,  there  is  a  proper 
organization  for  each  sales  department 
— perhaps  for  all  sales  departments  in 
a  particular  line  of  business — which 
can  be  discovered  and  developed. 
Theoretically,  at  least,  there  is  one  best 
plan  for  marketing  a  given  product,  and 
therefore  one  best  organization  to  sup- 
port that  plan.  But  this  presupposes  a 
knowledge  of  all  the  pertinent  facts, 
and  these  are  not  yet  in  hand.  The 
method  of  securing  these  facts,  how- 
ever, may  be  pointed  out. 

Experience  and  experimentation  are 
the  true  sources  of  information.  Ex- 
perience contributes  the  facts — the 
causes  and  effects — arising  out  of  the 
ordinary  course  of  events.  If  a  careful 
record  is  kept  of  these  happenings,  an 
analysis  of  the  record  will  always  dis- 
close some  relationships  and  principles 
which  have  sufficient  consistency  to 
warrant  their  adoption  as  basic  guides 
in  building  an  organization.  But  ex- 
perimentation, where  possible,  is  of 
even  greater  value  in  this  connection. 
The  method  can  be  used  wherever  con- 
ditions are  constant  or  controllable,  and 
when  accurate  records  can  be  kept  of 
results  secured.  The  experiment,  prev- 
iously mentioned,  of  selecting  salesmen 
with  large  noses,  is  a  good  illustration 
of  the  method  here  advocated.  Con- 
clusions based  on  experimental  results 
have  all  the  authority  science  can  give. 

'  The  writer  has  discussed  "Problems  of  Sales  Organ- 
ization" in  some  detail  in  a  report  published  privately 
by  the  Bureau  of  Personnel  Research. 


In  order  for  any  company  to  discover 
the  proper  form  of  organization  to  meet 
its  own  particular  needs,  many  experi- 
ments must  be  tried,  but  it  is  now  being 
recognized  that  the  investigations  most 
fruifful  of  results  are  those  ichich  center 
around  the  salesman  on  the  job  in  the 
field.  This  fact  is  nowhere  more  clearly 
proved  than  in  the  results — or  lack  of 
results — obtained  by  the  Committee  on 
Sales  Organization  and  Methods,  of  the 
Taylor  Society  for  Scientific  Manage- 
ment. For  two  years  the  Committee 
has  sought,  by  pooling  the  experience 
of  various  companies,  to  arrive  at  some 
standard  organization  practices,  par- 
ticularly as  regards  the  organization  of 
master  planning  and  scheduling.  A 
few  sentences,  taken  at  random  from 
the  report  of  the  committee,^  show  the 
obstacles  to  progress  by  this  method. 
There  are  not  now  in  existence: 

....  recognized  standards  of  organiza- 
tion, operation  and  nomenclature.  .  .  .  The 
progress  of  production  organizations  toward 
sucli  standards  has  not  been  duplicated  in 
distribution  organizations.  Many  of  the 
latter  have  just  grown  like  "Topsy,"  and 
an  attempt  to  attack  scientifically  their 
problems  has  been  rendered  difficult  by  the 
lack  of  science  in  organization  and  opera- 
tion. 

In  order  to  bring  about  uniformity 
and  standardization,  in  order  to  develop 
science  in  organization  and  operation, 
the  method  of  comparing  experience 
must  be  supplemented  by  scientific 
investigation  covering  common  prob- 
lems. This  idea  was  developed  by  Dr. 
C.  S.  Yoakum,  Director  of  the  Bureau 
of  Personnel  Research,  in  discussing 
the  report  of  the  above-named  commit- 
tee.   He  said,  in  part : 

Detailed  investigations  are  in  order. 
Functional  di^'^sions  are  shown  to  be  far 
too  fluid  and  shifting.   Time  studies  of  the 

<  Bulletin  of  the  Taylor  Society,  Vol.  VI,  No.  6, 
December  1921. 
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job  arc  essential  if  we  are  to  have  a  basis  for 
finding  the  points  where  improvement  must 
begin.  What  is  spoken  of  in  tlie  shop  as 
"routing  of  materials"  is  undoubtedly  one 
of  the  weakest  spots  in  the  field  organiza- 
tion. The  unit  of  investigation  is  the  sales- 
man with  his  equipment  in  the  presence  of  a 
prospect,  making  a  sale.  Like  the  investi- 
gations of  Mr.  Taylor  and  the  principles  of 
all  careful  research,  the  development  of  a 
plan  is  based  on  these  detailed  investiga- 
tions. In  the  study  of  the  individual  sales- 
man  we  shall  find  the  requirements  of  the 
sales  organization.  The  nature  and  form  of 
the  overhead  sales  structure  is  determined 
essentially  by  the  operation  of  this  unit. 
Comparative  statistics  are  useless  without 
tliis  form  of  research. 

This  point  of  view  is  neither  alto- 
gether new  nor  revolutionary.  The 
Dennison  Manufacturing  Company, 
which  is  usually  several  jumps  ahead  of 
even  its  progressive  contemporaries, 
has  employed  the  experimental  method 
for  several  years  in  developing  its  sales 
organization,  and  the  salesman's  job 
has  been  the  center  of  principal  inter- 
est in  all  its  investigations.  The  inter- 
esting account  of  the  company's  critical 
study  of  its  sales  methods,  written  by 
H.  S.  Dennison,  the  President,  and 
published  in  Administration  last  Sep- 
tember, is  worth  a  second  very  careful 
study  bj'  all  sales  executives. 

A  period  of  depression  is  naturally 
the  occasion  of  rather  serious  stock  tak- 
ing, with  regard  to  intangible  assets  as 
well  as  materials  and  physical  equip- 
ment. Records  are  critically  examined, 
leaks  are  stopped,  and  weakened  foun- 
dations are  renewed.  Executives,  re- 
leased from  the  press  of  operations 
which  were  attendant  upon  booming 
business,  now  have  time  to  do  more 
thinking  and  planning.  The  varied 
and  sometimes  diametrically  opposed 
expedients  for  meeting  the  present  sales 
situation,  such  as  those  listed  in  an 
early  section  of  this  article,  show  plainly 
that  this  thinking  and  planning  must 


be  directed  toward  the  development 
of  uniform  and  relatively  permanent 
standards  and  methods. 

The  year  1922,  which  will  witness 
both  the  depths  of  depression  and  the 
first  waves  of  a  business  revival,  pre- 
sents unusual  demands — but  also  some 
unusual  opportunities.  In  the  making 
of  a  sales  plan  to  fit  both  the  demands 
and  the  opportunities,  the  five  lines  of 
effort  discussed  in  the  foregoing  are 
essential  to  complete  success: 

1 .  The  ordinary  methods  of  market  analy- 
sis must  be  supplemented  by  research  di- 
rected toward  the  discovery  and  investiga- 
tion of  the  most  promising  localities,  the 
most  prosperous  industries,  and  the  most 
thriving  individual  concerns. 

2.  In  selecting  salesmen,  search  must  be 
made  for  a  standard  method,  capable  of 
uniform  application  by  various  persons  with 
comparable  results,  and  also  capable  of 
evaluation  by  statistical  procedure  with 
reference  to  some  objective  criterion. 

3.  Continuous  field  training,  based  on  a 
thorough  analysis  of  the  salesman's  job, 
must  be  carried  on  by  the  sales  department. 

4.  The  effectiveness  of  the  sales  efforts  of 
the  company's  salesmen  must  be  carefully 
checked  up  and  developed  by  means  of  a 
standard  system  of  field  supervision  based 
on  a  careful  investigation  of  objectives  and 
ways  of  reaching  them. 

5.  Out  of  the  needs  of  the  actual  field 
situation,  the  center  of  which  is  the  sales- 
man on  the  job,  must  be  developed  an 
organization  w-hich  will  contribute  as  much 
as  possible  to  the  effectiveness  of  the  sales- 
men and  the  other  sales  agencies. 

One  suggestion,  in  the  nature  of  an 
admonition,  remains  to  be  made.  The 
sales  executive  who  inaugurates  any 
plan  or  program  this  year  with  only 
1922  in  mind,  has  failed  entirely  to  ap- 
preciate either  the  needs  of  the  situa- 
tion or  the  opportunities.  The  sales 
plan  for  1922  should  look  toward  the 
building  of  a  solid  foundation  upon 
which  the  business  revival  of  the  next 
5  or  10  years  can  be  erected. 


INSURING  MANAGEMENT 


BY  W.   J.  DONALD* 


DURING  the  last  century  the 
insurance  idea  has  so  soundly 
established  itself  that  there  is  scarcely 
a  known  business  risk  that  may  not  be 
covered  by  an  appropriate  insurance 
contract. 

Practically  no  business  man  would 
wish  to  have  it  known  that  he  lacked 
protection  against  loss  of  his  buildings, 
machines,  and  stock  by  reason  of  fire. 
Employers  protect  themselves  against 
the  liability  for  accidents  to  employees 
by  means  of  accident  insurance.  Tor- 
nado, hail,  marine,  plate-glass,  bur- 
glary, title  and  surety  insurance  are 
designed  to  cover  special  risks.  Ex- 
ceptional risks  of  loss  due  to  extraor- 
dinary and  unusual  causes  can  be 
insured  against  by  making  a  special 
contract  with  Lloyds.  It  is  an  almost 
universal  custom  to  insure  against  the 
loss  of  natural  products,  capital  goods, 
and  loss  due  to  accidents  to  labor,  that 
is,  three  of  the  four  factors  of  produc- 
tion in  business,  by  means  of  insiu-ance 
contracts,  all  of  them  more  or  less 
scientific. 

This  has  happened  because  the  in- 
surance business,  so  far  from  being 
speculative,  has  a  more  scientific, 
mathematically  and  statistically  sound 
foundation  than  any  other  business  in 
existence.  Compared  with  the  in- 
surance business,  retail  trade,  manu- 
facturing, farming,  and  almost  every 
other  business  one  might  mention  are 
all  adventures.  Beside  an  insurance 
policy,  real  estate,  railroad,  mining  and 
industrial  stocks,  even  some  municipal 
bonds,  are  a  gamble  and  not  an  invest- 
ment at  all. 

♦Acting  Managing  Director,  National  Association 
of  Corporation  Training,  New  York  City, 


Of  the  various  tj^ies  of  insurance  no 
other  rests  on  such  soundly  established 
principles  or  so  complete  experience  as 
life  insurance.  Experience  respecting 
the  mortality  of  human  beings  is  now 
so  comprehensive  as  to  place  life  in- 
surance far  beyond  the  realm  of  the 
uncertain.  Life  insurance  is  the  ripest 
fruition  of  the  insurance  idea.  These 
statements  are  so  obviously  true  nowa- 
days that  it  seems  trite  to  repeat  them. 

n 

We  have  shown  how  three  of  the 
four  factors  of  production  are  usually 
insured.  WTiat  of  the  fourth  and  in 
many  respects  the  most  important 
factor  of  production — management? 
Can  it  be  replaced  without  heavy 
expense  and  loss?  Is  there  a  risk 
against  which  to  insure?  Should  it  be 
insured?  To  this  we  may  answer  that 
usually  there  is  risk,  yet,  quite  too 
frequently,  we  are  afraid,  it  remains 
uninsured. 

Fortunately,  however,  the  mana- 
gerial ability  behind  many  business 
organizations  is  heavily  insured  in  the 
United  States  and  Canada.  For  in- 
stance, John  Wanamaker  is  insured 
by  his  company  for  $3,500,000.  The 
President  of  the  Firestone  Tire  Com- 
pany is  insured  for  $1,000,000.  Babe 
Ruth  is  insured  by  the  New  York 
Yankees  for  $200,000;  G.  A.  Mitchell, 
President  of  ^^^^ite,  Gratwick  and 
Mitchell,  for  $500,000;  Frank  E.  Kes- 
ter.  President  of  the  Producers  and 
Refiners  Companj',  for  $450,000,  and 
Adolph  Zukor  of  the  Famous  Players 
Laskey  Corporation,  for  $3,000,000. 
Jos.    De    Gorgio,    of   the    De    Gorgio 
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Fruit  Company,  who  came  to  New 
York  from  Italy,  was  insured  to  the 
benefit  of  the  business  for  $980,000. 

Using  life  insurance  in  business  is 
not  an  innovation,  and  if  precedent  is 
worth  anjlhing,  it  needs  little  argu- 
ment. 

Why  should  business  firms  be  un- 
prepared for  contingencies  that  might 
arise  at  any  time?  Why  should  man- 
agement remain  uninsured  so  fre- 
quently? Certainly  not  because  it 
cannot  be  insured  for  appropriate 
contracts,  for  life  insurance  will  cover 
any  business  risks  quite  satisfactorily. 
Not  because  the  loss  of  management 
will  not  come,  for  while  fires  occur  in 
the  case  of  only  one  out  of  175  policies, 
sooner  or  later  death  comes  to  every- 
one. ^Vhat  other  objections  may  then 
be  raised  against  the  necessity  of  this 
method  of  protecting  against  the  busi- 
ness risks  incident  upon  the  death  of  a 
valuable  employee  or  member  of  a 
business? 

Of  those  who  recognize  that  a  busi- 
ness may  suffer  from  the  loss  of  a  part- 
ner or  manager,  two  groups  resort  to 
"self-insurance."  The  first  class  of 
business  man  recognizes  the  business 
risk  but  believes  that  adequate  pro- 
tection can  be  provided  by  building 
up  a  sm"plus,  a  reserve,  or  sinking  fund 
against  contingencies  that  may  arise  at 
death.  This  practice  is  quite  common 
among  business  firms,  whether  they  be 
partnerships  or  companies,  and  it  is  a 
practice  which,  it  may  be  noted,  naively 
confesses  the  need  for  protection.  It 
is  a  practice  similar  to  that  of  the  man 
who  believes  in  saving  and  investing  a 
certain  part  of  his  annual  income.  The 
risk,  carried  largely  by  the  business 
itself,  is  decreased  only  by  the  amount 
saved.  The  practice  is  by  no  means 
equal  to  insurance  as  a  means  of  sub- 
stituting certainty  for  risk. 

The  second  class  refuses  to  insure  at 
all  on  the  ground  that  the  business 


cannot  afford  the  premium  and,  of 
course,  if  the  business  cannot  afford  an 
insurance  premium  sufficient  to  cover 
the  risk,  it  cannot  afford  to  provide  a 
contingent  account.  Insurance  agents 
tell  us  that  this  objection,  if  it  is  not 
most  frequently  expressed,  is  the  most 
common  reason  for  refusing  to  adopt 
the  accepted  and  scientific  method  of 
protecting  against  business  risks. 

As  a  matter  of  fact,  if  any  business 
cannot  afford  protection  against  a  risk, 
the  existence  of  which  is  naively  implied 
in  the  excuse  for  not  insuring,  that 
business  is  on  the  high  road  to  a  failure 
which  it  can  escape  only  by  great 
fortune.  Many  business  houses  fail 
because  they  do  not  include  in  their 
estimates  of  expenses  of  production 
insiu-ance  against  this  possible  loss. 
These  business  houses  are  actually 
selling  their  products  or  services  at  a 
price  below  the  real  cost,  and  sooner  or 
later  the  death  of  the  insurable  person 
will  find  the  business  missing  premiums 
it  should  have  paid.  The  probability 
is  that  the  business  will  find  that  it  costs 
more  to  fail  than  it  costs  to  protect 
against  failure. 

Indeed,  one  might  add  at  this  point 
that  business  life  insurance  may  cost 
nothing,  since  under  special  circum- 
stances the  consequent  relief  from 
worry  about  what  would  happen  to  the 
business  might  so  increase  the  efficiency, 
productiveness,  and  longevity  of  the 
person  concerned  as  to  completely 
offset  the  expenditure  for  premiums. 
One  ought  to  mention,  too,  that  unless 
pure  life  insurance  is  carried  the  net 
cost  of  insurance  will  be  less  than  the 
purchaser  of  a  policy  may  at  first 
expect,  since  the  premiums  should  have 
deducted  from  them  the  profits  on, 
together  with  the  increase  in,  the  cash 
surrender  value  of  the  policy.  It  is 
only  fair  to  insurance  companies  to 
admit  that  this  scientffic  method  of 
protecting  against  risks  costs  less  than 
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appears  in  the  face  value  of  the  con- 
tract. 

Both  of  these  methods  of  covering 
the  particular  business  risk  we  are 
considering  are  unsound  and  unscien- 
tific. They  are  attempts  to  maintain 
the  solvency  or  the  credit  of  a  business 
by  means  of  "self -insurance."  These 
are  really  the  very  reverse  of  the 
scientific  method  of  covering  every 
kind  of  risk,  that  is  by  means  of  in- 
surance which  is  based  on  wide  ex- 
perience of  the  dangers  of  loss  by  death, 
fire,  accident,  or  whatever  else  the 
cause  may  be.  True  insurance  spreads 
the  burden  of  loss  over  many  persons 
or  businesses,  and  thus  protects  the 
individual  business  from  the  danger  of 
having  to  carry  the  whole  burden  itself 
or  to  meet  the  whole  loss  if  loss  should 
actually  occur.  Self-insm-ance  is  really 
not  insurance  at  all,  and  it  is  the  very 
opposite  of  the  sound  method  of  pro- 
tecting against  business  risks  of  every 
kind,  including  the  risk  we  are  con- 
sidering. 

Ill 

Some  business  men,  however,  deny 
that  loss  would  be  incurred  on  the 
death  of  a  partner  or  valued  employee. 
Whether  these  men  are  right  or  wrong 
depends  upon  the  particular  kinds  of 
business  or  particular  persons  in  the 
business.  It  is  doubtful  whether  they 
ever  are  fully  right.  They  change 
their  minds  usually  when  it  is  too  late, 
either  after  the  loss  has  been  incurred, 
after  the  prospect  cannot  be  insured,  or 
after  the  cost  has  become  too  great. 
As  a  rule  the  question  is  dismissed 
with  too  little  thought.  As  a  matter  of 
fact,  insurance  agents  should  not  have 
to  solicit,  but  should  be  busy  providing 
information  about  the  best  life  in- 
surance contract  into  which  particular 
business  men  should  enter.  Before 
any  business  man  should  decide  not  to 
request  an  insurance  agent  to  explain 


details  he  ought  to  satisfy  himself 
fully  that  no  risk,  however  small, 
exists. 

The  personal  equation  has  always 
bulked  large  in  business  and  always 
will  be  a  force.  Good  management  is 
"the  soul  of  modern  business  organiza- 
tion." Every  great  institution  is  "the 
lengthened  shadow  of  some  man." 
Many  business  organizations  are  built 
around  one  man  or  a  few  men.  If  he  or 
they  died  the  business  would  "go  to 
pieces  in  a  month."  The  inexperience 
of  survivors,  especially  in  these  days 
of  a  "narrow  margin  of  profits,"  is  a 
prolific  source  of  business  losses  and 
even  business  failures.  A  really  good 
manager  can  be  replaced  only  at  an 
increased  cost,  for  men  at  the  top  are 
always  at  a  premium. 

Insurable  characteristics  are  numer- 
ous indeed.  Brilliancy  and  steadiness, 
daring  and  conservatism,  energy  and 
perseverance,  shrewdness  and  integ- 
rity, youth  and  age,  fearlessness  and 
caution,  courage  and  resolution,  in- 
telligence and  knowledge,  zeal  and 
experience,  honor  and  confidence,  man- 
liness and  nobility,  sociability  and 
reserve,  each  of  these  has  its  insurable 
value. 

A  publishing  house  may  engage  some 
one  who  alone  can  wTite  a  book  on 
conditions  which  may  involve  con- 
siderable outlay  before  the  book  is 
completed  or  before  it  could  be  com- 
pleted by  someone  else.  The  organiz- 
ing ability  of  a  sales  manager  who  has  a 
personal  following  could  not  be  replaced 
without  considerable  loss  to  a  business. 
Frequently  two  partners  become  "in- 
side man"  and  "outside  man"  re- 
spectively, and  they  would  be  the  first 
to  admit  that  neither  could  do  the 
work  of  the  other.  I  have  in  mind  the 
case  of  a  bond  salesman  of  extraor- 
dinary ability,  whose  death  would 
carry  the  business  to  destruction. 
What  business  man  would  exchange 
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the  faithfulness  and  trustworthiness  of 
a  son  who  is  learning  the  business  for 
the  selfishness  of  a  hired  employee  of 
equal  ability?  The  good-will,  the 
friendships,  and  family  connections 
of  a  partner  or  director  are  obviously 
recognized  by  corporations  when  they 
frame  directorates,  by  the  man  who 
joins  a  social  club,  by  social  leaders  in 
legal  firms,  and  by  all  other  men  with 
social  and  business  connections. 

A  business  may,  however,  suffer  loss 
by  the  resignation  of  a  valued  employee 
as  readily  as  by  his  death.  Every 
business  recognizes  the  value  of  a 
certain  "continuity"  in  its  working 
force.  As  a  consequence,  it  is  quite 
common  to  establish  some  kind  of 
pension  scheme  in  order  to  encourage 
employees  to  continue  their  services. 

Life  insurance  provides  one  of  the 
best  types  of  pension.  Besides  being 
absolutely  sound  and  scientific,  it  can 
be  so  arranged  that  an  employee  would 
have  the  full  protection  of  the  insurance 
policy  by  paying  merely  an  agreed 
share  of  the  premium,  or  none  of  it. 
A  young  or  middle-aged  man  would 
hesitate  to  forsake  an  arrangement  so 
economical  for  himself.  That  con- 
tinuity of  service  is  increased  thereby 
is  implied  in  the  objection  which  some 
employees  raise  to  all  pension  schemes, 
namely,  that  their  mobility  is  decreased 
by  discouraging  any  move  to  secure 
new  employment.  They  sometimes 
claim  that  the  employer  simply  pays 
the  pensions  out  of  funds  that  would 
otherwise  go  to  the  laborers.  It  would, 
however,  be  nearer  the  truth  to  say 
that  all  or  most  of  the  premiums  on 
such  a  pension  scheme  could  be  paid 
out  of  the  increase  of  product  conse- 
quent on  the  continuity  of  service  and 
increased  efficiency  of  employees. 

Should  employees  wish  to  forego  the 
value  of  such  a  pension  scheme  the 
business  has  the  option  of  selling  the 
policy  to  its  employee  at  its  cash  sur- 


render value,  or  of  cashing  the  policy 
and  thereafter  allowing  it  to  lapse. 

This  idea  of  providing  a  pension 
scheme  is  particularly  adaptable  to  the 
case  of  a  university's  staff,  the  staff  of  a 
city  school  system,  or  to  the  secretaries 
of  the  Y.  M.  C.  A.  In  the  form  of  "  group 
insurance"  it  may  be  used  to  pension, 
in  a  body,  the  employees,  including  the 
manual  laborers,  of  a  large  manufac- 
turing or  other  business.  In  fact, 
insurance  provides  a  pension  scheme 
for  almost  any  conditions. 

IV 

Many  a  young  business  is  hampered 
for  years  by  lack  of  capital.  Lack  of 
working  capital  or  credit  is  undoubt- 
edly the  cause  of  aliout  37  per  cent  of 
business  failures.  This  diflSculty  may, 
however,  be  overcome  in  many  cases 
by  means  of  an  appropriate  use  of  life 
insurance.  Of  course,  one  scarcely 
needs  to  remind  business  men  that 
loans  can  be  raised  on  security  of 
from  95  to  100  per  cent  of  the  cash 
surrender  value  of  a  policy  at  a  rate 
of  interest  of  from  5  to  6  per  cent, 
that  is,  much  less  than  current  in- 
terest rates  in  times  of  financial  crisis. 
Business  men  have  been  kno^sTi  to  pay 
the  wages  of  employees  in  times  of 
panic  by  raising  a  loan  on  the  cash 
value  of  a  policy. 

Another  simple  case  is  that  of  the 
college  student  who  lacks  the  funds 
to  begin  or  to  complete  his  course. 
Provided  that  the  student  is  honest 
and  capable,  he  should  be  able  to  bor- 
row from  friends  a  sima  in  excess  of  the 
cash  value  of  his  policy  sufficient  to 
put  him  through  college.  This  scheme 
can  be  strongly  recommended  to  any 
student  whose  earning  capacity  or 
usefulness  would  be  sufficiently  in- 
creased by  the  college  training.  Stu- 
dents the  country  over  use  this  method ; 
and  usually  it  works  splendidly. 
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Frequently  the  need  for  more  capital 
and  credit  is  underlaid  by  more  complex 
conditions.  Assume  that  partners  or 
the  directors  of  a  company  wish  to 
establish  a  new  business  or  expand  an 
old  one,  but  that  they  themselves  lack 
the  necessary  capital.  They  can  seciu-e 
capital  only  by  borrowing  on  short 
time  from  the  bank,  or  by  issuing 
bonds  or  debentures.  They  approach 
a  banker  or  an  underwTiter,  as  the  case 
may  be,  for  the  necessary  funds.  But 
the  banker  or  underwriter,  while  he 
has  the  utmost  confidence  in  the  knowl- 
edge, experience,  ability,  and  integrity 
of  the  business  men  who  make  the 
request,  hesitates  to  loan  to  a  new  or 
expanding  business  dependent  for  its 
success  on  all  or  some  of  these  men. 
While  the  business  plus  the  business 
men  would  amply  warrant  making  a 
new  loan,  the  business  itself  would  not. 
In  rare  cases  the  banker  might  consent, 
but  he  would  do  so  only  on  terms  suffi- 
cient to  protect  the  bank  against  loss 
on  the  occasion  of  the  death  of  a  valu- 
able person  or  persons.  As  the  bank 
could  not  itself  insure  the  management, 
the  excess  rate  of  interest  would  prob- 
ably be  much  higher  than  the  premium 
on  insurance,  and  it  might  be  so  high 
as  to  make  the  new  venture  expensive, 
or  even  impossible.  There  is  only  one 
sound  solution  of  such  a  problem,  and 
that  is  the  insurance  of  the  lives  of  the 
valuable  persons  to  the  benefit  of  the 
business.  This  is  the  solution  which 
all  banks  recommend,  if  they  do  not 
actually  require  it. 

This  method  of  raising  capital  and 
improving  credit  is  by  no  means  un- 
common. Bradstreets  usually  inquire 
about  how  much  life  insurance  is 
payable  to  a  business,  and  many  banks 
include  life  insurance  in  a  client's 
statement  of  his  business  conditions. 
When  a  certain  limited  liability  com- 
pany in  Toronto  applied  to  one  of  the 
banks  for  a  loan  of  $3000,  the  loan  was 


granted  because  the  company  offered 
as  collateral  an  insurance  policy  of 
$5000  on  the  life  of  the  manager. 
When  John  Wanamaker  wanted  to 
expand  his  business,  the  banks,  though 
they  believed  in  his  ability  and  integrity, 
refused  until  he  purchased  suflicient 
life  insurance  to  seciu-e  a  loan  of  $1,000,- 
000.  He  now  carries  $3,500,000,  and 
his  son  carries  $4,000,000  of  life  in- 
surance. I  have  in  mind  a  business 
man  who,  when  he  quarreled  with  his 
partner,  paid  the  bank  10  per  cent  on 
the  premiums  borrowed  to  take  out 
life  insurance  of  $1,000,000,  then  raised 
a  loan  on  security  of  the  policy  and 
bought  out  and  expanded  the  business. 
Life  insurance  has  been  used  as 
collateral  for  loans  for  such  voluntary 
institutions  as  churches,  hospitals,  and 
colleges.  Insurance  companies  are 
sometimes  willing  to  loan  on  security  of 
improvements  to  a  church  building 
provided  the  church  protects  the 
company  by  insuring  the  lives  of  a  few 
of  the  more  influential  and  active 
members  of  the  chm-ch  or  the  life  of  a 
popular  and  valued  clergyman. 


The  other  side  of  recognizing  that 
business  life  insurance  can  be  used  to 
greatly  strengthen  credit  and  to  in- 
crease the  capital  resources  of  a  business 
during  the  lifetime  of  the  insured  is  to 
recognize  that  it  safeguards  credit  when 
death  occurs. 

Creditors  are  likely  to  doubt  whether 
the  business  will  continue  to  be  solvent 
and  may  wish  to  present  their  accounts 
for  immediate  payment  and  to  refuse 
extension.  Spot  cash  is  often  an  in- 
sistent requirement  on  the  occasion  of 
death.  Every  demand  liability,  bank 
overdrafts  or  call  loans  ought  to  be 
covered  by  insurance.  The  demand  for 
spot  cash  has  been  the  ruin  of  many  a 
business.    Partners  ought  to  remember 
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at  this  point  that  they  are  personally 
liable  for  all  the  debts  of  the  firm,  and 
that  the  estate  of  a  dead  partner  is 
legally  out  of  bounds  and  of  no  value 
to  the  business  for  about  a  year.  That 
this  danger  exists  is  recognized  by  every 
business  man  who  builds  up  a  large  re- 
serve or  surplus.  Life  insurance  would 
establish  a  larger  asset  in  case  of 
death,  and  it  would  withdraw  less  capi- 
tal from  active  use  during  the  lifetime 
of  the  insured. 

Life  insurance  may  be  used,  how- 
ever, not  merely  to  meet  demand 
liabilities  in  case  of  death,  but  also  to 
pay  off  mortgages,  bonds,  or  deben- 
tures due  for  payment  at  some  distant 
time  in  the  future.  It  is,  of  course, 
customary  in  all  sound  businesses  to 
pay  to  a  sinking  fund  such  annual  sums 
as  wnll  meet  the  liability  when  it  ma- 
tures. There  is,  however,  a  danger 
that  should  the  business  lose  a  valuable 
partner  or  manager  it  would  find  it 
difficult  to  continue  to  pay  this  annual 
sum  or,  for  that  matter,  to  pay  the 
interest  on  the  principal.  Such  a  condi- 
tion is  as  much  insolvency,  and  it  is  as 
certain  to  bring  liquidation  and  loss,  as 
failure  to  pay  demand  liabilities.  This 
sinking  fund  might,  however,  take  the 
form  of  life  insurance  which  during  the 
lifetime  of  the  insured  could  be  regularly 
paid  and  at  his  death  would  be  fully 
paid  up  and  returned  to  the  business. 
Not  only  would  it  be  easier  to  negotiate 
the  loan  as  we  have  already  shown,  but 
no  safer  or  better  arrangement  could 
be  made  for  the  benefit  of  either  the 
business  or  the  creditors. 

The  capital  provided  by  a  partner 
or  by  a  shareholder  is  often  the  cause 
of  considerable  trouble  in  case  of  death. 
In  some  cases,  by  agreement  or  by  wall, 
the  dead  man's  interest  in  the  business 
is  continued  by  his  heirs  or  executors. 
This,  however,  rarely  turns  out  well 
for  either  the  heirs  or  the  business. 

Surviving  administrators  are  likely 


to  be  handicapped  by  the  ill-advised 
action  of  the  widow  or  of  executors. 
What  partner  would  like  to  be  in  busi- 
ness with  his  partner's  wife  or  with 
whatever  executors  the  deceased  part- 
ner may  have  api)ointed?  I  have  in 
mind  the  case  of  a  widow  who  could  not 
understand  that  she  could  not  continue 
to  draw  her  late  husband's  accustomed 
share  in  the  profits,  though  the  surviv- 
ing partner  had  been  able  to  fill  his  place 
only  by  paying  another  much  more  than 
the  late  partner  had  received.  Even  if 
the  heirs  should  assume  a  reasonable 
attitude  on  that  point,  they  are  always 
apt  to  be  conservative  and  always 
prefer  to  "let  well  enough  alone."  A 
second  objection  to  this  arrangement 
is  that  an  investment  of  this  kind  is  not 
sufficiently  conservative  for  heirs  who 
are  unaccustomed  to  business.  No 
court  of  law  would  allow  an  executor 
to  purchase  an  investment  so  insecure. 
A  partnership  share  is  comparable  to 
common  stocks  as  an  investment,  and 
trustees  are  not  allowed  to  invest  in 
any  ordinary  common  stocks. 

Any  arrangement,  therefore,  which 
will  facilitate  allowing  the  heirs  to 
withdraw  the  deceased  business  man's 
interest  from  the  business  should  be 
doubly  meritorious.  Ordinarily,  as  we 
have  suggested,  heirs  and  executors  are 
anxious  enough  to  withdraw  the  capital 
from  the  business.  The  widow  men- 
tioned above  soon  demanded  that 
unless  her  husband's  salary  were  paid 
she  would  require  a  liquidation  of  the 
business.  Her  executors  were  quite 
within  their  rights  in  demanding  the 
full  share  of  the  deceased  husband's 
investment  in  cash,  for  partnerships  by 
their  legal  nature  expire  on  the  death  of 
one  partner.  At  such  times,  however, 
as  we  have  already  seen,  the  credit  of  a 
partnership  business  is  under  close  scru- 
tiny and  the  surviving  partner  or  part- 
ners might  find  it  difficult  to  pay  off 
the   estate   of   the   deceased   partner. 
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Frequently  a  business  is  liquidated  and 
sold  at  auction.  This  means  inevitable 
loss  to  the  business,  which  is  seriously 
disturbed  for  a  time.  It  certainly 
brings  loss  to  the  heirs,  and  if  the 
surviving  partners  fail  to  buy  in  the 
business  even  at  a  sacrifice  it  means 
great  loss  to  them  as  •well. 

Similar  and  even  more  serious  diffi- 
culties might  arise  if  the  business  were 
carried  on  under  the  corporate  form  of 
organization.  Doubtless  the  ■^ddow 
would  make  less  extravagant  demands 
than  in  the  case  we  have  considered, 
but  there  would  still  be  danger  of 
interference,  especially  if  the  deceased 
had  o'rnied  a  majority  of  the  shares  of 
the  company.  Usually  the  executors 
or  heirs  decide  to  sell  out  their  interests, 
and  when  they  do  so  three  things  may 
happen.  Firstly,  unless  the  other 
shareholders  were  required  to  purchase 
the  shares  at  an  established  price  or 
unless  the  business  were  required  to 
retire  the  shares  at  that  price,  it  would 
be  necessary  to  sell  the  shares  on  the 
open  market.  As  a  rule  they  would 
bring  a  very  small  sum,  for  the  shares 
of  a  small  company  are  not  well  known 
in  the  market  and  are  seldom  dealt 
in.  They  would  have  to  be  held  or 
sacrificed.  The  heirs  might  find  that 
they  had  sacrificed  their  own  interests 
only  to  enable  the  surviving  share- 
holders to  pm-chase  them  at  a  very  low 
price. 


The  second  danger  is  that  if  the 
business  or  the  other  shareholders  were 
required  to  retire  or  to  purchase  the 
shares,  they  would  find  themselves  or 
the  business  financially  embarrassed, 
and  lacking  sufficient  working  capital. 
How  serious  that  might  be  has  already 
been  pointed  out. 

The  third  danger  is  that  if  the  shares 
were  sold  on  the  open  market,  they 
could  not  only  be  sold  at  a  sacrifice,  but 
they  might  fall  into  the  hands  of  un- 
friendly interests,  much  to  the  disad- 
vantage of  the  surviving  shareholders 
who  might  be  in  a  minority.  This  is  a 
risk  peculiar  to  the  corporate  form  of 
organization,  and  it  has  its  own  in- 
surable value. 

Obviously  the  really  safe  method  of 
protecting  against  the  losses  we  have 
mentioned  is  to  insure  the  life  or  lives 
of  the  person  or  persons  whose  invest- 
ment might  be  sold  or  withdra-mi. 
Every  partnership  and  corporation 
where  such  risks  exist  should  have  an 
agreement  for  the  purchase  of  the 
partner's  or  shareholder's  interests  by 
means  of  insurance  proceeds  large 
enough  for  the  purpose.  That  such  a 
scheme  would  protect  the  business 
against  loss,  that  it  would  protect  the 
survivors,  and  that  it  might  prove  even 
more  valuable  to  the  heirs  than  private 
insurance,  because  it  conserves  the 
chief  investment  of  the  insured,  is 
highly  probable. 


THE  HARD^YOOD  LUMBER  CASE 


BY  EMMETT  HAY  NAYLOR  * 


THE  recent  decision  of  the  Supreme 
Court  of  the  United  States  in  the 
Hardwood  Lumber  case  has  not  af- 
fected the  legal  operation  of  trade  asso- 
ciations one  iota. 

To  those  familiar  with  the  history  of 
this  case  and  the  recent  flood  of  ex- 
planatory commentaries  with  which 
the  business  world  was  deluged  as 
regards  this  subject,  this  may  seem 
like  a  radical  statement,  so,  therefore, 
let  us  look  into  the  real  facts  in  the 
case  and  determine  exactly  how  they 
affect  the  legal  activities  of  a  trade 
association. 

At  the  outset  let  us  bear  in  mind  that 
a  trade  association  is  a  voluntary 
organization  for  the  improvement  of 
an  industry;  and  that  the  legitimate 
functions  of  a  trade  association  include 
without  direction  as  to  use,  the  furnish- 
ing of  information  upon  production 
and  distribution  of  commodities  and 
raw  materials,  assistance  in  the  tech- 
nical processes  of  manufacture  and  the 
standardization  of  products,  promotion 
of  the  general  use  of  commodities,  and 
forms  of  service  which  are  helpful  in 
the  progress  of  the  industry  and  of 
benefit  to  the  public. 

But  the  thing  that  is  most  discussed 
in  connection  with  trade  associations 
is  their  relation  to  price;  as  if  price 
were  something  wTong,  must  never  be 
mentioned,  and  above  all  must  never 
be  considered  by  a  member  unless  he 
wishes  to  acknowledge  himself  an  arch 
criminal.  "We  never  consider  price 
in  our  association;  we  never  have 
anji;hing  to  do  with  it,"  a  man  \\i\\  say 
with  bated  breath  and  flushed  cheeks. 

•  Author  of  "Trade  Afisociations,  Their  Organization 
and  Manacement." 


And  he  is  just  the  man  to  watch.  Two 
to  one  he  and  the  other  members  of  his 
association  have  done  something  they 
are  afraid  to  admit. 

It  is  perfectly  absurd  for  a  member 
of  a  trade  association  to  say  that  his 
membership  in  the  association  has 
nothing  to  do  with  the  price  of  his 
product.  Of  course  it  has!  Because 
the  price  of  the  product  is  one  of  the 
main  purposes  of  a  trade  association 
and  there  is  nothing  morally  or  legally 
wrong  in  that.  Men  are  in  business  to 
make  a  living,  which  means  a  profit; 
and  a  profit  means  prices  sufficiently 
above  cost  to  permit  its  existence. 
People  do  not  belong  to  trade  associa- 
tions for  the  good  of  their  health  or 
because  of  any  great  altruistic  urge, 
but  because  they  are  business  men  and 
they  appreciate  that  constructive  co- 
operation is  much  better  for  each  man 
individually  than  cutthroat  compe- 
tition. So  let  us  not  beg  the  fact  that 
trade  associations  do  exist  for  the 
beneficent  influence  which  they  can 
legally  exert  upon  price  and  hence 
profit. 

The  influence  of  the  work  of  trade 
associations  upon  price  does  not  neces- 
sarily mean  that  they  have  to  be  price 
reporting  organizations  or  ever  mention 
the  subject  of  price,  because  mere 
sociability,  which  may  do  away  ■with 
pernicious  and  vicious  competition, 
thus  contributes  its  influence  toward 
better  market  conditions,  in  other 
words,  toward  fair  prices.  The  price 
reports  of  the  leading  trade  associations 
are,  after  all,  the  least  valuable  part  of 
their  activities.  As  a  matter  of  infor- 
mation these  reports  are  interesting, 
but   they  are   not   necessary   for   the 
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successful  results  desired.  The  ac- 
tivities of  the  so-called  "Open  Price 
Associations,"  consist  usually  in  the 
setting  up  of  modern  or,  as  nearly  as 
may  be,  of  uniform  systems  of  cost 
accounting  among  the  various  com- 
petitors. Sometimes  an  accounting 
concern  does  this  for  one  company  in 
an  association  and  the  system  is  passed 
along,  whereas  in  other  associations  all 
patronize  an  accounting  firm.  Then 
there  is  the  standardization  of  prod- 
ucts, which  means  the  reduction  of  the 
products  of  each  competitor  to  a  basis 
where  all  are  able  to  give  better  serv- 
ice, value,  and  likewise  to  make  a  fair 
profit. 

But  the  statistical  bureau  of  an 
association  is  the  one  which  is  of  most 
value.  It  would  seem  from  the  criti- 
cisms which  are  leveled  at  open  price 
associations  and  other  trade  associa- 
tions that  price  information  is  all  that 
they  deal  with.  This  featiu-e,  of 
course,  may  be  fundamental  to  the  so- 
called  "Eddy  Plan"  where  the  mem- 
bers reported  past  prices  to  a  central 
office,  and  this  information  was  re- 
layed to  the  members.  As  long  as  this 
information  is  kept  to  past  prices  or  to 
bids  actually  made  with  no  agreement 
to  bring  prices  into  an  agreement  or  to 
hold  up  production,  the  work  is  legal. 
But  it  should  be  distinctly  remembered 
by  the  members  of  such  an  association 
that  its  aims  and  activities  are  abso- 
lutely limited  by  law. 

The  statistical  bureaus  of  these 
associations  can  be  developed  in  many 
other  lines  of  sales  analysis,  production, 
shipments,  stocks  on  hand,  raw  ma- 
terial conditions,  and  labor  conditions, 
as  well  as  other  activities  which  are  out- 
lined later  in  this  article,  all  of  which 
help  the  members  to  prosper,  in  other 
words,  enable  them  to  get  fairer  and 
more  stable  prices  for  their  products. 
But  there  is  no  reason  why  a  trade 
association  should  be  apologized  for 


or  condemned  because  it  exists  for  this 
purpose  of  fairer  prices,  as  such  a 
purpose  is  of  direct  benefit  to  the 
ultimate  consumer  as  well  as  to  the 
producer  and  distributor.  A  stabilized 
market  thus  creating  quality  and 
service  is  much  more  desirable  than 
fluctuating  prices,  failures,  unreliable 
qualities,  and  in  the  end  more  ex- 
pensive goods.  And  so  to  say,  as  some 
cranks  do,  that  a  trade  association 
should  be  condemned  simply  because 
it  is  a  trade  association  and  influences 
prices  is  ridiculous. 

The  fact  that  a  man  lives  in  a  house 
is  no  more  reason  to  indicate  that 
he  is  conducting  a  public  nuisance 
than  it  is  reasonable  to  claim  that  be- 
cause he  has  a  kettle  on  his  kitchen 
stove  he  intends  to  \'iolate  the  Eight- 
eenth Amendment  or  the  Volstead 
Act.  Because  a  man  may  have  reck- 
lessly driven  an  automobile  and  killed 
someone  does  not  necessarily  mean  that 
all  automobiles  should  be  condemned 
or  that  people  who  get  into  automo- 
biles do  so  with  murder  as  an  intention. 
Likewise,  members  who  join  a  trade 
association  do  not  do  so  with  the  idea 
of  violating  the  law,  and  they  will  not 
violate  the  law  if  they  have  a  counsel 
and  secretary  who  are  on  the  job  and 
know  their  business. 

Now  let  us  consider  the  Hardwood 
case  itself. 

The  American  Hardwood  Manu- 
facturers Association  had  400  members, 
365  of  them  were  subscribers  to  the 
so-called  "Open  Competition  Plan" 
under  which  they  exchanged  informa- 
tion as  to  the  condition  of  the  market. 
This  information  was  received,  di- 
gested, and  tabulated  by  their  manager 
of  statistics  who  distributed  his  tabu- 
lations to  the  members,  adding  thereto 
warnings  and  exliortations  which  ad- 
vised them  of  the  proper  conduct  to 
pursue  if  the  market  was  to  be  kept 
strong.     The  government  brought  an 
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action  against  the  principles  of  tiiis 
plan  to  restrain  its  operation  on  the 
ground  that  it  violated  the  Sherman 
Antitrust  Law. 

The  District  Court  for  the  Western 
District  of  Tennessee  said  that  the 
plan  did  violate  the  law  and  issued  an 
injunction.  The  case  was  appealed 
directly  to  the  Supreme  Court  of  the 
United  States  which  aflBrmed  the  deci- 
sion of  the  lower  court  by  a  vote  of  6  to 
3.  Justice  Clark  delivered  the  opinion 
of  the  court,  and  Justice  Brandeis,  with 
whom  concvu-red  Justice  McKenna 
and  Justice  Holmes,  filed  dissenting 
opinions. 

It  will  not  be  my  purpose  here  to  go 
into  those  opinions  in  detail,  but  they 
are  very  interesting  reading  for  anyone 
who  is  interested  in  contradictions  in 
the  minds  of  the  great. 

This  decision  of  the  Supreme  Court, 
however,  upon  careful  study  is  limited 
exclusively  to  the  activities  of  the 
members  of  the  American  Hardwood 
Manufacturers  Association  and  should 
be  considered  as  an  opinion  based 
solely  on  the  particular  facts  in  that 
case.  The  Supreme  Court  is  not 
engaged  in  discussing  economic  theory 
in  considering  a  case,  but  only  the  facts 
of  the  case  as  related  to  the  existing 
law  as  a  basis.  Upon  these  facts  the 
court  was: 

...  so  convinced  .  .  .  that  the  pur- 
pose and  effect  of  the  activities  .  .  .  here 
under  discussion  were  to  restrict  competi- 
tion and  thereby  restrain  interstate  com- 
merce ...  by  concerted  action  in  curtail- 
ing production  and  in  increasing  prices 
that  it  constituted  a  combination  and 
conspiracy  in  restraint  of  interstate  trade 
and  commerce  within  the  meaning  of  the 
Anti  Trust  Act  of  1890  ... 

It  is  impossible  in  this  decision  to 
construe  any  condemnation  of  the 
practice  of  gathering,  compiling,  and 
distributing  the  statistics  of  a  particu- 
lar   branch    of   any    industry.     What 


has  been  condemned  was  the  imited 
pursuit  of  a  common  purpose  to  curtail 
production  and  enhance  price.  The 
maintenance  of  a  statistical  bureau 
has  not  been  condemned,  but  its  use 
in  the  particular  manner  in  which  it 
was  used  by  the  defendants  in  this  case 
as  an  instrumentality  or  means  to  an 
end  is  condemned. 

For  a  clear  appreciation  of  what  the 
court  has  condemned  it  is  necessary 
that  there  should  be  a  proper  under- 
standing of  some  of  the  facts  "under 
discussion."  I  previously  stated  that 
the  American  Hardwood  Manufacturers 
Association  conducted  their  so-called 
"Open  Competition  Plan"  as  to  which 
its  advocates  emphasized  that  the 
theoretical  proposition  at  the  basis 
thereof  was  that  "knowledge  regarding 
prices  actually  made  is  all  that  is 
necessary  to  keep  prices  on  reasonably 
stable  and  normal  levels." 

It  will  thus  be  seen  that  at  the  out- 
set this  so-called  "Open  Competition 
Plan"  was  tainted  with  the  very 
suggestion  that  its  principal  object  and 
purpose  were  not  eflFected  to  control 
prices.  The  general  scheme  of  opera- 
tion of  this  plan  involved  the  following 
activities : 

1.  Individual  reports  by  members  to  the 
association. 

2.  Composite  reports  by  the  association 
to  members. 

3.  Periodic  market  reports  by  the 
manager  of  statistics. 

■1.  Monthly  meetings  of  the  members 
for  the  discussion  of  all  subjects  of  interest 
to  the  members. 

Up  to  this  point  the  plan  might  be 
perfectly  lawful,  pro\'ided  the  ac- 
tivities under  the  four  headings  above 
enumerated  were  restricted  to  matters 
having  to  do  u-ith  past  events.  But 
under  this  particular  plan  and  under 
heading  1,  the  members  were  required 
to  make : 
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(a)  Daily  report  of  sales  actually  made, 
giving  the  minutest  details  of  each  transac- 
tion. 

(b)  Daily  reports  of  all  shipments,  giv- 
ing the  minutest  details. 

(c)  Monthly  reports  of  production,  giv- 
ing the  minutest  details. 

(d)  Monthly  reports  of  stocks,  giving  the 
minutest  details. 

(e)  Price  lists  at  the  beginning  of  each 
month  and  immediate  reports  of  all 
changes  thereafter. 

In  addition  to  these  the  association 
maintained  inspectors  who  were  given 
authority  to  inspect  the  members' 
stocks  and  to  check  up  their  grading, 
■with  a  view  of  furnishing  each  member 
with  a  basis  on  which  he  could  compare 
his  prices  ■n'ith  those  of  other  members. 

Now  imder  heading  2,  the  secretary 
was  required  to  send  to  each  member: 

(a)  A  monthly  summary  of  the  pro- 
duction of  each  member  for  the  previous 
month    showing    the    grade    thereof,    etc. 

(b)  A  weekly  report  of  all  sales  of  each 
member  with  the  prices  and  the  names  of 
purchases. 

(c)  A  weekly  report  of  all  shipments  of 
each  member. 

(d)  A  monthly  inventor}'  of  stocks  of 
each  member. 

(e)  A  monthly  summary  of  the  price 
lists  of  each  member  and  thereafter  a 
notice  of  all  changes  therein. 

And  then  under  heading  3,  the  secre- 
tary was  to  send  out  monthly  market 
report  letters  setting  out  changes  in 
conditions,  both  in  production  and  in 
consumption,  and  giving  a  comparison 
of  production  sales,  and  in  general  an 
analysis  of  market  conditions.  And 
imder  heading  4,  there  were  to  be 
monthly  meetings  of  the  members  at 
which  an  opportunity  would  be  af- 
forded for  the  discussion  of  subjects  of 
interest  to  the  members.  This,  then,  is 
a  brief  outline  of  what  was  the  "paper 
plan"  adopted  by  the  association. 

As   to   the   reports   required   to   be 


made  by  the  members  of  the  associa- 
tion, the  court  says: 

.  .  .  plainly  it  would  be  very  difficult 
to  advdse  a  more  minute  disclosure  of 
everything  connected  with  one's  business 
.  .  .  and  very  certainly  only  the  most 
attractive  prospect  could  induce  any  man 
to  make  it  to  his  rivals  and  competitors. 

The  court,  however,  did  not  con- 
demn the  making  of  such  reports. 
After  pointing  out  the  entire  "paper 
plan"  adopted  by  the  association,  the 
comt  says  that  "this  plan  very  certain- 
ly constituted  an  organization  through 
which  agreements  actual  or  implied 
coiild  readily  be  arrived  at  and  main- 
tained if  the  members  desired  to  make 
them,"  but  again  the  com't  did  not 
condemn  the  plan.  It  merely  in- 
timated that  such  a  plan  could  readily 
be  availed  of  for  an  illegal  purpose. 

The  fact  that  an  elaborate  statistical 
bureau  might  be  used  to  an  illegal  end 
does  not  or  -will  not  result  in  its  condem- 
nation. Their  instrumentality,  ordi- 
narily used  for  la^^-ful  pm-poses,  may 
be  diverted  to  an  improper  or  illegal 
use.  And  so  I  come  right  back  again 
to  my  previous  statements  as  regards 
the  possessor  of  a  house,  kettle,  and 
automobile  in  being  a  lawbreaker 
merely  because  he  possesses  and  uses 
the  same.  The  coiul  plainly  recog- 
nized this  principle  when,  after  outlin- 
ing the  foregoing  "paper  plan  adopted 
by  the  association,"  it  pointed  out  that 
in  practice  three  important  additions 
were  made  to  it  and  it  was  the  result 
of  the  court's  scrutiny  of  these  three 
important  additions  that  led  to  the 
conclusion  that  the  "paper  plan" 
constituted  a  violation  of  the  law,  and 
so  that  the  entire  activities  of  the 
members  of  the  association  constituted 
a  combination  and  conspiracy  to  re- 
strict competition  in  production  and 
in  prices  and  that^this  resulted  in  a 
direct  and  undue  restraint  of  interstate 
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commerce.  In  other  words,  it  was  not 
so  much  the  fundamental  principles  of 
the  association  which  got  it  into 
trouble  as  it  was  the  misuse  of  those 
principles  by  the  secretary  and  mem- 
bers, and  the  "trimmings"  which  were 
added. 

We  must,  therefore,  look  to  these 
three  important  additions  or  "trim- 
mings" to  ascertain  what  were  the 
facts  from  which  the  court  inferred  a 
criminal  intent.  Upon  an  examination 
of  the  court's  opinion  we  find  that 
these  were: 

1.  Weekly  meetings  of  the  members  of 
the  association  with  very  hberal  discussions 
of  intimate  facts  as  regards  the  business  of 
each. 

i.  The  sending  out  of  questionnaires  to 
the  members  by  the  secretary  prior  to  these 
meetings,  soliciting  responses  from  the 
members  not  as  to  past  transactions  but  in 
the  nature  of  prognostication  as  to  the 
future  production  of  such  members  and  as 
to  the  contemplated  shut-down  of  their 
respective  mills,  and  as  to  their  view"s  of 
future  market  conditions  and  their  reasons 
therefor. 

3.  A  monthly  market  report  letter  to  all 
the  members  of  the  association,  prepared 
by  the  manager  of  statistics,  who  is  de- 
scribed as  an  expert  analyst,  of  which 
letters  the  court  said  they  were  "a  forecast 
for  the  future,  skilfully  prepared  to  the  end 
that  all  the  activities  of  the  members  would 
plainly  culminate  in  the  counsels  therein 
contaiued." 

The  court  further  found  that  the 
answers  of  the  members  to  the  above 
questionnaires  and  the  market  report 
letters  were  to  be  the  basis  of  the 
discussions  of  the  subjects  of  interest 
to  the  members  at  the  meetings  of  such 
members.  And  that  the  information 
and  prognostications  therein  contained 
were  to  be  co-ordinated  by  the  expert 
analyst  with  a  view  to  evolving  an 
attractive  basis  (even  if  unexpressed) 
for  co-operative  harmony,  with  respect 
to  futirre  prices.     And  the  court  fur- 


ther foimd  that  at  such  meetings,  the 
principal  topics  of  discussion  were  not 
past  events,  but  future  production  and 
future  prices,  and  that  the  whole 
purpose  evinced  in  such  discussions 
was  the  restriction  of  production  and 
the  enhancement  of  prices. 

Upon  these  facts  the  court  dis- 
credited the  claim  that  the  principal 
object  of  the  association  was  to  afford 
the  members  a  proper  knowledge  of 
past  events  upon  which  they  could 
predicate  their  individual  judgments; 
and  held  that  the  whole  of  the  ac- 
tivities of  the  members  of  the  associa- 
tion constituted  a  scheme  and  plan  for 
concerted  action  to  a  common  purpose 
which  was  restriction  of  production  and 
enhancement  of  prices.  This  the  court 
found  by  its  analysis  of  the  market 
report  letters  and  by  the  stenographic 
reports  of  the  discussions  at  the  meet- 
ings. It  is  plain,  therefore,  that  the 
acti%'ities  of  the  association,  in  so  far 
as  they  related  to  the  gathering,  com- 
pilation, and  distribution  of  statistics 
relating  to  past  transactions,  has  not 
in  and  of  itself  been  condemned  by  the 
court,  and  it  is  plain  that  if  this  feature 
was  removed  from  the  case  that  the 
decision  of  the  court  would  still  be  the 
same. 

As  soon  as  this  decision  was  handed 
do^-n  by  the  Supreme  Court  all  sorts 
of  wild  newspaper  articles  were  wTitten 
stating  that  the  decision  was  "the 
death  knell  of  trade  associations,"  and 
"that  business  was  shackled  by  the 
courts,"  and  "that  the  Sherman  Anti- 
trust Law  was  again  a  cudgel  in  the 
hands  of  the  Department  of  Justice;" 
and,  on  the  other  hand,  it  was  stated 
that  "mean  and  conspiring  business 
men  were  brought  to  book,"  and  that 
"trade  associations  were  invidious 
trusts,"  and  one  editorial  went  so  far  as 
to  state  that  "all  trade  associations 
are  pernicious."  Every  editor  in  the 
country  felt  that  he  had  to  wTite  an 
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editorial  on  the  subject,  and  the  less  he 
knew  about  it  the  more  he  -WTote. 
Secretaries  and  a  good  many  members 
of  these  trade  associations  developed 
indigestion,  and  lawyers  were  sought 
for  opinions.  The  Attorney-General 
received  many  letters  asking  him  for 
his  interpretation,  and  the  Secretary  of 
Commerce  was  urged  to  make  some 
statement.  A  horrible  Juggernaut  was 
fast  rolling  over  American  industry  and 
crushing  out  its  very  life. 

Well,  to  those  who  knew  anything 
about  trade  association  work  and  the 
federal  and  state  laws,  and  could  read 
English,  all  of  these  mental  peregrina- 
tions seemed  to  be  wholly  unnecessary. 
And  it  made  some  remember  that  old 
"chestnut,"  that  a  shot  bird  always 
flutters.  If  an  association  knew  what 
it  was  doing  and  what  it  could  do 
under  the  law,  why  should  it  be  un- 
duly concerned  over  such  an  obvious 
statement  of  facts  as  existed  in  this 
Supreme  Court  decision? 

Just  as  no  upright,  honorable  man 
needs  the  Ten  Commandments  to  tell 
him  what  is  morally  right,  so  no  trade 
association,  conducted  along  conscien- 
tious legal  lines  needed  any  statement 
or  reassurance  by  any  government 
ofiBcial  as  to  what  is  legally  right. 

A  man  in  his  heart  knows  very  well 
whether  or  not  he,  as  an  individual,  is 
breaking  the  moral  law,  or  as  a  member 
of  a  trade  association,  the  Sherman 
Antitrust  Law.  And  he  does  not  have 
to  be  a  Philadelphia  lawyer  to  know 
exactly  what  the  Sherman  Law  pro- 
hibits, which  is,  namely,  that  you 
cannot  conspire  to  fix  prices,  divide 
territory,  or  limit  production. 

However,  to  give  some  people  re- 
assurance or  a  mental  balm  to  quiet 
the  jangled  nerves  of  those  to  whom 
Atlanta  is  not  an  attractive  resort  for 
rest  and  recuperation,  the  correspond- 
ence between  the  Attorney-General, 
^Ir.  Harry  M.   Daugherty,   and  the 


Secretary  of  Commerce,  Mr.  Herbert 
Hoover,  was  finally  published.  And 
outside  of  the  Declaration  of  Inde- 
pendence, it  is  doubtful  whether  any 
other  documents  have  been  printed  so 
freely  by  everybody.  Each  associa- 
tion, each  newspaper,  each  information 
service — everybody  felt  that  it  was 
incumbent  upon  them  to  print  this 
correspondence  and  distribute  it  all 
over  the  country.  So  that  it  will  not 
be  necessary  to  quote  any  of  it  at  this 
time,  for  anyone  who  is  interested 
enough  in  this  subject  to  have  read 
this  article  thus  far,  has  seen  the  corre- 
spondence in  several  different  places. 

The  Federal  Trade  Commission 
refers  to  this  correspondence  as  "a 
general  charter  for  trade  associations." 
Charter — nothing!  They  had  better 
call  it  "a  halter"  for  an  association 
that  is  apt  to  get  wild  and  run  away. 
Trade  associations  are  not  in  any 
different  position  now  than  they  were 
a  year  ago.  The  law  has  not  changed 
and  the  legal  operation  of  these  associa- 
tions under  the  law  certainly  has  not 
changed.  And  any  trade  association 
that  has  been  going  along  and  waiting 
for  some  such  statement,  as  issued 
jointly  by  the  Department  of  Justice 
and  the  Department  of  Commerce 
through  this  correspondence,  is  a 
pretty  lame  duck,  and  had  better  get 
busy  and  employ  a  secretary  and 
lawyer  who  know  what  to  do. 

Now  to  give  a  brief  digest  as  to  ex- 
actly what  is  contained  in  this  corre- 
■spondence  which  the  Federal  Trade 
Commission  suggests  as  a  charter  for 
trade  associations.  The  facts  can  be 
divided  under  two  headings,  Illegal 
Acts  and  Permitted  Acts — which  are: 

Illeg.\l  Acts 

1.  Conspiracy  to  enhance  prices. 

2.  Conspiracy  to  curtail  production. 

3.  Conspiracy  to  suppress  competition. 

4.  Arbitrary   establishment   of   cost    of 
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production  or  of  cost  of  any  item  entering 
into  cost  of  production. 

5.  Adoption  of  uniform  trade-marks  or 
labels  to  be  used  by  natural  competitors 
who  are  members  of  the  same  association 
which  would  tend  to  result  in  the  same 
price  being  charged  for  all  articles  of  the 
same  class  bearing  identical  labels. 

6.  The  collection  of  credit  information 
for  the  purpose  of  establishing  blacklists. 

Permitted  Acts 

1.  Adoption  of  standard  cost  accounting 
systems. 

2.  Adoption  of  uniform  trade  phrases. 

3.  Adoption  of  standard  grades,  forms  of 
contracts,  machinery,  and  processes. 

4.  Collection  of  credit  information. 

5.  Placing  of  insurance  for  members. 

6.  Co-operative  advertising  and  use  of 
general  trade  promotion  phrases,  slogans, 
etc.,  such  as  "Made  in  Grand  Rapids." 

7.  Promotion  of  employees'  welfare, 
education,  etc. 

8.  Co-operative  management  of  legisla- 
tive questions  and  litigation. 

9.  Co-operative  action  to  promote  closer 
relations  with  the  government. 

10.  Collection  of  statistics  of  production, 
costs,  prices,  consumption,  and  distribu- 
tion, and  dissemination  of  reports  to  mem- 
bers and  to  the  public. 

11.  Compilation  from  members'  reports 
of  prices  received  on  closed  transactions  of 
consolidated  statements  giving  average 
prices,  these  to  be  made  public. 

The  question  now  arises  as  to  making 
these  facts  public.  ^Vhy,  of  course, 
they  should  be  made  public  in  so  far 
as  the  public  can  understand  them! 
That  is  just  where  some  trade  associa- 
tions slip  up;  they  attempt  to  conduct 
their  affairs  like  secret  societies  when 
there  should  be  nothing  secret  about 
what  they  do,  for  in  secrecy  always 
lies  the  temptation  to  do  something 
which  might  not  well  stand  the  light 
of  day.  Trade  associations  which  are 
conducted  along  legal  lines  are  in  no 
different  position  now  than  they  were 
before  this  decision. 


But  there  must  be  recognized,  as 
pointed  out  in  Justice  Brandeis'  dis- 
senting opinion,  the  fact  that  there  are 
certain  phases  of  the  Sherman  Law 
which  are  a  little  archaic  as  applied  to 
modern  business.  The  Sherman  Law 
was  passed  for  a  specific  purpose  of 
doing  away  with  monopolistic  trusts 
engaged  in  interstate  commerce  busi- 
ness and  there  are  many  state  laws 
which  accomplish  the  same  purpose  in 
intrastate  business.  The  Supreme 
Court,  in  the  Standard  Oil  case,  of 
course,  applied  the  rule  of  reason,  but 
even  this  rule  of  reason  does  not  sup- 
ply the  necessary  adjustments  which 
should  be  fundamentally  made  in  the 
Sherman  Law  to  allow  modern  business, 
expressing  itself  through  trade  associa- 
tions, to  function  as  fully  as  desired.  It 
is  very  doubtful  whether  any  change 
through  amendments  could  be  easily 
made  to  this  basic  law  and  it  is  most 
encouraging  to  see  the  Supreme  Court 
endeavoring  to  apply  the  law  con- 
structively for  American  business. 

The  American  Column  and  Lumber 
Co.  et  al.,  V.  United  States  case,  which  is 
the  Hardwood  case,  was  an  unfortunate 
example  of  the  activities  of  a  trade 
association  and  it  is  now  planned  to 
appeal  the  so-called  "  Linseed  Oil  case" 
in  which  Judge  Carpenter  of  Chicago 
rendered  his  liberal  decision  in  equity. 
When  this  case  is  argued  and  another 
decision  is  handed  down  by  the  Su- 
preme Court,  which  should  come 
sometime  this  year,  then  the  facts  as 
regards  the  activities  of  trade  associa- 
tions, may  be  better  understood  by 
those  who  are  in  doubt.  In  the 
meanwhile,  the  Department  of  Justice 
and  the  Department  of  Commerce  are 
taking  a  constructive  attitude  towards 
the  whole  matter  and  there  is  no  need 
for  any  anxiety  on  the  part  of  any 
trade  association  that  is  conducting 
itself  in  the  proper  way. 
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By  Roy  S.  MacElwee,  Author  of  "Ports  and  Terminal 
Facilities,"  and  Alfred  H.  Ritter,  Specialist  in  Transportation 
and  Port  Development.     291  pp.     Ronald  Press  Company 

Reviewed  by  Harry  Hereford  * 


The  authors  of  this  volume  have  per- 
formed a  service  in  presenting  in  an  orderly 
and  readable  manner  valuable  references 
and  much  information  concerning  the  pro- 
posed ship  channel.  Particularly  interest- 
ing and  valuable  are  the  statistical  charts 
showing  the  magnitude  of  the  industries  of 
the  region  tributary  to  the  Great  Lakes- 
St.  Lawrence  waterway. 

The  River  and  'Harbor  Act,  approved 
March  2,  1919,  requests  the  International 
Joint  Commission,  created  by  the  treaty 
between  the  United  States  and  Great  Brit- 
ain relative  to  boundary  waters  between  the 
United  States  and  Canada,  to  investigate 
what  further  improvement  of  the  St. 
Lawrence  River,  between  Montreal  and 
Lake  Ontario,  is  necessary  to  make  the 
same  navigable  for  ocean-going  vessels,  to- 
gether with  the  estimated  cost  thereof,  and 
to  report  to  the  government  of  the  Domin- 
ion of  Canada  and  to  the  Congress  of 
the  United  States  its  recommendation  for 
co-operation  by  the  United  States  with  the 
Dominion  of  Canada  in  the  improvement 
of  said  river.  The  formulation  of  definite 
conclusions  upon  the  questions  specified 
in  the  act  necessarily  involves  extensive 
study  and  investigation,  and  the  instruc- 
tions to  Colonel  W.  P.  Wooten,  Corps  of 
Engineers  for  the  United  States,  and  Mr. 
W.  A.  Bowden  for  the  Dominion  of  Canada, 
the  Investigating  Engineers,  prescribe  plans 
and  estimates  for  four  different  general 
schemes  or  methods  of  improvements  as 
follows : 

1.  By  means  of  locks  and  navigation  dams  in 
the  river. 

*  Industrial  Engineer,  Department  of  Labor, 
Canada. 


2.  By  means  of  locks  and  side  canals. 

3.  By  a  combination  of  the  two  preceding 
methods. 

4.  By  means  of  locks  and  power  dams. 

The  International  Joint  Commission  has 
held  hearings  throughout  the  country  and 
has  secured  a  vast  amount  of  information 
on  the  matter. 

The  volume  under  review  co-ordinates 
the  information  presented  at  the  hearings 
of  the  Commission  and  presents  very  fully 
this  information  with  additional  data  con- 
cerning the  possibility  of  the  United  States 
undertaking  the  proposed  improvement  in 
co-operation  with  the  Dominion  of  Canada. 
The  conclusions  drawn  by  the  authors, 
numbering  twenty-four,  are  placed  in  their 
logical  position  at  the  end  of  the  volume, 
although  many  readers  will  turn  to  them 
first.  They  are  models  of  conciseness  and 
the  twenty -fourth  item — "No  greater  op- 
portunity for  the  successful  development 
of  commerce  has  ever  been  offered  to  man- 
kind. The  advantages  cannot  be  regarded 
as  of  local  importance  only.  They  com- 
bine to  afford  more  favorable  opportunity 
for  expanding  our  trade  with  the  world,  and 
hence  must  be  regarded  as  of  interest  to 
every  citizen  of  the  land.  It  seems  clear 
that  the  time  has  come  when  we  can  no 
longer  safely  delay  the  opening  of  the 
Great  Lakes  to  the  commerce  of  the 
world.  .  .  ." — will  demonstrate  the  au- 
thors' earnestness. 

As  it  is  generally  recognized  that  where 
there  is  a  productive  interior,  ships  will 
proceed  as  far  inland  as  practicable,  and 
the  farther  inland  they  can  penetrate  the 
greater  is  the  relative  economy  and  the 
more  extensive  the  area  benefited,  and  as. 
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moreover,  the  possibilities  of  shipbuilding 
on  the  Great  Lakes  may  be  considerably 
extended  by  the  completion  of  such  a  water- 
way as  that  of  the  suggested  ship  channel, 
the  whole  subject  is  obviously  of  great  im- 
port. The  present;ition  of  such  a  wealth  of 
information  in  so  clear  and  readable  a  form 
places  those  who  would  otherwise  have  to 
do  an  infinite  amount  of  spadework  in 
studying  the  subject  in  its  different  phases 
under  an  obligation  to  the  authors. 

Important  chapters  are  those  dealing 
with  the  relation  of  transportation  to  the 
economic  life  of  the  nation;  transportation 


shortage  and  the  remedy  for  the  defects  in 
our  transportation  system;  cost  of  trans- 
portation between  upper  lake  ports  and 
Liverpool;  production  of  the  tributary  area; 
a  comparison  of  the  St.  LawTcnce  with  other 
ocean  routes;  tj-pes  and  sizes  of  vessels 
which  carry  the  world's  commerce;  study 
of  vessels  passing  through  the  Panama 
Canal;  the  problem  of  return  loads;  the 
grain  movement;  shipbuilding  on  the 
Great  Lakes;  water-power. 

In  the  face  of  such  a  useful  compilation, 
one  hesitates  to  breathe  a  protest  against 
the  omission  of  an  index. 


THE  INTERNATIONAL  PROTECTION  OF  LABOR 

By  Bcmtelle  Ellsworth  Lowe,  Ph.D.     xliii,  439  pp.     The  Maemillan  Company 
Reviewed  by  Leon  Rutledge  Whipple  * 


American  business  men  of  international 
mind — and  what  man  can  afford  to  live 
without  the  international  mind,  today.' — 
will  welcome  this  scholarly  survey  of  the 
movements  for  international  labor  legisla- 
tion, and  the  presentation,  as  exhibits,  of 
the  labor  agreements  that  have  resulted 
therefrom.  Here  is  the  complete  picture 
from  the  early  \nsions  of  L^topians  like 
Robert  Owen  to  the  recognition  of  the 
international  duty  toward  labor  in  Section 
XIII  of  the  Treaty  of  Versailles. 

It  is  all  in  all  an  encouraging  picture,  too. 
Progress  has  been  infinitely  slow  —  slower 
in  the  L^nited  States  than  anywhere  else 
inside  civilization,  says  the  author  —  but  it 
has  been  of  an  irresistible,  a  geologic,  cer- 
tainty. No  selfishness  of  individual  em- 
ployers, no  indifference  of  governments  and 
their  politicians,  no  temporary  folly  of  the 
workers  themselves,  has  stopped  the  pres- 
sure for  joint  action  to  protect  and  uplift. 

The  Introduction  proves  this  inevitable 
march  by  summarizing  the  four  separate 
factors  chiefly  contributory  to  the  single 
movement  for  international  labor  legisla- 
tion. These  are:  The  international  social- 
ists, the  trade  unions,  the  social  welfare 

•Member  of  the  Jo>iriiali8m  Faculty,  New  York 
University,  N'ew  York  City. 


workers,  and  the  governments.  Creative 
evolution  seems  to  prove  itself  when  it 
mixes  governments  and  those  against  the 
government  to  secure  after  a  century  of 
travail  the  noble  admission  that  nations  can 
co-operate  to  save  women  from  ruinous  toil, 
and  to  stop  the  death  toll  from  the  use  of 
white  phosphorus  in  match-manufacturing. 
After  a  chapter,  "The  Movement  De- 
fined," to  which  I  shall  return  as  the  key- 
note of  the  entire  work,  follow  two  historical 
chapters  on  "The  Genesis  of  the  Move- 
ment," and  "International  Labor  Confer- 
ences." While  these  appeal  chiefly  to  the 
teclmical  student,  they  contain  much  data 
that  will  give  the  practical  man  his  bearings 
in  this  field.  For  example,  he  may  be  led 
to  ask:  WTiy  has  the  Swiss  Republic  been 
able  to  contribute  so  much.'  —  or  perhaps 
he  will  ponder  the  significant  fact  that 
Germany  and  Scandinavia  have  been  chiefly 
concerned  with  the  insurance  of  labor 
against  the  risks  of  industry,  while  England 
and  the  United  States  have  been  most 
moved  toward  the  protection  of  women  and 
children  against  exploitation.  Is  it  the  old 
question  of  efficiency  versus  humanity.' 
Or  is  it  the  short  view  and  the  long  view 
of  the  single  problem  of  conserving  human 
resources? 
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At  least  the  American  reader  will  find 
himself  in  the  "international  mood"  to  con- 
sider the  very  impartial  weighing  of  the 
arguments  for  and  against  international 
labor  agreements  presented  in  Chapter  IV, 
"Pro  and  Contra."  The  author's  favor- 
able viewpoint  is  made  very  clear,  but  he 
does  not  dodge  the  practical  questions,  such 
as — the  necessity  for  making  exceptions  for 
certain  nations  whose  differences  in  popula- 
tion, geographic  environment,  or  constitu- 
tional systems  demand  special  considera- 
tion. He  concludes  with  an  admirable 
brief  to  prove  that,  taking  the  actual  work- 
ings of  agreements  already  entered  upon, 
"however  formidable  certain  objections  to 
the  movement  may  seem,  no  one  of  them  is 
insurmountable."  The  conventions  can  be 
enforced,  and  they  help  the  laborer,  the 
employer,  the  nation,  and  the  world. 

The  case  for  America  is  presented  in 
Chapter  V.  The  comparison  with  Euro- 
pean achievements,  is  not,  I  must  say 
frankly,  drawn  with  quite  the  judicial  calm 
that  helps  the  preceding  sections.  We  are 
told  that  three  things  stood  out,  in  1910,  in 
the  general  regulation  of  labor  in  Europe: 

1.  A  clear  recognition  by  governments  of  the 
need  of  protection  for  industrial  populations; 

2.  A  definite  and  well-organized  attempt  on 
the  part  of  the  governments  to  meet  that  need; 

3.  International  co-operation  to  supplement 
national  shortcomings. 

But  here  "were  forty-eight  competing 
industrial  countries  .  .  .  fully  a  generation 
behind  Europe."  The  indictment  is  sup- 
ported by  facts : 

Only  three  States  of  the  forty-eight  had  any 
workmen's  compensation  laws. 

The  annual  social  and  economic  loss  of  em- 
ployees' sickness  was  estimated  at  over  $770,- 
000,000  while  the  estimated  cases  of  disease 
totaled  over  13,000,000,  causing  the  loss  of  over 
280,000,000  days  of  productive  work. 

Yet  little  was  being  done  to  correct  these 
grave  conditions.  Three  things  were  essen- 
tial: 

First,  gathering  vital  statistics  upon  which  to 
base  successful  legislation;  secondly,  developing 
the  science  of  precise  and  appropriate  labor  law; 
and  thirdly,  emploj-ing  an  efficient  inspectorate 
in  conjunction  with  a  carefully  WTought  out 
scheme  for  enforcing  the  law. 


For  the  first  point,  we  are  told  only  14 
of  the  states  required  any  systematic  re- 
porting of  accidents  at  all ;  and  no  scientific 
compilation  or  use  of  statistics  had  been 
attempted.  On  the  second,  a  certain  state 
oflBcial  declared  that  the  factory  laws  had 
"not  passed  beyond  a  fairly  primitive 
state."  Thirdly,  our  inspectors  were  un- 
trained, and  inadequate  in  number,  and 
frequently  appointed  by  the  political  spoils 
system.  The  courts,  moreover,  had  re- 
fused aid  because  of  an  allegiance  to  the 
ancient  constitutional  interpretation  of 
"freedom  of  contract."  Finally,  there 
was  no  attempt  at  uniformity  among  the 
states. 

The  reader  rejoices  after  this  indictment 
to  read  that,  since  1910,  the  "period  con- 
tains a  record  of  splendid  achievement  in 
the  protection  of  America's  industrial 
labors." 

This  record  includes  the  work  of  the 
American  Association  for  Labor  Legisla- 
tion; the  extension  of  compensation  laws 
from  3  to  33  states;  and  the  use  of  national 
taxing  power  to  destroy  the  deadly  phos- 
phorus match.  The  record  is  fresh  enough 
in  these  last  years  to  need  no  emphasis,  save 
to  draw  attention  to  the  rapid  progress 
toward  the  correction  of  the  evils  here 
noted. 

This  progress  leads  the  author  to  what  is 
perhaps  his  most  striking  generalization: 

By  virtue  of  the  place  that  the  United  States 
now  is  assuming  in  the  family  of  nations,  we  may 
be  sure  that  it  will  be  found  increasingly  neces- 
sary to  regulate  American  labor  conditions  ac- 
cording to  international  standards. 

Part  II  is  made  up  of  a  detailed  study  of 
the  Conventions  Signed  at  Bern  respecting 
the  use  of  white  phosphorus  and  limitation 
of  night  work  for  women;  and  a  resume  of 
the  various  bi-partite  and  poly-partite 
labor  treaties.  Of  wide  usefulness  are  the 
accompanying  exhibits  in  appendices  of 
actual  "Labor  Law  Internationally  En- 
acted," and  "Labor  Resolutions  Interna- 
tionally Subscribed."  There  is  a  final 
supplement  on  the  Organization  of  the 
League  of  Nations'  work  for  International 
Labor,  with  the  Conventions  and  Recom- 
mendations of  the  meetings  in  Washington 
in  1919,  and  in  Genoa  in  1920. 
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All  in  all  this  is  a  complete  book,  a  wise 
book,  and  an  inspiring  book.  It  does  not 
solve  every  problem,  but  it  does  not  make 
such  an  attempt.  It  does  show  the  origin 
and  growth  of  a  great  world  movement, 
and  lists  very  concretely  the  achievements 
tlius  far.  It  goes  beyond  to  suggest  hopeful 
avenues  of  approach  from  labor's  side  to 
the  tangled  international  relations  of  this 
day.  Its  most  profound  pages  are  those 
in  which  the  movement  is  defined  in  Chap- 
ter I. 

Here  Dr.  Lowe  faces  bravely  the  essen- 
tial dilemma  of  labor  protection:  (1) 
Fail  to  protect  labor  and  ultimately  ruin 
industry;  (2)  protect  labor  and  lose  indus- 
trial prestige.  This  seems  a  hard  choice, 
that  between  neglect  wliich  results  in  "the 
destruction  or  serious  impairment  of  the 
efficiency  of  the  labor  force  by  which  the 
very  foundations  of  national  industry 
itself  are  undermined";  and,  on  the  other 
hand,  the  passage  of  protective  laws  where- 
after "if  other  nations  do  not  do  likewise, 
the  humane  nation  is  easily  outclassed  by 


unscrupulous  competitors  and  falls  behind 
in  the  industrial  race." 

The  answer  is  in  international  agree- 
ments of  impartial  application  to  each 
competing  nation.  The  author  believes  in 
the  humane  choice,  for  "loyalty  to  labor 
and  to  humanity  will,  in  the  long  run,  be 
found  entirely  compatible  with  loyalty  to 
national  industry." 

The  entire  book,  therefore,  is  an  appeal 
for  the  "long  run"  view,  for  the  thought  of 
coming  generations  —  and  with  one  final 
and  beautiful  quotation  I  leave  the  reader  to 
find  in  himself  the  hopeful,  the  expectant, 
vision,  not  the  lure  of  an  extra  profit  for 
today. 

^^'llether  small  or  great,  old  or  young,  a  coun- 
try's powers  of  endurance  in  the  industrial  race 
are  guaranteed  by  the  conservation  of  its  labor 
force  even  to  the  third  and  fourth  generation. 
Real  patriotism  looks  beyond  the  present  mo- 
ment. The  legacy  of  a  healthy  ancestry  con- 
stitutes the  moral  right  of  posterity.  Protection 
of  labor  is  necessary  to  national  perpetuity  plus 
industrial  vitality. 


ECONOAOCS  FOR  THE  ACCOUNTANT 

By  Kemper  Simpson,  Ph.D.  Formerly  lecturer  in  Johns 
Hopkins  University  and  Economist  in  the  Federal  Trade 
Commission,     viii,  206  pp.     D.  Appleton  and  Company 
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No  attempt  is  made  by  the  author  of 
this  book  to  tell  accountants  all  about 
economics,  nor  does  it  aim  to  present  the 
organized  principles  of  accounting  to  the 
economist,  although  the  latter,  no  doubt, 
could  profit  in  the  reading  as  much  as  the 
former.  Only  such  topics  are  selected  for 
consideration  as  hold  more  or  less  common 
interest  for  both  sciences.  They  are  pref- 
aced, however,  by  several  chapters  of  ele- 
mentary economics  by  way  of  foundation. 

In  general  it  may  be  said  that  the  book 
does  not  effect  a  reconciliation  upon  de- 
batable points.    But  that  is  not  expected 
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because  the  points  of  ^^ew  in  the  two  fields 
are  necessarily  so  very  different.  The 
economist  studies,  among  other  things,  the 
social  effect  of  man's  pursuit  of  profits, 
while  the  accoimtant  studies  only  the  effect 
of  the  same  j)ursuit  of  profits  upon  the 
individual  busini'ss  concern.  Yet  any 
attempt  to  place  before  each  party  the 
other's  point  of  view  deserves  the  considera- 
tion of  both. 

About  the  accountant's  need  for  eco- 
nomics the  author  has  this  to  say : 

The  accountant  has  developed  from  a  mere 
keeper  of  records  into  an  interpreter  of  those 
records.  The  producer  relies  on  his  accountants 
for  all  those  facts  that  he  needs  in  determining 
his  business  policies.    But  it  must  be  remembered 
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that  the  producer  is  not  working  alone;  he  is 
functioning  in  a  complex  economic  organization, 
and  it  is  the  accountant's  business  to  under- 
stand the  economic  relations  of  his  employer.  .  .  . 
The  producer  has  contact  with  the  market  in 
which  there  are  other  producers  and  consumers; 
he  also  has  contact  with  capitalists  and  laborers. 
The  accountant  must  know  something  of  the 
intricate  system  in  which  his  employer  functions. 

The  author  no  doubt  has  in  mind,  though 
he  does  not  quite  say  it,  that  what  the  ac- 
countant stands  to  gain  from  economics  is 
such  a  better  understanding  of  the  business 
man's  various  problems  of  management, 
that  he  (the  accountant)  will  be  the  better 
prepared  thereby  to  act  as  an  "interpreter" 
of  the  financial  statements. 

Economics  does  not  give  accounting 
much  assistance  except  in  its  interpretative 
aspects,  and  it  is  not  too  much  to  say  that 
the  bulk  of  practical  accounting  work  does 
not  reach  the  full  interpretative  stage  in 
the  hands  of  the  accountant.  Perhaps  that 
is  not  as  it  ought  to  be;  if  not,  economics 
can  go  a  long  way  toward  correcting  it. 
Economic  theory,  if  joined  with  applied 
economics  such  as  corporation  finance, 
taxation,  credit,  etc.,  can  without  question 
give  the  accountant  a  deeper  understanding 
of  business  and  a  wider  vision  of  its  admm- 
istrative  problems.  With  that  background, 
few  indeed  would  be  better  interpreters  of 
business  and  advisers  to  executives  than 
the  accountant. 

The  author,  himself  an  economist,  readily 
agrees  that  his  science  also  may  learn  from 
the  other.    In  his  first  chapter  he  says : 

The  accountant  usually  studies  the  individual 
business,  whereas  the  economist  studies  all  busi- 
nesses and  their  inter-relations.  .  .  .  It  is  society 
as  consumer  and  society  as  producer  that  the 
economist  considers  .  .  .  but  the  economists 
have  been  so  busy  studying  society  and  business 
collectively  that  they  have  neglected  to  consider 
the  science  of  business  from  the  individual  pro- 
ducer's point  of  view.  .  .  .  The  accountant  is 
working  at  the  heart  of  economic  realities  and  he 
sees  facts  and  truths  that  the  economist  may  be 
too  much  in  the  clouds  to  recognize. 

In  reading  this  little  work,  both  the 
economist  and  the  accountant  will  find 
much  that  is  elementary  in  his  own  field, 
and  each  will  no  doubt  think  some  of  the 
discussions  in  the  other's  field  obscurely 


theoretical.  In  this  last  respect  the  econ- 
omist reader  will  probably  be  the  less 
affected,  because  the  depths  of  accounting 
theory  are  not  reached;  but  the  accountant, 
on  the  other  hand,  being  a  practical  man  in 
spite  of  the  author's  declaration  that  he  is 
"the  producer's  boolckeeper  turned  phi- 
losopher," is  unlikel.y  to  respond  with  a 
lively  interest  to  highly  theoretical  (or 
philosophical)  discussions  such  as  the  rela- 
tive merits  of  the  risk  theory  and  the 
"productivity"  theory  of  profits. 

To  the  public  accountant  the  special 
fields  of  applied  economics  are  likely  to 
seem  more  helpful  to  his  problems.  Cor- 
poration finance,  for  example,  could  be 
constantly  drawn  upon  when  advising 
with  clients.  But  this  and  other  phases  of 
applied  economics  such  as  banking  and 
credit,  taxation,  business  cycles,  etc.,  are 
purposely  omitted  from  this  little  book  so 
the  discussion  may  be  confined  entirely  to 
pure  economic  theory.  Many  readers  will 
regret  that  the  book  was  not  made  larger 
so  the  relation  of  these  interesting  topics  to 
accounting  might  have  been  included.  But 
since  it  was  not,  there  is  stiU  something  to 
be  done  by  writers  equipped  with  both 
economics  and  accounting  and — one  is 
tempted  to  add — law. 

The  chapter  on  "Consumption  and  Pro- 
duction" contains  the  familiar  topics  of 
elementary  economics  and  need  detain  no 
one  acquainted  with  the  principles  of  the 
science.  The  same  may  be  said  of  the 
chapters  on  "Distribution,  Price  and 
Demand,"  "Price  and  the  Medium  of 
Exchange,  Competition,  Taxation."  The 
discussions  are  necessarily  brief;  almost  any 
college  text  will  suffice  for  more  lengthy 
ones. 

These  chapters  are  straightforward  eco- 
nomics without  much  correlation  with 
accounting  as  such,  although  the  opportu- 
nity to  make  direct  contacts  exists  in  abun- 
dance. It  would  have  been  interesting,  for 
example,  to  have  had  well  selected  com- 
parative financial  statements  presented  to 
show  how  readilj-  accounting  can  exhibit 
the  approach  of  a  period  of  diminishing 
returns  as  the  business  expanded.  Again, 
in  connection  with  the  discussion  of  the 
evils  of  changing  price  levels,  it  would  have 
interested  the  accountant  to  read  something 
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about  the  effect  of  variations  in  the  pur- 
chasing power  of  money  upon  balance 
sheet  interpretation,  or  some  of  the  argu- 
ments for  and  against  original  cost  and 
replacement  cost  as  a  basis  of  inventory 
valuation.  In  times  of  rising  prices  busi- 
ness men  arc  sorely  tempted  to  use  replace- 
ment costs;  and  certain  trade  journals  have 
even  given  space  to  the  subject. 

Another  opportunity  to  connect  eco- 
nomics and  accounting  directly  is  afforded 
on  page  85.    The  author  states: 

Capital  not  only  enables  the  producer  to  obtain 
the  fixed  capital  goods  necessary  for  production, 
but  it  supplies  him  \^^th  the  means  of  paying  his 
costs,  raw  materials,  interest,  rent,  and  wages, 
before  he  realizes  anything  from  the  sale  of  his 
finished  product. 

Here  is  an  opening  for  showing  an  eco- 
nomic justification  for  the  report  form  of 
income  statement.  Usually  the  "form" 
of  a  statement  is  tliought  of  as  merely  a 
customary  arrangement  of  data  for  con- 
venience. But  if  the  outline  shows  real 
logic,  it  must  rest  upon  some  theory  or 
philosophy.  The  theory  of  the  income 
statement  is  essentially  economic. 

Briefly,  it  is  this:  Out  of  the  capital 
contributed  by  the  owner  and  borrowed, 
the  business  advances  to  others  the  price  of 
the  materials,  se^^•ice.s,  and  other  expenses 
used,  expecting  to  recoup  those  outlays 
from  the  proceeds  from  sales.  It  is  the 
function  of  the  income  statement,  by  suc- 
cessive deductions  from  sales,  to  show  in 
an  organized  way  the  extent  by  which  the 
sales  were  sufficient  to  recoup  one  after 
another  of  the  several  classes  of  outlays. 

The  accountant,  at  least  the  one  in 
public  practice,  will  probably  feel  that  the 
breadth  of  his  service  is  slightly  underrated 
in  Chapter  III  where  the  author  holds  the 
accountant's  problems  to  be  merely  the 
presentation  of  a  Balance  Sheet,  Profit  and 
Loss  Account,  and  Cost  Statement.  He 
will  probably  skip  over  the  first  half  of  the 
chapter  on,  "The  Elements  of  Accounting 
Cost,"  rather  lightly  as  quite  familiar,  but 
in  the  second  half,  under  the  designation, 
"Joint-Costs,"  he  will  pause  to  read  the 
carefully  considered  analysis  of  by-product 
costs  for  the  economist's  point  of  view  it 
contains.     The  conclusions,  however,  are 


not  different  from  those  generally  accepted 
in  the  profession  and  usually  incorporated 
in  cost  accounting  texts. 

Perhaps  the  most  moot  question  upon 
which  economists  and  accountants  have 
taken  sides  is  in  regard  to  including  in- 
terest on  investment  in  the  cost  of  produc- 
tion. This  question  is  considered  in  this 
book  as  a  p.art  of  three  chapters  and  in  an 
appendix.  The  general  conclusion  is  that 
interest  must  be  a  part  of  cost,  to  which 
most  accountants  will  take  exception. 

The  basis  of  the  discussion  is  laid  in  the 
definitions  of  cost.  Economic  cost  is  held 
to  be  "the  sacrifices  made  in  the  process  of 
obtaining  satisfactions";  accounting  costs 
are  defined  as  "all  of  the  entrepreneur's 
necessary  expenditures  or  sacrifices  in  pro- 
duction which  are  not  dependent  upon  the 
consummation  of  the  sale  of  the  product." 

Accountants  are  likely  to  agree  in  general 
with  this  definition  of  accounting  cost 
except  for  the  term  "sacrifices."  But  that 
phrase  is  very  essential  to  the  economist's 
concept.  That  word  alone  sweeps  interest 
into  the  definition  and  thus  into  the  cate- 
gory of  cost. 

It  comes  about  in  this  way.  One  may 
say  that  the  act  of  investing  in  his  own 
business  precludes  the  earning  of  interest  by 
loaning  that  money  in  the  money  market. 
The  interest  which  one  could  have  thus 
earned  is  "sacrificed"  —  sacrificed  in  the 
sense  that  it  is  given  up  in  favor  of  the 
chance  of  other  possible  returns.  To  the 
economist,  "sacrifice"  is  equivalent  to 
"cost,"  hence  interest  sacrificed  is  interest 
cost.  If  the  accountant  accepts  the  defini- 
tion as  stated,  he  must  logically  admit 
interest  as  a  cost;  if  he  insists  upon  its 
exclusion,  the  economist  cannot  logically 
show  interest  as  a  cost  under  the  amended 
definition. 

There  is  an  interesting  possibility  de- 
veloped in  following  this  sacrifice  theory  of 
cost  a  step  further.  According  to  such  a 
^^ew,  a  new  plant,  fully  equipped  but  idle, 
would  be  piling  up  production  costs  against 
the  beginning  of  operations  through  the 
accumulation  of  interest  sacrificed.  These 
costs  would  be  added  to  the  product  when 
operations  begin.  No  cost  accountant  will 
be  likely  to  agree  that  it  costs  more  to 
bring  the  finished  product  into  being  merely 
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because  the  plant  was  completed  too  soon 
and  stood  idle  for  some  time,  though  he 
will  be  ready  enough  to  admit  that  the 
investors  "lost  money"  in  the  sense  that 
they  did  not  make  what  they  might  have 
made  under  other  circumstances. 

But  the  accountant  is  ready  to  go  even 
further  than  disallowing  as  a  cost  a  charge 
for  interest  which  might  have  been  earned. 
He  is  saj'ing  in  many  industrial  plants  to- 
day that  some  of  the  actual  cash  expendi- 
tures for  overhead  should  not  be  taken  up 
as  part  of  the  cost  of  production.  AMiere  a 
normal  burden  rate  is  used,  there  will  be 
some  actual  expenditures  for  indirect  ex- 
pense in  times  of  slack  production  which 
will  be  taken  up  as  a  profit  and  loss  charge 
rather  than  a  charge  to  the  product. 

Between  the  economist  and  the  account- 
ant there  is  a  fundamental  difference  in  the 
very  concept  of  cost  itself  and  one  is  in- 
clined to  doubt  if  any  shifting  about  of 
definitions  will  ever  bring  them  into  agree- 
ment. They  simply  do  not  think  alike. 
In  the  accountant's  mind  costs  are  in- 
separably associated  with  actual  benefits 
conferred  upon  production.  The  product 
is,  by  mental  imagerj',  almost  an  animate 
thing,  growing  and  expanding  as  it  proceeds 
through  the  technical  processes,  feeding 
upon  costs  much  as  a  plant  feeds  upon 
moisture  and  sunshme.  Nothing  is  "cost" 
which  does  not  contribute  substance  or 
assistance  to  that  growth. 

The  economist  must  recognize  also  when 
he  recommends  interest  as  a  cost  that  while 
the  principles  of  economics  may  not  be 
open  to  review  by  the  law  courts,  the 
application  of  those  principles  to  business 
by  the  accountant  is  often  subject  to  close 
judicial  scrutiny.  And  it  is  the  calculation 
of  costs  and  profits  which  most  often  comes 
up  for  review. 

The  accountant  sees  in  this  matter  of 
interest  iis  a  cost  a  possibilitj'  of  permitting 
an  impairment  of  the  capital  fund  under 
some  circumstances,  and  he  will  carefully 
avoid  all  practices  which  might  obscure  the 
real  nature  of  the  dividend  both  in  order  to 
protect  the  directors  from  liability  and  the 
creditors  from  unlawful  loss  through  the 
impairment  of  capital. 

It  is  a  matter  of  law  that  dividends  are 
paj-ablo  only  out  of  profits,  and  be  it  noted, 


it  is  the  court  that  determines  what  shall 
constitute  profits.  If  dividends  are  not 
paid  out  of  profits,  they  are  paid  out  of 
capital  to  the  detriment  of  the  creditors, 
and  the  creditors  trust  this  artificial  cor- 
porate being  having  a  limited  liability  only 
because  of  the  security  afforded  by  an 
unimpaired  capital  fund.  The  account- 
ant believes  that  it  is  his  duty  to  bear  in 
mind  the  rights  of  all  parties,  creditors  as 
well  as  owners. 

Mr.  Simpson  recommends  (Page  188) 
that  interest  on  investment  be  credited  to 
the  stockliolder's  personal  account  when 
charged  to  cost,  but  the  courts  would  un- 
doubtedly hold  such  credit  to  be  in  the 
nature  of  a  dividend.  If  by  any  chance 
there  were  no  operating  profits  —  no  source 
of  dividends  except  these  "interest"  cred- 
its —  the  dividend  would  surely  be  ruled 
as  paid  out  of  capital.  Such  a  situation, 
all  concerned  emphatically  wish  to  avoid. 
So  even  if  he  were  to  grant  the  econo- 
mist's definition  of  cost  as  a  sacrifice,  and 
the  advisability  of  considering  interest  in 
comparing  separate  industries  and  all  the 
rest  of  it,  the  accountant  would  still  be 
unlikely  to  apply  the  theory  in  the  balance 
sheet,  at  least  until  it  was  kno-^Ti  to  be 
acceptable  to  the  courts  and  to  the  Federal 
Treasury  Department  as  well  as  to  the 
economists. 

A  general  view  of  the  book  shows  that 
such  accounting  as  is  given  is  usually 
sound  from  the  accountant's  point  of  view, 
except,  perhaps,  interest  as  cost.  In  nu- 
merous places,  however,  there  seems  to  be 
a  tendency  to  write  dowTi  to  the  reader's 
understanding,  a  procedure  which  seems 
unnecessary  since  the  readers  appealed  to 
are  presumably  the  accountant  of  experi- 
ence and  the  active  business  man  rather 
than  the  college  freshman.  More  illustra- 
tions drawn  from  the  business  world  would 
be  very  acceptable,  together  with  fewer 
explanations  based  upon  Robinson  Crusoe 
and  his  desert  island.  Repeated  references 
to  subsequent  pages  and  chapters  are 
likely  to  give  some  readers  the  feeling  that 
the  facts  are  not  completely  marshaled,  or 
to  disturb  the  flow  of  thought  by  leading 
one  to  look  ahead.  Citing  back  rather  than 
forward  or  omitting  cross  references  alto- 
gether would  ha\'e  been  belter. 
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Being  a  small  book,  it  is  necessarily  not 
exhaustive,  but  any  attempt  to  correlate 
two  such  fundamentals  of  business  as 
economics  and  accounting  is  most  com- 
mendable. Perhaps  others  may  be  en- 
couraged to  work  at  the  problem.  The 
recommended  procedure  would  be  for  some 
economist  who  is  well  trained  in  accounting 


to  write  a  complete  economic  text  in  the 
light  of  his  understanding  of  accounting; 
and  for  an  accoinitant  well  groimded  in 
economics  to  write  an  accounting  book  in 
the  light  of  his  understanding  of  eco- 
nomics. Then  accountants,  economists, 
and  business  executives  should  study  both 
books. 
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There  is  no  phase  of  the  financial 
organization  which  needs  more  explaining, 
or  about  which  so  little  is  understood  as  in 
the  case  of  the  stock  market. 

It  is  for  this  reason  that  the  books  on  the 
subject  are  vitally  necessary;  so  that  the 
vast  public  may  be  educated  to  a  thorough 
knowledge  of  the  subject  and  made  to 
realize  the  vital  necessity  of  the  organized 
market  for  stocks.  It  is  peculiar  that 
there  are  learned  business  men  in  the 
financial  district  who  believe  it  possible  to 
do  away  with  a  stock  market.  It  is  rather 
discouraging  to  think  that  the  superintend- 
ent of  schools  of  a  large  New  York  suburban 
community  should  casually  remark  to  the 
writer:  "I  thought  that  by  this  time  the 
New  York  Stock  Exchange  would  be 
abolished."  In  the  February  issue  of 
Administration  J.  Edward  Meeker  pointed 
out  the  relation  between  the  stock  exchange 
and  the  business  executive,  and  the  article, 
though  admirably  presented,  seemed  as 
though  it  might  be  superfluous  for  an 
average  executive,  while  in  reality  it  must 
have  opened  a  hitherto  unknown  field  of 
thought  for  thousands  of  these  executives. 

Because  of  this  fundamental  ignorance  of 
both  the  economic  and  practical  factors 
connected  with  the  stock  market,  any  book 
on  the  subject  is  of  great  interest  to  those 
who  are  acquainted  with  the  machinery. 
The    desire    on    the   part    of    those    who 
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appreciate  and  realize  the  necessity  for 
organized  stock  markets,  to  disseminate  this 
knowledge  to  the  4,000,000  share- and  bond- 
holders in  this  country,  is  very  strong. 
The  further  desire  to  properly  inform  some 
of  the  rest  of  the  96,000,000  inhabitants 
is  even  stronger.  Therefore  when  a  new 
presentation  of  the  subject  is  made,  as  in 
the  case  of  Professor  Huebner's  book,  it 
is  certainly  of  great  value  to  discover 
whether  or  not  he  has  "put  over"  his  sub- 
ject. 

Dr.  S.  S.  Huebner  is  Professor  of  In- 
surance and  Commerce  at  the  University 
of  Pennsylvania,  and  is  the  author  of  many 
important  texts,  especially  relating  to 
insurance.  He  is  also  accredited  with  the 
outline  of  the  Investment  Bankers  Associa- 
tion entitled  "Course  in  Stock  Exchange 
Business."  His  researches  into  the  avail- 
able data  on  the  subject  are  unquestionably 
careful  and  thorough.  His  own  knowledge 
of  the  subject  is  certainly  clear  and  concise. 
In  the  instance  of  his  present  book  he  is 
painstaking  and  as  careful  as  possible,  but 
he  has  produced  a  book  which  is  really 
betwixt  and  between. 

In  the  first  place  the  examination  of  the 
machinery  of  the  stock  market  is  made 
with  regard  to  the  separate  parts  and  not 
of  the  whole.  These  distinct  parts  arc 
examined  and  set  forth  with  care  and  with 
regard  to  the  latest  writings  and  statistics. 
For  example,  the  chapter  on  the  "Slock 
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Exchange  Clearing  Houses"  contains  the 
recent  changes  and  the  most  recent  statis- 
tics. The  chapter  on  "Listing  of  Se- 
curities" shows  that  something  more  than 
the  reading  of  the  works  of  others  has  been 
done.  But  the  individual  parts  of  the 
machinery  are  not  hitched  together  so  as  to 
form  what  the  Moving-Picture  Industry 
calls  "Continuity."  The  book  is  simply 
not  convincing  and  reminds  one  of  the  old- 
time  algebras  which  contained  problems 
without  the  formulae  for  solving  or  the 
answers  to  prove  that  a  correct  solution  has 
been  found. 

The  purpose  of  a  book  of  this  sort  is  to 
satisfy  a  requirement  on  the  part  of  mem- 
bers of  the  stock  market  profession, 
students  in  a  school  of  commerce,  or  the 
great  body  of  investors  and  speculators. 

So  far  as  the  members  of  the  stock  mar- 
ket profession  are  concerned  there  is  nothing 
presented  which  is  new  or  which  is  not 
already  to  be  found  either  in  other  books  or 
La  the  official  data  connected  with  exchange 
procedure.  As  members  of  the  profession 
are  for  the  most  part  too  busy  to  read  an 
encyclopedic  presentation  and  a  summary, 
the  usefulness  of  the  book  to  them,  except 
in  isolated  instances,  is  rather  negative. 
As  a  text  for  students  there  is  more  practica- 
bility than  in  any  other  case  for  use.  But 
even  here  it  is  doubtful  if  a  proper  con- 
tinuity outline  or  syllabus  could  be  devised 
for  teaching.  The  book  is  divided  into 
four  parts  with  subdivisions  of  chapters. 
These  parts  are  partly  continuity,  in  title, 
but  not  in  actuality.  They  are  called 
"Services  Rendered  by  the  Organized 
Stock  Market,"  "Organization  and  Opera- 
tion of  the  Market,"  "Factors  Affecting 
Security  Prices  and  Values,"  and  "Legal 
Principles  Governing  the  Stock  Exchange 
Business."  One  can  readily  appreciate  the 
difficulty  of  the  author  if  he  had  tried  to 
treat  the  subject  entertainingly  and  with 
more  cohesion. 

In  the  first  part  the  author  misses  many 
important  functions  of  the  organized  stock 
market  such  as  making  corporate  securities 
more  negotialile  for  collateral;  carrying  the 
surplus  production  over  into  consumption; 
and  segregating  the  risks  of  industry  and 
trade.  On  the  other  hand,  he  lists  as  an 
economic  function  that  the  "odd  lot  dealer 


is  enabled  to  operate."  This  last  appears 
to  the  writer  as  one  of  the  functions  of  the 
present  stock  exchange  method  which  is 
open  to  the  greatest  condemnation  on  the 
part  of  critics  and  which  has  caused  many 
gray  hairs  to  grow  on  the  heads  of  members 
of  the  governing  board.  In  his  discussions 
on  "the  protection  of  the  holders  of  se- 
curities and  harmonizing  quoted  prices  and 
actual  values,"  and  also  "directing  the 
flow  of  capital  from  unprofitable  to  profit- 
able channels,"  the  author  has  touched  on 
two  of  the  important  functions  but  has  not 
been  able  to  reach  the  vital  features  as 
applied  to  practical  problems. 

The  second  part  of  the  book  dealing  with 
the  operation  of  the  market  is  perfectly  clear 
to  the  reviewer,  but  it  is  doubtful  if  it  could 
be  followed  by  the  student  without  assist- 
ance from  the  teacher,  or  could  be  under- 
stood by  the  lay  reader.  On  page  173, 
illustrating  the  "Operation  of  the  Short 
Sale,"  the  example  given  starts  off: 

On  October  1,  a  customer  orders  his  broker  X 
to  sell  short  for  him  on  the  New  York  Stock 
Exchange,  regular  way,  100  shares  of  a  given 
stock  at  75  (par  value  of  shares  $100).  The 
order  is  executed  at  this  price,  the  shares  being 
sold  to  broker  Y.  The  customer  agrees  to  pro- 
tect the  broker  with  a  margin  of  10  points,  and 
fm'ther  agrees  to  keep  this  margin  good. 

Broker  X  borrows  the  shares  from  another 
broker  A,  but  on  October  8,  A  asks  to  have  the 
loan  discontinued.  During  the  week  of  Oc- 
tober 1  to  October  8,  call  money  in  New  York 
rules  at  3  J  per  cent  and  the  stock  rises  gradually 
to  86. 

On  October  8,  X  borrows  the  stock  from  B. 
On  October  9,  call  money  rises  to  5  per  cent,  and 
on  October  10,  to  6  per  cent.  On  October  11, 
the  stock  sells  ex-dividend  $100  a  share.  The 
stock  in  the  meantime  has  decHned  to  80. 

On  October  14,  B  asks  for  the  return  of  the 
securities  and  X  enters  into  a  loan  transaction 
with  broker  C.  Call  money  is  still  ruling  at  4 
per  cent.  On  October  15,  an  assessment  of  $10 
a  share  becomes  due  (the  stock  not  being  full 
paid). 

By  October  21,  the  stock  has  declined  to  78 
and  on  that  date  the  broker  closes  the  trans- 
action at  this  price,  the  customer  having  given 
an  order  to  this  effect. 

This  is  the  problem.  For  four  and  one- 
half  pages  more  the  author,  in  close  para- 
graphs, describes  each  step  thorouglily  and 
really  accurately,  but  so  far  as  the  lay- 


April 
1022 


REVIEWS  OF  BUSINESS  BOOKS 


503 


reader  is  concerned,  by  October  22,  said 
reader  has  either  gone  into  a  long  shnnbcr 
or  has  become  the  inmate  of  an  insane 
asylum.  The  presentation  should  have 
been  made  with  a  clear  graph  or  book- 
keeping statement,  and  the  steps  should 
have  been  described  from  the  use  of  the  vis- 
ualized picture. 

The  chapter  on  Business  Cycles  called  in 
error  "Financial  Panics" — is  taken  mainly 
from  the  viewpoint  of  R.  W.  Babson.  As 
this  is  still  a  controversial  subject  it  is  not  a 
factor  for  definite  comment,  but  neverthe- 
less, the  reviewer  would  rather  have  had  the 
author  adopt  the  outline  of  the  broader 
eclectic  cycle  of  Professor  Wesley  Mitchell 
as  a  whole  than  the  narrow  and  purely 
money-viewpoint  of  Babson  and  his 
followers.  However,  the  only  serious  fault 
to  find  in  this  connection  is  that  it  would  be 
difficult  for  the  student  to  retain  the 
knowledge  ofi^ered,  because  of  the  dry-as- 
dust  method  of  outline  presentation. 

The  last  point  of  criticism  in  generality  is 
the  fact  that  there  is  no  life  in  the  book. 
It  is  purely  and  wholly  academic.  One 
cannot  get  enthusiastic  over  it.     It  is  too 


much  like  cramming  for  an  examination. 

Purely  from  the  academic  vic\vpoint,  the 
compilation  is  a  very  great  success  and  a 
valuable  addition  to  the  literature  on  the 
subject.  The  chapters  dealing  with  the 
legal  side  are  so  well  presented  that  even  a 
lawyer  would  not  criticize  them.  It  is 
apparent,  however,  that  the  book  was 
written  before  the  recent  rulings  of  the 
stock  e.'cchange  regarding  the  re-hypothe- 
cation of  margined  securities  by  brokers, 
but  of  course  this  could  not  be  helped. 

In  summary,  therefore,  the  author  is  to 
be  congratulated  on  his  research.  He  is  to 
be  congratulated  for  his  accuracy,  so  far  as 
it  was  possible  for  him  to  be  accurate,  not 
having  actually  been  through  the  practical 
operations  of  the  machinery  himself.  The 
book  will  be  well  appreciated  by  a  few  of 
the  brokerage  profession  with  academic 
minds,  will,  no  doubt,  be  of  some  use  in  the 
advanced  stages  of  teaching  the  subject  of 
organized  stock  markets,  but  will  hardly 
appeal  to  the  broad  public  needing  this 
information,  because  of  the  involved  ex- 
amples and  the  lack  of  human  interest  in 
presentation. 


ESSENTIALS  OF  INDUSTRIAL   COSTING 

By  George  S.  Armstrong,  C.E.,  M.E.,  Consulting  Industrial  Engineer;  Member  of 
the  American  Society  of  Mechanical  Engineers;  Associate  Member  of  The 
American   Society   of   Civil   Engineers.     297    pp.    D.    Appleton   and   Company 

Reviewed  by  Charles  B.  Couchman* 


Perhaps  the  first  thing  that  should  be 
said  concerning  the  "Essentials  of  In- 
dustrial Costing,"  by  George  S.  Armstrong, 
is  to  mention  the  great  relief  which  a 
public  accountant  experiences  in  reading 
a  book  on  cost  accounting  with  which  he 
does  not  have  to  take  issue.  We  did  not 
know  that  Mr.  Armstrong  was  an  account- 
ant in  addition  to  his  other  professional 
achievements,  but  his  book  leaves  one  no 
room  for  doubt  upon  that  score,  so  far  as 
the  accounting    principles   which    have    a 

*  Member  of  the  Firm  of  Crockett,  Couchman, 
and  Crawford,  AccountantB  and  Auditors.  New  York 
City. 


bearing  upon  the  proper  handling  of  cost 
elements  are  concerned. 

The  writer  of  this  review  was  once  re- 
ferred to  by  a  publisher  as  being  one  of  the 
three  living  accountants  who  had  never 
written  a  book  on  cost  accounting.  This 
distinction  puffed  him  up  to  such  an  extent 
that  he  dared  not  say  that  he  was  even  then 
seriously  contemplating  writing  a  book  on 
cost  accounting,  being  led  to  this  desperate 
step  by  the  realization  of  so  many  things 
which  should  be  said  about  that  procedure, 
but  which  were  not  said  in  the  books  that 
had  been  published.  Such  an  ambition, 
however,  if  it  coidd  be  dignified  as  such,  is 
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now  completely  laid  to  rest.  For  those 
things  which  he  felt  were  aching  to  be  said, 
have  now  been  said.  Mr.  Armstrong  has 
said  them,  and  said  them  well. 

The  reader  of  this  book  is  continually 
impressed  by  the  fact  that  Mr.  Armstrong 
is  speaking  from  experience  and  is  led  to 
picture  him  in  overalls  out  in  the  shop, 
actually  checking  up  particular  operations 
and  procedures  as  he  describes  them. 
Almost  any  swivel-chair  cost  accountant 
will  find  in  Mr.  Armstrong's  book  many 
valuable  practical  methods.  On  the  other 
hand,  he  docs  not  neglect  sound  theory 
and  principle  as  many  others  of  the  en- 
gineering group  have  done. 

The  work  that  Mr.  Armstrong  has  per- 
formed in  this  book  is  of  such  an  excellent 
character  that  it  is  regrettable  that  he  did 
not  go  further,  and  present  a  solution  of 
stUl  other  trials  and  tribulations  that  beset 
the  way  of  anyone  who  attempts  a  practi- 
cal costing  of  complicated  factory  output. 
For  instance,  he  might  have  stated  more 
definitely  the  procedure  whereby  he  ac- 
complishes his  distribution  of  overhead,  of 
how  he  would  apportion  overhead  to  in- 
ventory in  process,  and  to  other  inventory 
accounts. 

The  author  leaves  uncertainty  as  to 
whether  he  intends  that  the  output  of  a 
department  during  a  period  shall  carry  all 
the  cost  of  that  department  including  its 
burden  for  that  period,  or  whether  this 
burden  shall  be  apportioned  to  the  opera- 
tions of  the  period  whether  completed  or 
not.  If  he  does  intend  the  latter,  then  any 
process  inventory  of  that  department  at 
the  end  of  a  period  must  carry  a  portion  of 
the  overhead.  How  this  portion  is  to  be 
determined  and  exactly  how  the  apportion- 
ment shall  be  applied  in  the  records  does 
not  seem  to  be  covered  in  the  book.  Again, 
completed  parts  have  accumulated  three 
elements  in  their  inventory  price:  Materials, 
Labor,  and  Overhead.  If  these  completed 
parts  are  brought  into  an  assembling  opera- 
tion Mr.  Armstrong  does  not  indicate  as  to 
whether  their  total  cost  shall  be  considered 
as  a  raw  material  cost  to  the  assembling 
department,  or  whether  it  shall  be  split 
into  the  several  cost  elements;  and  if  so, 
how  these  shall  be  treated.  Similarly  there 
are  many  other  problems  which  one  wishes 


Mr.  Armstrong  had  covered  more  definitely 
in  his  book. 

Also  while  he  states  clearly  and  correctly 
the  principles  attaching  to  the  handling  of 
wastage,  scrappage,  spoilage,  and  other 
unintentional  results  of  factory  operation, 
yet  he  might  have  given  more  complete 
details  of  how  these  principles  could  be 
practically  applied. 

The  forms  that  are  used  illustrate  the 
theories  proposed,  but  they  are  not  of  a 
tj^pe  to  be  applied  promiscuously.  It  is 
inferred  that  Mr.  Armstrong  believes  that 
forms  should  be  devised  to  meet  the  need 
of  each  particular  business  rather  than 
attempt  to  swallow  whole,  so-called  "Uni- 
form Systems. "    And  this  is  as  it  should  be. 

If  one  desired  to  be  critical,  one  might 
complain  about  the  arrangement  of  the 
balance  sheet  on  page  282,  and  might 
desire  the  current  assets  to  be  given  a  dis- 
tinct total.  Even  the  fixed  assets  dis- 
played in  this  statement  might  be  criticized 
as  to  arrangement  as  might  also  the  placing 
of  surplus  and  profit.  The  arrangements, 
as  well  as  much  of  the  terminology,  are 
decidedly  British,  and  one  wonders  why 
American  arrangements  and  phraseology 
were  not  used  when  the  book  is  apparently 
intended  for  American  business. 

One  does  not  desire  to  take  a  carping 
attitude,  however,  in  discussing  a  book 
which  has  so  much  to  recommend  it. 
Everyone  in  business  should  read  the 
chapter  on  "Economic  Development  and 
Necessity  of  Costing."  Those  interested 
in  considering  interest  as  an  element  of  cost 
should  read  Chapter  VIII.  They  will  find 
there  a  skilful  argument  very  disconcerting 
to  those  who  chance  not  to  agree  with  it. 
The  student  of  cost  accounting  will  find 
this  liook  a  most  valuable  adjunct  to  his 
training.  In  short  anyone  at  all  interested 
in  the  subject  of  business  costs  will  find 
information  and  logic  well  worth  the 
trouble  of  reading  the  book.  Mr.  Arm- 
strong is  not  only  a  master  of  the  subject 
of  industrial  costing,  but  is  worthy  of 
comment  on  his  being  also  a  master  of 
English  and  of  logic. 

The  following  quotations  not  only  are 
tj'pical  of  his  style,  but  they  also  indicate 
the  careful  and  conscientious  thought  he 
has  given  to  the  basic  truths  of  his  subject. 
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Value  is  the  very  essence  of  the  process  of 
exchange  and  underlies  the  multitudinous  trans- 
actions which  compose  commerce.  Treatises 
have  been  written  on  value  and  the  term  has  been 
extended  to  all  shades  of  significance  and  mean- 
ing, but  there  is  one  essential  quality  which  is 
the  vital  attribute  of  value,  surmounting  all 
others  in  importance,  and  that  is,  utility.  Util- 
ity compasses,  in  a  word,  the  capacity  of  an 
object,  commodity,  or  service  to  render  satisfac- 
tion. This  is  the  paramount  purpose  of  supply, 
to  render  satisfaction,  or  to  convey  utility;  and 
value,  it  has  been  said,  is  the  calculation  form 
of  utility.  That  is,  in  the  labjTinth  of  wants  for 
commodities  and  the  capacity  and  desire  for 
their  satisfaction  there  must  come  some  common 
denominator,  some  universal  language  or  formula 
which  will  equate  the  conflicting  elements  or 
forces  to  a  basis  of  comparative  strength  or  in- 
fluence. By  this  is  meant  that  life  has  evolved 
far  beyond  those  primitive  conditions  where  each 
man  was  a  host  unto  himself,  growing  his  own 
wheat,  grinding  his  own  flour,  with  his  wife 
spinning  yarn  and  weaving  cloth  from  which  the 
family  garments  were  fashioned. 

The  point  is  that  today  is  an  age  of  specializa- 
tion with  the  individual  devoted  to  the  produc- 
tion of  some  particular  commodity  or  service. 
His  wants  are  no  longer  self-supplied  but  are 
provided  for  by  the  complex  processes  of  ex- 
change, the  extent  of  satisfaction  being  condi- 
tioned by  the  degree  of  his  ability  to  participate 
in  this  exchange.  It  is  evident  that  50  pounds 
of  worsted  yarn  cannot  be  traded  for  an  equal 
quantity  of  the  raw  wool  from  which  it  is  spun, 
and  yet  a  relation  exists  between  them  which 
must  be  expressed  if  the  business  of  wool  growing 
and  worsted  yarn  spinning  are  to  proceed.  Value 
may  be  defined,  then,  as  the  ordinary  means  of 
conveying  the  stimulus  or  perception  which 
releases  the  latent  possibility  for  this  exchange, 


and  as  such  is  the  touchstone  of  commerce.  — 
Page  17. 

Costing  appears,  therefore,  in  the  light  of  this 
exposition,  as  the  crux  of  commerce,  and  since 
the  whole  scheme  of  exchange  is  predicated  upon 
it,  can  there  conceivably  be  any  more  trans- 
cendent business  function  than  accuracy  in  the 
determination  of  tiie  cost  of  production?  It 
requires  but  little  imaginative  play  to  see  how 
false  the  basis  of  exchange  becomes  when  the 
supply  price  is  incorrect,  and  how  really  pre- 
carious the  entire  structure  of  business  rests 
when  the  sands  of  ignorance  are  seen  beneath. 

This  conclusion  should  not  be  taken  as  to 
mean  that  an  accurate  cost  system  is  indispen- 
sable to  successful  commercial  activity.  On  the 
contrary  the  business  history  of  the  work  shows 
ultimate  success  and  prosperity  without  adequate 
costing,  and  some  approximate  means  must  have 
existed  for  setting  the  price  of  exchange.  Con- 
servative business  organizations  knew  within 
reasonable  accuracy  at  the  end  of  a  year  whether 
or  not  they  had  made  or  lost,  and  so  in  a  very 
general  way  they  could  establish  a  safe  relation 
of  their  costs  to  their  prices.  But  that  this 
method  was  successful  in  some  cases  does  not 
remove  the  spectre  of  the  high  mortality  of 
which  they  were  the  survivors  nor  does  it  bring 
assurance  to  the  great  consuming  public  that  if 
costs  had  been  known  definitely  their  expendi- 
tures might  not  have  been  less.  —  Page  19. 

The  final  purpose  oi  costing  is  to  derive 
profit  and  has,  as  its  underlying  motive,  the 
enhancing  of  profit  and  the  promotion  of  in- 
dustrial stability.  The  long  technique  of  costing 
which  the  previous  pages  have  expounded  takes 
its  flower  in  the  preparation  of  current  statements 
of  operation  and  condition  proved  and  con- 
trolled by  the  general  books.  —  Page  264. 


BANKING  AND  BUSINESS 

By  H.  Parker  Willis,  Professor  of  Banking,  Columbia  University, 
and  George  W.  Edwards,  Assistant  Professor  of  Banlcinq,  Colum- 
bia   University,    New    York,     x,    573   pp.     Harper    &   Brothers 

Reviewed  by  James  D.  Ma  gee  * 


Sometime,  someone  will  write  a  book  on 
bank  administration,  a  book  dealing  with 
bank  management  from  the  standpoint  of 
banking  policy  as  distinguished  from  bank- 

*  Associate  Professor  of  Economics,  New  York 
University,  New  York  City. 


ing  routine.  The  subject  of  the  mechanics 
or  routine  of  operation  has  been  treated  by 
Kniffin,  Wolfe  and  Langston,  but  there  is 
no  book  which  assumes  a  knowledge  of 
banking  theory,  banking  history,  and 
banking  practice  and  discusses  the  prob- 
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lems  of  the  administration  of  the  bank 
which  confront  the  executives  and  various 
committees  of  the  board  of  directors.  AMien 
such  a  book  is  written,  the  author,  or  if  he 
neglects  to  do  it,  the  careful  reviewer  of  the 
book,  will  point  out  the  great  debt  due  to 
Willis  and  Edwards'  "Banking  and  Busi- 
ness." For  these  authors  have  written 
their  book  very  largely  from  the  point  of 
view  of  the  executive  and  the  business 
man. 

The  book  is  planned  as  a  textbook.  In 
the  preface  the  authors  state  their  views 
with  reference  to  the  way  in  which  money 
and  banking  should  be  taught.  In  place  of 
the  traditional  course  w'hich  started  out 
with  a  historical  and  theoretical  discussion 
of  money,  and  then  gave  a  treatment  of 
banking  again  historical  and  theoretical  and 
largely  as  a  public  question,  the  authors 
propose  that  the  start  be  made  with  bank- 
ing. In  the  discussion  of  banking  they 
think  it  best  to  stress  the  facts  about  the 
bank  as  a  working  institution,  and  its  re- 
lation to  business,  and  put  in  a  secondary 
place  the  principles  of  money  and  public 
regulation  of  banking. 

Their  aim  may  be  stated  in  their  own 
words : 

The  authors  have  therefore  endeavored,  in 
this  volume,  after  the  first  preliminary  and 
general  ideas  have  been  considered,  to  introduce 
the  student  to  the  current  organization  and 
business  practice  of  commercial  banks.  In  so 
doing,  moreover,  it  has  been  sought  to  empha- 
size less  the  internal  organization  of  the  bank 
itself  than  its  business  aspect  as  viewed  from  the 
outside.  Particular  attention  has  been  given  to 
the  financing  of  the  individual  enterprise,  the 
problems  which  must  be  met  by  the  business 
man,  in  whatever  occupation  engaged,  in 
connection  with  the  transaction  of  the  banking 
side  of  his  operations.  A  succeeding  section  of 
the  book  has  for  reasons  of  convenience  been 
devoted  largely  to  a  descriptive  outline  of  bank- 
ing in  various  aspects,  an  understanding  of 
which  seems  necessary  to  full  comprehension  of 
present  banking  problems  and  conditions, 
although,  strictly  speaking,  they  would  not  find 
a  place  in  a  treatise  upon  banking  in  the  com- 
mercial or  narrower  sense  of  the  term.  These 
phases  of  the  discussion  having  been  comploted, 
the  way  is  paved  for  a  relatively  brief  outline 
statement  of  the  relation  of  the  bank  to  the 
monetary  system  and  of  its  function  in  the 
development  of  prices,     (p.  ix) 


Thus  it  is  seen  that  although  the  book  is 
planned  as  a  textbook  its  content  and 
method  of  presentation  make  it  appeal  to 
the  business  man. 

The  authors  are  particularly  well  quali- 
fied to  treat  the  subject.  Mr.  WUlis  is 
Director  of  the  Division  of  Analysis  and 
Research  of  the  federal  reserve  board  and 
Mr.  Edwards  is  associated  with  him  in  that 
work.  The  earlier  experiences  of  Mr. 
Willis  have  given  him  an  exceptional 
background.  For  years  he  was  Washing- 
ton correspondent  of  The  Journal  of  Com- 
merce. Then  he  was  expert  for  the  com- 
mittee that  framed  the  federal  reserve  act, 
then  expert  for  the  federal  reserve  bank 
organization  committee  and  first  secretary 
of  the  federal  reserve  board.  At  present  he 
is  also  Editor  of  The  Journal  of  Commerce. 

Part  I  of  the  book  is  given  over  to  the 
discussion  of  "Exchange."  The  relation  of 
banking  is  indicated  thus: 

A  commercial  bank,  for  the  purposes  of  the 
present  discussion,  is  an  institution  of  credit  or 
an  institution  whose  purpose  it  is  to  facilitate 
or  effect  exchanges  without  the  use  of  money. 
Every  bank  maintains  a  money  reserve  and  has 
money  transactions  over  the  counter.  It  is  not 
true,  therefore,  that  it  carries  on  its  business 
without  the  use  of  money,  but  merely  that  in 
practice  it  reduces  the  use  of  money  to  a  mini- 
mum. Nevertheless,  it  remains  entirely  true 
that  the  object  of  the  bank  is  to  facilitate  ex- 
change without  the  use  of  money — that  is  to  say, 
to  provide  or  furnish  credit  as  a  means  of  ex- 
change.    It   is  a  credit  institution.     .     .     . 

By  a  credit  system  is  ordinarily  meant  that 
whole  mechanism  for  exchanging  goods  without 
money,  which  exists  in  any  community.  The 
banking  system  is  the  nucleus  of,  or  central 
element  in,  the  credit  system.  There  are  many 
credit  transactions  which  take  place  without  the 
aid  of  banks,  but  the  banking  organization  of  the 
country  furnishes  the  underlying  means  of 
liquidating  credit  and  of  settling  outstanding 
obligations,     (pp.  11-12) 

Credit  is  then  analyzed  into  personal, 
commercial,  mercantile,  bank,  and  public 
credit  and  the  problem  stated  thus: 

Will  the  recipient  or  beneficiary  of  the  credit 
finally  close  the  transaction  as  agreed  by  giving 
value  in  settlement;  and  are  his  transactions  of  a 
kind  that  will  enable  him  to  complete  the  trans- 
action as  expected?  The  process  of  measuring, 
testing,  judging,  or  apportioning  credit  is  a  proc- 
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ess  of  determining  the  degree  of  uncertainty  on 
these  two  heads  that  is  present  in  any  given 
transaction,     (p.  15) 

The  view  of  the  relation  of  bank  credit  to 
money  is  in  sharp  contrast  to  that  de- 
veloped by  Phillips  in  his  "Bank  Credit." 
Phillips  thinks  of  the  volume  of  bank  credit 
as  dependent  on  the  volume  of  money  in 
the  banks.     The  authors  say : 

It  is  seen  at  once  that  the  "credit"  furnished 
by  banks  is  an  independent  medium  of  exchange, 
and  that  while  the  bank  has  an  important  and 
significant  duty  to  perform  in  converting  claims 
upon  it  into  money  when  demanded,  this  is  only 
an  incident  of  its  general  work.  The  money- 
furnishing  or  money-transferring  business  of  a 
bank  is  not  its  most  important  side,  and  as  the 
bank  increased  in  the  scope  of  its  operation  the 
proportion  of  its  transactions  which  consists  in 
the  furnishing  of  money  tends  to  decrease. 
When  reserve  banking  is  introduced  the  relation 
of  the  bank  to  money  becomes  stiU  more  remote. 
The  bank  then  no  longer  keeps  reserves  in  money 
for  the  purpose  of  paying  its  customers,  but  it 
transfers  this  function  to  the  central  bank  and 
devotes  itself  primarily  to  the  duty  of  passing 
upon  applications  from  its  clientele.  These 
applications,  although  stated  in  terms  of  dollars, 
and  although  they  appear  as  requests  for  loans, 
are  really  requests  that  the  bank  should  credit 
on  its  books  a  percentage  of  the  assets  which 
"borrowers"  can  command,  in  order  that  the 
latter  may  readily  use  these  values  in  buying  and 
selling  and  in  production.  This  gives  the  bank 
a  status  as  an  active  element  in  business,  which 
it  does  not  possess  as  long  as  it  is  thought  of 
merely  as  a  kind  of  pawnbroker,  or,  at  best,  as 
the  highest  type  of  money  lender,     (p.  20) 

The  older  treatises  on  banking  gave  the 
functions  of  the  bank  as  discount,  deposit, 
and  issue.  The  authors  propose  a  new 
classification  of  functions : 

1.  Recognition  of  right  to  credit. 

A  basis  of  credit  is  automatically  created 
whenever  real  buying  power  or  value  is  in  proc- 
ess of  being  brought  into  existence.  .  .  . 
The  first  function  of  a  bank,  then,  is  that  of 
recognizing  through  scientific  analysis  the  real 
nature  and  amount  of  the  values  which  are  pre- 
sented. Fundamentally,  therefore,  the  credit 
department  of  a  bank  is  the  basic  element  in  its 
organization,     (p.  21) 

2.  Guaranteeing  of  values. 

Secondly,  the  bank,  after  recognizing  or 
analyzing  credit,  guarantees  it.    It  does  this  by 


substituting  its  own  credit  for  that  of  the 
"borrower"  or  owner  of  the  wealth. 
The  owner  leaves  with  the  bank  his  own  note, 
which  may  be  secured  or  may  be  simply  a  claim 
upon  his  general  assets.  In  either  case,  however, 
the  loan  is  made  on  the  strength  of  existing 
value.  It  represents  that  part  of  the  value  of 
the  product  which  the  bank  is  willing  to 
guarantee,     (p.  22) 

3.  Transferring  of  titles. 

Thirdly,  the  bank  not  only  undertakes  to  put 
its  obligation  in  place  of  that  of  the  borrower, 
but  it  undertakes  to  keep  this  obligation  steadily 
redeemable  on  demand  in  money,  or  in  lieu  of 
such  redemption,  to  shift  the  "credit"  from  A  to 
B  and  from  B  to  any  other  that  the  latter  may 
indicate,  through  a  process  of  bookkeeping  which 
involves  the  receiving,  recording,  and  paying  of 
claims  drawn  against  the  total  credit  which  has 
been  allowed,     (pp.  22-23) 

Under  "Credit  Instruments"  are  con- 
sidered the  various  forms  of  commercial 
and  investment  instruments  and  the  legal 
aspects  of  their  use. 

Banks  are  elaborately  classified  according 
to:  (I)  Legal  status,  whether  incorporated 
or  not;  (2)  economic  function,  whether 
investment  or  commercial;  (3)  method  of 
operation,  whether  they  receive  deposits  or 
not;  (4)  customer's  control,  whether  co- 
operative or  not;  (5)  territorial  activity, 
domestic  or  foreign. 

Part  II  deals  with  commercial  banking. 
The  steps  taken  to  organize  a  national 
bank  are  described  in  some  detail.  The 
provisions  of  the  law  are  given.  The  bank 
officers  and  their  duties  are  next  described. 
The  operations  of  a  bank  are  explained 
starting  with  the  work  of  the  receiving 
teller  and  next  of  the  paying  teller.  Then 
follows  an  account  of  the  methods  of 
collecting  the  various  items  received  by  the 
banks.  Other  departments  treated  are  the 
credit  department,  the  loan  and  discount 
department,  the  bookkeeping  department, 
and  the  service  departments. 

In  the  chapter  on  "The  Depositor  and 
His  Bank, "  a  summary  of  the  services  of  a 
bank  to  the  business  man  is  given: 

It  aids  him  in  receiving  his  valuables  for  safe- 
keeping, in  allowin'g  him  interest  on  his  surplus 
funds  and  in  accepting  his  obligations,  his 
deposits,  against  which  he  may  draw  checksHo 
pay.  The  bank  also  collects  for  its  customers 
checks,  notes,  and  acceptances  given  by  their 
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debtors,  and  secures  pajTnent  of  these  instru- 
ments. The  underlying  service  which  a  bank 
performs  for  its  clients  is  to  grant  them  loans  for 
the  conduct  of  their  business.  Herein  lies  the 
advantage  to  a  business  man  of  associating 
himself  with  a  strong  bank,  for  it  will  naturally 
give  preference  to  its  regular  customers  in  time 
of  a  stringent  money  market,  when  careful 
discrimination  among  applicants  for  loans  is 
necessarj'.  The  maintenance  of  an  account  with 
an  established  banking  institution  in  itself  adds 
to  the  credit  standing  of  the  client  and  thus  in- 
creases his  capacity  to  borrow  funds  from  the 
commimity. 

In  addition  to  these  services  which  lie 
strictly  in  the  field  of  banking,  various  subsidiary 
accommodations  are  offered  in  order  to  secure 
new  accounts.  Service  departments  aid  cus- 
tomers by  furnishing  them  information  on 
industrial  management,  foreign  trade,  invest- 
ments, and  taxation,     (p.  101) 

Both  sides  of  the  argument  about  paying 
interest  on  demand  deposits  are  presented. 

The  chapter  on  "Financing  the  Business 
Man"  is  extremely  interesting.  There  is 
wise  insistence  on  the  controlling  factor  of 
business  customs: 

As  already  intimated,  the  fundamental  con- 
sideration to  be  borne  in  mind  in  determining  the 
advances  to  be  made  in  any  given  case  is  the 
financial  and  commercial  situation  in  the  trade 
or  occupation  where  the  loans  are  to  be  made. 
Possibly  the  basic  element  in  this  kind  of  study  is 
the  ascertainment  of  the  credit  period  that  is 
customary  in  the  business.  Practically  every 
trade  or  occupation  has  what  are  called  "terms 
of  sale"  or  standard  terms.  By  this  is  meant 
that  there  is  a  custom  or  unwTitten  law  in  practi- 
cally every  trade  that  an  ordinary  buyer  who 
purchases  goods  from  a  seller  shall  have  a  given 
length  of  time  in  which  to  pay  for  them, 
(pp.  107-108) 

Business  custom  is  also  important  in  the 
matter  of  methods  of  settlement  and  the 
use  of  security.  An  interesting  point  is 
brought  out  in  connection  with  the  use  of 
security : 

While  it  is  practicable  for  the  banker  to  exact 
in  many  cases  special  security  from  borrowers, 
this  is  by  no  means  always  good  business  pol- 
icy. In  some  cases,  in  fact,  it  is  not  practicable. 
Good  banking  is  not  pawnbroking  or  collateral 
lending,  but  is  the  recognition  or  cashing  of 
current  titles  based  upon  values  growing  out  of 
ordinary  trade  and  unaccompanied  by  detailed 
or  particular  evidence  of  ownership  of  goods. 


Many  bankers  who  have  not  enjoyed  a  very 
broad  experience  seem  to  suppose  that  good 
banking  lies  in  making  sure  that  every  loan  is 
protected  by  a  claim  upon  property  which  can 
unquestionably  be  realized  in  an  amount  equal 
to  sum  technically  "advanced."  Banking, 
however,  in  order  to  be  sound  calls  for  liquidity 
as  a  primary  element  in  lending,  and  it  is  not 
always  true  that  such  liquidity  implies  or  carries 
with  it  the  idea  of  security.  In  such  cases 
security  is  furnished  by  the  general  flow  of 
commodities  in  business,  and  the  effort  to  tie 
transactions  down  to  a  basis  of  direct  protection 
is  not  feasible,  or  results  in  so  great  a  delay  and 
so  much  detail  in  connection  with  the  advance 
that  the  assistance  obtained  from  the  loan  is 
greatly  reduced — sometimes  rendered  almost 
valueless  to  the  recipient,     (pp.  110-111) 

The  way  in  which  the  "  line  of  credit "  is 
determined  is  explained,  indicating  the 
sources  of  credit  information  and  analyzing 
the  borrower's  statement.  The  relation 
between  customer  and  banker  is  laid  down: 

As  has  thus  been  seen,  when  a  definite  line  of 
credit  has  been  assigned  to  the  business  man  the 
first  step  has  been  taken  toward  the  establish- 
ment of  a  fixed  relationship  between  him  and  his 
banker.  The  banker,  however,  has  a  second  and 
very  important  part  to  play  in  the  process  of 
financing  his  customer.  This  consists  in  over- 
seeing the  use  of  the  credit  and  so  far  as  possible 
aiding  the  customer  in  the  wise  employment  of 
it.  The  banker  is  not  called  upon  ordinarily  to 
interfere  with  the  doings  of  the  business  man  or 
to  exhibit  an  undue  inquisitiveness  about  his 
transactions.  It  is,  however,  essential  from  his 
own  standpoint  that  the  credit  which  he  extends 
shall  be  as  nearly  liquid  as  possible,  and  in  order 
to  attain  this  end  he  is  called  upon  to  watch 
carefully  the  transactions  of  his  customer  and  to 
see  that  so  far  as  practicable  the  right  type  of 
paper  is  made  as  representing  given  classes  of 
advances,     (p.  120) 

It  is  undoubtedly  the  function  of  the  banker  to 
try  to  improve  business  practice.  This  is  a  long 
process  and  one  which  must  be  undertaken  with 
tact  and  judgment.  Success  in  it  ^\-ill  be 
obtained  not  by  artificially  substituting  one 
kind  of  paper  for  another,  but  by  improving 
the  underlying  basis  of  credit,  by  shortening  the 
period  of  credit  extension  where  that  is  too 
great,  and  by  securing  the  adoption  of  satisfac- 
tory practices  on  the  part  of  the  borrowers 
themselves. 

The  banker,  however,  can  and  must  do  what 
he  is  able  to  help  his  customer  obtain  funds  as 
economically  as  possible.  This  means  that  he 
should  and  will  encourage  his  customer  to  create 
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paper  that  has  the  widest  possible  marketability. 
For  example,  under  the  Federal  Reserve  system 
certain  paper  is  eligible  to  discount,  while  other 
paper  is  not.  If  the  customer  can  be  induced  to 
present  his  paper  to  his  banker  in  an  eligible 
form,  the  latter  is  then  able  to  feel  assurance 
that  it  will  be  admitted  to  rediscount  at  the 
Reserve  bank  if  desired,     (p.  123) 

The  hanker  may  at  times  advise  his 
customers  that  it  would  be  cheaper  to 
liorrow  in  the  open  market  through  note 
brokers  or  commercial  paper  houses. 

Some  people  have  blamed  the  federal 
reserve  system  for  the  present  business 
depression  and  some  for  the  inflation  which 
preceded  it.  Many  have  thought  that 
it  might  be  possible  to  eliminate  ups  and 
downs  of  business  by  control  of  banking. 
The  authors  do  not  share  this  view: 

This  is  merely  another  way  of  saying  that, 
since  business  is  a  plant  of  slow  growth,  reduc- 
tion or  curtailment  of  it  must  also  be  slowly 
effected,  and  that  banking  is  the  means  by  which 
control  over  expansion  and  contraction  is  exer- 
cised. The  banker  therefore,  has  quite  as 
serious  and  important  a  duty  to  perform  in  con- 
nection with  the  business  which  has  reached  the 
point  where  curtailment  must  take  place  as  he 
has  in  his  relations  to  the  business  which  is  gradu- 
ally expanding  and  which  merely  needs  to  be  fed 
with  accommodation.  It  is  quite  true  that  if  all 
banks  were  managed  with  the  highest  wisdom 
diu-ing  periods  of  business  growth,  inflation  and 
depression  would  probably  be  far  less  extreme 
than  they  were  during  1920  and  1921.  It  will 
probably  never  be  true,  however,  that  we  shall 
be  able  through  regulation  of  credit,  however 
scientific,  to  bring  about  so  finely  adjusted  a 
balance  as  is  thus  indicated.  So  long  as  there 
are  ups  and  downs  in  business,  with  some 
enterprises  expanding  too  rapidly,  the  function 
of  the  banker  in  cushioning  the  blow  of  business 
depression  and  preventing  the  spread  of  failures 
by  helping  to  take  care  of  the  interests  of  those 
concerns  which  are  temporarily  embarrassed, 
will  always  be  an  imoortant  one.     (pp.  129-130) 

The  chapter  on  "Bank  Portfolios"  is  an 
example  of  the  discussion  from  the  point  of 
view  of  bank  administrations.  Two  limita- 
tions to  lending  power  are  indicated: 

The  first  of  these  considerations  is  that  the 
bank  must,  in  its  capacity  of  a  semipublic  insti- 
tution, distribute  its  credit  over  the  different 
classes  of  borrowers  in  such  a  way  as  reason- 
ably to  meet  their  requirements.  .  .  .  The 
second  general  consideration  which  limits  what 


the  bank  can  do  in  any  single  direction  is  that 
there  is  a  well-defined  necessity  for  preventing 
the  unnecessary  or  excessive  expansion  of  given 
types  of  business,     (pp.  131-132) 

The  importance  of  the  portfolio  and  its 
relation   to  public  control   is  emphasized: 

There  was  a  time  in  banking  when  each 
institution,  particularly  in  the  case  of  American 
banks,  was  conducted  largely  upon  the  theory 
that  it  was  an  entity  complete  in  itself  and 
independent  of  all  others.  That  period  has  long 
since  passed,  and  it  is  conceded  today  that  no 
bank  can  establish  a  very  sound  or  satisfactory 
portfolio  for  itself  without  the  full  co-operation 
of  others  who  join  with  it  in  adopting  a  general 
policy  of  management.  It  is  because  of  the 
difficulty  of  doing  this  through  voluntary  action 
on  the  part  of  banks  that  central  banking  is  so 
necessary  and  that  the  Federal  Reserve  system 
of  the  United  States  has  been  established.  In 
the  Federal  Reserve  system  there  is  provided  a 
means  of  developing  a  joint  banking  policy 
which,  before  its  organization,  could  be  supplied 
only  by  the  composite  action  of  the  banks 
associated  together  in  clearing  houses  or  in 
bankers'  associations.  Such  piu'ely  informal 
and  unoflBcial  union  among  the  banks  was  always 
sporadic,  but  it  was  found  necessary  at  times  to 
enforce  given  lines  of  action  in  the  interest  of  the 
entire  community  by  insisting  upon  the  adoption 
of  certain  policies  on  the  part  of  the  banks  them- 
selves. This  attempt  was  never  fully  successful, 
and  even  when  most  successful  was  enforced  only 
with  great  difficulty,     (pp.  138-139) 

The  details  of  the  government  restric- 
tions on  loans  are  given  with  reference  to 
amount  to  one  party,  aggregate  debt  of  any 
one  class  of  loans,  value  of  collateral  and 
maturity  of  obligations.  This  is  a  very 
complex  matter.  Two  useful  tables  are 
presented  which  put  the  regulation  for 
national  banks  in  compact  form. 

The  author's  ideas  of  reserve  and  reserve 
policy  are  worth  <iuoting: 

Summing  up,  we  may  say  that  in  modern 
banking  the  bank  reserve  includes  all  these  parts 
of  the  bank's  assets  which  are  available  for  meet- 
ing demand  obligations.  They  may  be  actual 
cash  in  hand,  or  cash  with  another  bank,  or 
rediscount  credit  on  the  books  of  another  bank, 
or  unquestionably  eligible  items  ready  for  re- 
discount. ...  By  a  bank's  reserve  policy  is 
meant  the  policy  of  the  bank  in  dividing  its 
assets  between  quicker  and  long-term  obliga- 
tions,    (p.  152) 
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The  maintenance  of  reserve  was  the 
problem  confronting  the  bankers  at  the 
peak  of  the  post-armistice  boom.  The 
authors  point  out  the  possible  methods  of 
meeting  the  situation: 

Every  banker  has  at  times  to  contemplate  the 
necessity  of  employing  these  means.  In  general 
it  is  a  choice  between  the  following  courses  of 
action: 

(a)  To  suspend  or  refuse  further  applications 

for  credit  from  customers; 

(b)  To  discourage  a  customer  by  raising  his 

rate  of  discount  in  such  a  measiu-e  as  to 
drive  away  the  less  necessary  applica- 
tions; 

(c)  To  discount  some  of  his  paper  with  another 

bank  or  to  sell  to  that  bank  a  part  of  his 
assets; 

(d)  To   purchase   or  acquire  specie,  perhaps 

abroad,  or  in  unusual  cases  at  home, 
paying  for  it  in  seciu'ities  or  long-term 
assets,  and  in  return  receiving  a  ship- 
ment of  actual  coin  or  currency,  (p. 
155) 

Each  of  the  methods  is  considered.  The 
discussion  of  inflation  and  deflation  is 
timely  and  stimulating.  Their  conclusion 
follows : 

This  whole  subject  may  be  summed  up  in 
broad  terms  by  saying  that  there  is  at  any  given 
moment  a  general  level  of  prices  which  has  been 
determined  by  a  comparison  between  goods  on 
the  basis  of  their  relative  values  as  expressed  in 
terms  of  money.  Departures  from  this  level, 
either  above  or  below,  may  be  due  to  any  one  or 
several  of  a  number  of  factors  working  upon  the 
price  level.  When  a  change  in  the  method  of 
granting  credit  operates  as  such  a  factor  the 
result  is  spoken  of  as  inflation  or  deflation,  as  the 
case  may  be.     (p.  103) 

The  bank  statement  is  next  treated. 
Each  of  the  important  items  is  explained. 
Then  the  effect  of  the  various  transactions 
of  the  banks  on  the  items  of  the  balance 
sheet  is  treated  in  considerable  detail. 

The  chapter  on  "Rates  of  Interest  and 
Discount"  discusses  the  rates  as  a  source 
of  bank  income.  The  banker's  control 
over  rates  is  held  to  be  rather  limited. 

Accordbgly,  it  may  be  said  that  the  banker  is 
confronted  with  a  general  level  of  interest  rates 
which  cannot  be  altered  very  much  by  him,  but 
which  depends  upon  comparison  of  demand  for 


and  supply  of  capital.  On  this  level  he  finds  a 
variety  of  uses  in  which  his  funds  may  be  ap- 
plied, and  as  between  those  he  naturally  asks  a 
higher  figure  for  advances  which  are  long-term  or 
risky  or  uncertain,  while  he  is  able  to  reduce  his 
rate  on  those  loans  which  are  short-term,  secured, 
and  liquid.  The  variation  in  rates  at  any  given 
time  is  in  large  measure  determined  by  these 
considerations,     (p.  189) 

The  discussion  of  the  interrelation  of  call 
rates,  open  market  rates,  central  bank  rates, 
has  an  important  bearing  on  the  effect  of 
the  federal  reserve  banks  on  interest  rates. 

Bank  costs  are  treated  both  in  general 
and  in  the  case  of  particular  accounts,  to 
determine  their  profitableness.  Under 
government  control  of  banking  are  con- 
sidered supervision  of  banks,  reports,  ex- 
aminations (governmental,  clearing  house, 
and  internal)  and  reserve  requirements. 
The  account  of  the  examination  by  the 
national  bank  examiners  is  quite  detailed. 
The  reserve  requirements  and  an  example 
of  the  computation  are  given. 

Under  "Interbank  Relations"  are  dis- 
cussed the  collection  system  and  clearing 
houses.  After  a  chapter  on  foreign  ex- 
change there  is  an  important  chapter  on 
"Financing  Foreign  Trade."  Both  e.vport 
and  import  credits  are  treated.  The  new 
t^-pe  of  banks  for  foreign  financing  are 
described.  In  the  chapter  on  "Foreign 
Banking  Methods,"  many  contrasts  with 
the  United  States  are  pointed  out.  The 
banks  in  foreign  countries  use  notes  to  a 
greater  extent,  foreign  trade  is  more  im- 
portant, and  banking  is  a  more  highly 
professionalized  occupation.  The  explan- 
ation of  the  method  of  getting  this  pro- 
fessional attitude  follows: 

In  the  large  foreign  bank  with  many  branches 
the  endeavor  is  made  to  establish  a  regular  basis 
of  promotion  so  that  men  are  advanced  from 
grade  to  grade  with  corresponding  increases  of 
salary  as  their  merits  seem  to  require.  This  is 
rendered  possible  by  the  existence  of  the  branch 
system,  which  permits  constant  training  in 
management  and  gives  opportunity  for  the  test- 
ing of  capable  members  of  the  banking  staff  by 
placing  them  in  charge  of  independent  offices 
where  they  are  able  to  show  their  ability. 
Entrance  into  a  banking  staff  thus  means  en- 
trance into  a  professional  occupation  which  holds 
out  a  definite  career  for  the  future,  and  in  which 
advancement,  while  not  rapid  and  often  not  very 
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remunerative,  is  comparatively  certain.  The 
result  of  this  method  of  organization  is  to  es- 
tablish a  much  more  rigid  standard  of  professional 
conduct,  or  ethics,  in  banking  than  that  which 
exists  in  the  United  States,  where,  as  already 
remarked,  banking  is  still  for  the  most  part  on  a 
basis  of  business  rather  than  of  professional 
ethics.  There  is  a  much  smaller  amount  of 
shifting  between  banking  staffs  and  those  of 
business  houses  in  such  a  country  as  England 
than  there  is  in  the  United  States,  and  a  greater 
disposition  on  the  part  of  business  houses  to 
follow  the  advice  of  the  banks  with  which  they 
deal  than  there  is  in  this  country,     (pp.  295-296) 

Part  III  takes  up  iion-conimercial  bank- 
ing. There  are  chapters  on  investment 
banks,  savings  institutions,  and  trust 
companies. 

Part  IV  deals  with  the  banking  system. 
The  author's  point  of  view  is  indicated  by 
the  following: 

There  is  no  foundation  for  the  supposition  that 
one  kind  of  banking  organization  is  necessarily 
better  than  another.  Banking,  like  other 
phases  of  business  organization,  is  closely  re- 
lated to  the  business  community  in  which  it 
exists,  and  depends  much  for  its  efficiency  and 
success  upon  its  adaptation  to  local  customs. 
It  is  not  even  true  that  the  so-called  banking 
principles  relating  to  liquidity,  short-term  loans, 
reserves,  etc.,  have  any  universal  force.  They 
depend  entirely  upon  the  general  conditions 
upon  which  banks  operate,  the  demands  of  the 
community  in  which  they  are  situated,  and  other 
factors.  So,  in  developing  a  system  of  banking 
the  essential  test  of  its  satisfactoriness  is  found 
in  adaptation  to  conditions.  It  is,  therefore, 
true  that  banking  systems  throughout  the  world 
differ  verj'  widely  from  one  another,  and  they 
must  be  judged  by  their  adaptability  and 
success  in  practice,     (pp.  353-354) 

From  the  standpoint  of  organization  they 
distinguish  and  describe  briefly:  (1)  The 
central  banking  system  of  England;  (2)  the 
independent  charter  banking  system  of 
Canada  and  (3)  the  free  banking  system  of 
the  national  banking  system  of  the  United 
Stiites.  On  the  basis  of  operation  three 
types  are  found: 

1.  The  heterogeneous  banking  system  in 
which  a  bank  is  authorized  to  perform  practi- 
cally any  kind  of  business  that  it  may  choose; 

2.  The  specialized  banking  system  in  which 
different  kinds  or  types  of  institutions  are  recog- 
nized and  are  defined  by  law; 


3.  The  organized  banking  .system  in  which  the 
different  classes  or  groups  of  banks  are  definitely 
related  to  one  another  and  are  given  a  specified 
claim  upon  or  connection  with  one  another, 
(pp.  361-3(52) 

In  the  chapter  on  "Banking  Abroad" 
besides  the  accounts  of  the  English,  French, 
German,  and  Canadian  systems  wiiich  are 
usually  treated,  there  are  brief  accounts  of 
banlving  in  South  America  and  the  Far 
East. 

The  account  of  the  American  banking 
system  is  prefaced  by  this  statement: 

While  there  is  not  much  use  in  studying  bank- 
ing from  the  standpoint  of  ancient  history,  or  in 
an  antiquarian  way,  it  is  of  considerable  im- 
portance to  understand  how  existing  banking 
institutions  have  developed  and  what  is  the 
practice  in  regard  to  banking  in  other  countries 
of  the  world.  It  is  by  such  study  that  the  exist- 
ing banking  problem  is  properly  apprehended 
and  that  the  foundation  is  laid  for  a  suitable 
understanding  of  what  should  be  done  in  the 
way  of  legislation  for  the  improvement  of  present 
methods,     (p.  389) 

Brief  accounts  are  given  of  the  First  and 
Second  BanlvS  of  the  United  States,  the 
New  England,  the  New  York  sj'stem,  and 
other  state  systems  and  of  the  national 
banking  system. 

As  might  be  expected  from  the  interests 
of  the  authors,  the  account  of  the  federal 
reserve  system  is  particularly  well  done. 
An  account  is  given  of  the  defects  of  the 
national  bank  system,  the  various  pro- 
posals for  reform,  and  the  legislative  his- 
tory of  the  act.     The  final  summary  is: 

To  the  scientific  student  of  banking  it  need 
hardly  be  said  that  the  striking  aspects  of  the 
legislation  were  these  three:  (1)  The  creation  of 
a  general  discount  market  for  commercial  paper; 
(2)  the  systematic  pooling  of  reserves  of  existing 
banks;  and  (3)  the  provision  of  an  elastic  cur- 
rency. In  the  multitude  of  details  provided  by 
the  legislation,  and  in  the  various  adjustments 
rendered  necessary  by  it  with  respect  to  govern- 
ment deposits,  bank  reserves,  examinations,  and 
other  more  or  less  important  matters,  it  is 
noticeable  throughout  that  everything  done  had 
been  for  the  purpose  of  promoting  the  objects 
already  enumerated,  and  of  insuring  the  trans- 
formation of  American  banking  from  its  older 
basis  of  organization  to  its  new  proposed  type  of 
effort,     (pp.  438-439) 
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In  the  chapter  on  the  "Organization  of 
the  Federal  Reserve  System"  are  given 
charts  of  the  organization  of  the  federal 
reserve  system  and  of  the  Federal  Reserve 
Bank  of  New  York.  The  duties  of  the 
federal  reserve  board  are  outlined  as 
administrative,  constructive,  and  educa- 
tive. The  organization  of  the  federal  re- 
serve banks  is  described.  An  excellent 
account  is  given  of  the  problem  of  the 
membership  of  sbite  banks  in  the  federal 
reserve  sj'stem. 

In  the  chapter  on  "Government  and 
Banking  "  is  given  an  ingenuous  explanation 
of  the  early  supervision  of  banking  by  the 
government  and  the  interrelations  of 
government  and  business : 

Historically  it  may  be  traced  to  the  fact  that 
in  early  modern  times  the  state  had  definitely 
assumed  the  function  of  issuing  money;  while, 
when  banking  first  began  its  modern  develop- 
ment the  assumption  that  bank  notes  were 
money  and  that  they  were  therefore  to  be  con- 
trolled or  regulated  as  a  matter  of  state  function 
or  duty  was  likewise  generally  accepted.  With- 
in more  recent  times,  however,  specific  business 
relationships  between  the  government  and 
banking  institutions  have  come  to  be  definitely 
accepted.  Such  relationships  may  be  regarded 
as  assuming  the  following  principal  forms: 

1.  In  some  countries  the  government  is  either 
whole  or  part  owner  of  a  central  banking  institu- 
tion, or  where  it  owns  no  stock  it  appoints  the 
oflBcers  or  directors  of  such  a  banking  establish- 
ment. To  such  institutions  is  committed  a  sort 
of  general  oversight  over  the  financial  com- 
munity at  large.  This  may  be  informal  in  its 
scope,  but  nevertheless  very  thorough. 

2.  Elsewhere  governments  provide  for  the 
regular  examination  and  inspection  of  banks, 
giving  publicity  to  their  reports,  and  through 
their  officers  requiring  that  banks  conform  to 
certain  weU-marked  legal  requirements. 

3.  In  practically  all  countries  governments 
have  large  revenues  which  they  must  receive  and 
disburse  through  banking  channels,  and  they 
thus  become  customers  of  banks  on  a  large  scale. 
In  this  capacity,  their  receipts  and  disbursements 
through  the  banks  have  a  direct  influence  upon 
the  position  of  the  whole  banking  community 
and  effect  its  soundness. 

4.  In  some  countries,  too,  the  government  has 
undertaken,  either  through  direct  leading  or 
through  guaranteeing  the  operations  of  private 
institutions,    to    furnish    funds    under    specific 


conditions  to  individuals  or  corporations  en- 
gaged in  particular  kinds  of  business  which  are 
supposed  to  be  in  need  of  such  support  or  aid. 
(pp.  462-463) 

The  final  chapters  on  "Prices,  Money 
and  Banking,"  and  the  "Economic  Sig- 
nificance of  Banking"  together  with 
Part  I  are  the  authors'  contributions  to 
banking  theory.  One  extract  may  be 
given  on  a  point  of  great  present  interest: 

Banks,  however,  may  be  inefficiently  or  badly 
managed,  and  as  a  result  they  may  grant  credit 
(notes  or  deposits)  to  persons  who  are  not 
entitled  to  them — that  is  to  say,  who  have  not 
the  actual  value  which  will  enable  them  to  settle 
their  obligations.  On  the  other  hand,  banks 
may  give  immediate  purchasing  power  (notes  or 
deposits)  to  borrowers  who  are  solvent  in  the 
sense  that  they  have  wealth  which  will  eventually 
be  realized,  although  not  for  a  long  time.  In  this 
case  what  the  banks  do  is  to  give  persons  with 
long-term  wealth  a  chance  to  consume  immedi- 
ately. The  result  is  to  disturb  prices  rather 
than  to  average  them,  and  this  is  what  takes 
place  in  a  period  of  inflation.  Credit  is  too 
readily  granted  and  results  in  enabling  many 
persons  to  buy  and  consume  commodities  when 
they  are  not,  economically  speaking,  in  position 
to  do  so.  The  result  is  unduly  high  prices — 
usually  followed  later  on  by  unduly  low  ones. 
The  bank's  influence  here  has  been  reversed — - 
instead  of  averaging  or  smoothing  out  price 
levels  it  has  accentuated  their  fluctuations.  A 
situation  of  this  kind  is  often  spoken  of  as  if  it 
showed  that  the  explanation  of  the  influence  of 
bank  credit  upon  prices  already  given  were  in 
some  way  erroneous.  The  contrary,  however, 
is  the  inference  to  be  drawn  from  it.  Bank 
credit  exerts  a  certain  kind  of  influence  upon 
prices,  but,  as  with  every  force,  this  influence 
may  be  used  to  lessen  disturbance  or  to  increase 
it.  The  theory  of  its  application,  however,  is 
the  same  in  either  case.     (pp.  491-492) 

The  appendices  give  some  supplementary 
material,  including  statements  of  foreign 
banks  and  a  selected  list  of  collateral 
reading. 

Those  familiar  with  the  ordinary  books 
on  banking  will  be  struck  by  the  different 
presentation  given  in  this  book.  This 
presentation  as  was  said  abo\-e,  ought  to 
appeal  to  business  men,  particularly  those 
interested  in  administration. 
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WASTE  IN  INDUSTRY 

By  the  Committee  on  Elimination  of  Wdste  in  Industry  of 
the  Federated  American  Engineering  Societies.  Foreword  by 
Herbert  Hoover,    xi,  409  pp.    McGraw-Hill  Book  Company,  Inc. 

Reviewed  by  Dexter  S.  Kimball  * 


It  lias  long  been  obvious  to  those  who  are 
well  informed  concerning  American  indus- 
try that  tlie  day  of  easy  profits  is  at  an  end. 
AAe  can  no  longer  depend  upon  our  great 
natural  resources  alone  to  hold  our  place  in 
international  trade  or  even  to  insure  a  com- 
fortable living  for  our  own  people.  The 
conservation  of  these  great  resources  and 
more  economical  treatment  of  them  in 
productive  processes  are  subjects  that  have 
long  occupied  the  attention  of  forward  look- 
ing engineers  and  manufacturers.  That 
these  productive  processes  were  in  many 
cases  wasteful  and  extravagant  was  well 
known,  but  attention  has  been  called 
repeatedly  by  industrial  engineers  to  tlie 
fact  that  these  wastes  were  not  confined  to 
actual  waste  of  materials  alone,  but  that 
even  greater  financial  losses  are  sustained 
through  wasted  time,  poor  management, 
and  kindred  weaknesses  in  our  industrial 
sj-stem. 

T^Tien  Herbert  Hoover  assumed  the 
presidency  of  the  Federated  American 
Engineering  Society  in  1920,  one  of  his 
first  suggestions  was  that  the  federated  so- 
cieties make  a  comprehensive  study  of  this 
problem.  This  suggestion  was  approved 
and  a  committee  of  17  engineers  appointed 
by  Mr.  Hoover  undertook  the  work.  The 
personnel  of  the  committee  was  selected  for 
their  knowledge  of  the  typical  industries  to 
be  studied.  A  questionnaire  was  prepared 
for  presentation  to  industrial  managers  who 
could  be  interested,  careful  field  studies  were 
made  of  tj-pical  industries,  and  the  volume 
under  consideration  is  the  report  of  this 
committee  based  upon  their  actual  findings. 

By  way  of  foreword,  the  book  has  the 
following  from  the  pen  of  ^Ir.  Hoover: 

This  reconnaissance  report  on  waste  in  indus- 
try is  the  result  of  five  months  of  intensive  study, 

*  Dean  of  the  College  of  Engineering,  Cornell  Uni- 
versity, Ithaca,  New  York;  President  of  the  Society  of 
Mechanical  Engineers. 


carefully  planned  and  rapidly  e.xecuted.  A  part 
of  its  value  lies  in  the  speed  with  which  the  work 
has  been  done,  and  the  promptness  with  which 
it  presents  definite  lines  for  future  action.  It 
reveals  facts  which  may  serve  as  a  foundation 
for  an  advance  in  .\merican  industry.  It  has  a 
special  message  for  government  officials,  finan- 
cial, industrial,  and  commercial  leaders,  labor 
organizations,  economists,  engineers  and  researcii 
groups,  the  general  public  and  the  press. 

We  have  probably  the  highest  ingenuity  and 
efficiency  in  the  operation  of  our  industries  of 
any  nation.  Yet  our  industrial  machine  is  far 
from  perfect.  The  wastes  of  unemployment  diu-- 
ing  depressions;  from  speculation  and  overpro- 
duction in  booms;  from  labor-turnover;  from 
labor  conflicts;  from  intermittent  failure  of  trans- 
portation of  supplies  of  fuel  and  power;  from 
excessive  seasonal  operation;  from  lack  of  stand- 
ardization; from  loss  in  our  processes  and 
materials — all  combine  to  represent  a  huge  de- 
duction from  the  goods  and  services  that  we 
might  all  enjoy  if  we  could  do  a  better  job  of  it. 

The  book  consists  of  three  parts.  Part 
I  is  a  summary  of  the  detailed  reports  and  of 
the  principal  causes  and  sources  of  indus- 
trial waste  as  disclosed  by  the  investigation 
with  recommendations  for  the  elimination 
of  these  losses.  Part  II  contains  a  number 
of  the  actual  field  reports  as  compiled  by 
members  of  the  committee.  Part  III  con- 
tains a  number  of  more  general  summaries 
of  some  of  these  industrial  wastes  made  by 
certain  statisticians  and  students  of  indus- 
trial economy  on  the  basis  of  information 
already  on  hand. 

Part  IV  is  perhaps  the  most  interesting 
and  most  important  portion  of  the  report, 
since  here  the  investigating-committee  sums 
up  its  findings  and  makes  specific  recom- 
mendations. Industrial  wastes  are  attribu- 
ted to  four  principal  causes: 

1.  Low  production  caused  by  faulty  manage- 
ment of  materials,  plant,  equipment,  and  men. 

2.  Interrupted  production  caused  by  idle  men, 
idle  material,  idle  plant,  idle  equipment. 


514 


ADMINISTRATION 


Vol.  Ill 

No,        4 


3.  Restricted  production  intentionally  caused 
by  owners,  management,  or  labor. 

4.  Lost  production  caused  by  ill  health,  phys- 
ical defects,  and  industrial  accidents. 

These  items  are  briefly  discussed  and  a 
short  chapter  is  devoted  to  suggested 
methods  of  eliminating  these  losses. 

Naturally  a  document  of  this  kind 
necessarily  repeats  statements  of  industrial 
losses  with  which  we  are  all  familiar. 
Necessarily,  also,  the  treatment  of  remedies 
is  brief  and  suggestive.  It  follows  also 
that  some  of  the  statements  made  are  open 
to  controversy  both  from  the  standpoint  of 
management  and  labor. 

The  importance  of  this  report  does  not 
rest,  however,  upon  questions  of  complete- 
ness or  accuracy  but  upon  the  importance 
of  the  questions  that  it  raises.  It  is  the 
first  attempt,  furthermore,  on  the  part  of 
engineers  who  are  familiar  with  industrial 
processes  to  diagnose  some  of  our  industrial 
ailments  and  to  prescribe  or  rather  to  sug- 
gest remedies.  Without  reference  to  the 
accuracy  of  the  detailed  statements  made  in 
the  report  it  does  disclose  and  present,  in  a 
manner    that    cannot    be    denied,    certain 


marked  weaknesses  in  our  industrial  sys- 
tem that  must  be  remedied  if  we  are  to 
make  progress. 

The  report  is  unbiased  in  that  it  endeavors 
to  place  responsibility  for  these  conditions 
where  it  rightly  belongs  whether  that  be 
upon  the  shoulders  of  employer  or  of  em- 
ployee. This  the  engineer  can  do  with  good 
grace  as  he  normally  occupies  a  position 
between  capital  and  labor. 

The  report  makes  the  assertion  that  over 
50  per  cent  of  the  responsibilitj'  for  indus- 
trial wastes  can  be  placed  upon  the  shoulders 
of  management.  Without  reference  to  the 
quantitative  accuracy  of  this  statement,  it  is 
obvious  to  all  who  are  well  informed  upon 
this  subject  that  the  science  of  management 
has  lagged  behind  the  science  of  design  and 
production  in  a  marked  manner.  If  we  are 
to  attain  the  high  level  of  existence  that  we 
have  set  for  ourselves  we  must  produce  in 
ever-increasing  ratio.  W^e  must  not  neglect 
any  branch  or  portion  of  our  productive 
processes  and  if  this  report  shall  succeed 
only  in  awakening  the  interest  of  all  con- 
cerned in  these  problems  of  waste  and  of 
their  efficient  elimination  it  will  have  served 
its  purpose  and  justified  publication. 


AlVIERICA  AND  THE  BALANCE  SHEET  OF  EUROPE 

By  John  F.  Bass,  LL.B.,  F.R.G.S.,  Author  of  "The  Peace  Tangle," 
and  Harold  G.  Moulton,  Ph.D.,  Author  of  "The  Financial 
Organization  of  Society."     vii,  361  pp.      The  Ronald  Press  Company 


The  editor  of  Administration  asked  David 
Jayne  Hill,  former  American  ambassador  to 
Germany,  to  review  this  volume.  Mr.  Hill 
declared  that  on  account  of  its  technical 
significance,  it  should  be  reviewed  by  an 
international  banker.  Wlien  Frank  A. 
Vanderlip  was  approached  he  suggested 
that  it  be  reviewed  by  a  publicist.  Each 
recognized  the  importance  of  this  study 
which,  as  they  unconsciously  revealed, 
must  be  appraised  from  both  the  political 
and  economic  viewpoints. 

In  the  dilemma  thus  posed,  it  was  de- 
cided to  let  the  reviewers  of  the  United 
States  give  their  combined  opinions. 
Fortunately,  the  scores  of  detailed  reviews 
from  newspapers  and  periodicals  through- 


out the  land  offer  ample  material  for  such 
a  digest. 

The  value  of  the  volume  has  been  uni- 
versally recognized. 

"It  is  the  most  important  book  since  the 
armistice,"  says  The  Fort  Worth  Star- 
Telegram. 

"We  had  the  right  to  expect  from  these 
authors  an  extremely  competent  book.  I 
have  seen  no  study  of  post-war  conditions 
in  Europe  that  approaches  this  book  in  its 
mastery  of  principle  and  its  effective  treat- 
ment of  the  essential  facts,"  saj-s  Alvin 
Johnson,  in  The  Neio  Republic. 

"A  book  of  utmost  importance  to  the 
business  man."     {Chicago  Tribune.] 

"A  brilliant  study  of  the  world's  most 
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urgent  problem."  [C.  B.  Evans  in  The 
Boston  American.] 

"The  tlioiightful  citizen  who  would  like 
to  understand  the  economic  conditions  now 
existing  in  Europe,  and  their  bearings  upon 
our  own  prosperity,  could  not  possibly  do 
better  tlian  to  invest  in  this  new  book." 
[Progress  of  the  World  in  The  Revieto  of 
Reviews.] 

The  Providence  (R.  I.)  Bulletin  calls  it 
an  "opportune  book"  and  The  Stin  (N.  Y.) 
believes  it  "a  striking  study,"  while  The 
Omaha  World-Herald  declares  it  treats  "the 
most  vital  question  of  the  day." 

The  authors,  according  to  The  Review  of 
Reviews,  are:  "men  who  know  every 
corner  of  Europe  through  personal  expe- 
rience. Mr.  Bass  is  the  well-known  cor- 
respondent who  has  been  studying  condi- 
tions at  first-hand  in  all  countries  for  more 
than  a  quarter  of  a  century."  He  is  the 
author  of  "The  Peace  Tangle."  The  Fort 
Worth  paper  above  quoted  saj's:  "Profes- 
sor Harold  G.  jNIoulton  of  the  University 
of  Chicago  is  one  of  the  leading  economists 
of  the  country,  being  decidedly  of  the  new 
practical  school  which  keeps  closely  in 
touch  with  the  business  world  .  .  . 
and  incidentally  is  author  of '  The  Financial 
Organization  of  Society.' " 

The  value  of  the  purpose  of  the  authors 
is  noted  by  a  number  of  reviewers  who 
quote  from  the  preface,  this  statement: 

First,  to  determine  the  economic  and  political 
status  of  Europe  at  the  present  time;  second,  to 
appraise  the  probable  effects  of  the  international 
settlements  (including  reparations)  that  have 
recently  been  made;  and  third,  to  suggest  in 
broad  outlines  an  international  policy  such  as  it 
is  believed  the  situation  demands. 

Of  Part  I,  "The  Situation  as  It  Really 
Is,"  Maurice  Wertheim,  in  The  Nation 
writes : 

"They  furnish  some  of  the  most  inform- 
ing tables  that  have  yet  appeared.  The 
beauty  of  their  arrangement  is  that  they 
are  not  elaborate." 

The  Omaha  World-Herald  adds: 

"A  discussion  of  exchange,  and  the  ex- 
planation for  its  fluctuations  is  one  of  the 
first  topics  dealt  with,  leading  to  chapters 
on  European  trade,  the  German  monetary 
oUapse,   probable   length   of  the   present 


depression,  and  economic  and  social  dis- 
integration." 

The  suggestion  that  the  United  States 
cancel  the  debts  owed  her  by  her  Allies 
naturally  draws  the  reviewer's  fire: 

"The  authors  maintain  that  the  United 
States  should  regard  the  debts  as  only  her 
contribution  to  the  war.  .  .  .  The 
book  has  only  one  conclusion  and  that  is 
their  complete  cancellation."  [Hubert  D. 
Bliss  in  The  New  Bedford  Evening  Standard.] 

"Any  attempt  for  the  payment  of 
European  debts  in  goods  woidd  prove  the 
final  blow  to  our  export  trade  and  throw 
American  labor  out  of  work." 

The  seriousness  of  the  situation  revealed 
is  recognized  in  almost  every  criticism. 
"  The  study  is  not  calculated  to  create  much 
optimism  in  regard  to  the  economic  out- 
look" is  the  comment  in  The  Cleveland 
Plain-Dealer,  and  The  Rochester  Post  adds: 
"Even  the  h^-pothesis  that  in  financial 
matters  time  is  a  healer  is  not  taken  seri- 
ously by  Mr.  Bass  and  Dr.  Moulton,  who 
ask  '^^^ly  did  not  time  save  Babylon  and 
Nineveh.''  We  are  reminded  that  time 
and  the  thirty-five  years'  war  reduced  Ger- 
many's population  by  one-third."  The 
w'arning  contained  in  the  volume  is  thus 
described  by  The  Troy  Record,  "Instead  of 
believing  that  things  are  gradually  righting 
themselves  they  hold  that  conditions  are 
rapidly  growing  worse  and  that  there  is  no 
way  out  of  present  difficulties  except  a  new 
theory  of  action."  The  Sun  (N.  Y.)  titles 
its  review  "A  Dismal  View  of  Europe"  but 
notes  that  "some  symptoms  that  alarmed 
the  authors  have  subsided  ...  as 
events  have  moved  somewhat  since  it  went 
to  press."  The  Kansas  City  Star  also 
notes  "that  there  is  indisputable  evidence 
that  improvement  is  under  way." 

The  same  paper  continues:  "The  book, 
however,  does  not  leave  its  readers  en- 
shrouded in  gloom.  The  authors  outline  a 
way  out.  There  appear  to  be  four  basic 
requirements  of  the  situation  they  say. 

First,  domestic  production  must  be  increased 
in  every  country.  Second,  unrestricted  and  bal- 
anced trade  between  nations  must  be  re-estab- 
lished. Third,  the  gold  standard  must  be  restored. 
Fourth,  the  budgets  of  European  countries  must 
be  balanced — in  the  sense  that  expenditures  do 
not  exceed  receipts  from  taxation. 
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This  is  the  most  quoted  section  from  the 
book,  and  the  constructive  ideas  of  the 
authors  are  mentioned  in  almost  every 
review.  The  people  of  the  United  States 
are  evidently  keenly  interested  in  any  sensi- 
ble proposition  for  economic  betterment. 
The  Commercial  Journal  (Chicago)  also 
notes  the  answer  given  to  the  pertinent 
question — Wliat  must  the  United  States 
do? 

1.  Cancel  the  allied  debts. 

2.  Lower  our  tariff  duties. 

3.  Contribute  a  portion  of  our  gold  reserve  to 
restore  the  gold  standard  of  Europe. 

4.  Make  some  additional  loans  for  purely  re- 
constructional  purposes. 

5.  Disarm. 

The  idea  of  disarmament  as  the  means  of 
making  budgets  balance  attracts  the  atten- 
tion of  many  papers.  The  Trenton  Times- 
Advertiser  sums  up  the  idea  as  follows: 
"Disarmament  is  urged  as  an  economic 
necessity,  if  our  modern  social  fabric  is  to 
be  saved.  But  'the  road  to  disarmament 
lies  through  Paris.'  Unless  and  until 
France  is  given  some  sort  of  genuine  as- 
surance that  she  is  not  to  be  left  to  the 
mercy  of  the  revengeful  Germany  there 
can  be  no  general  reduction  of  military 
expenditures  in  Europe."  This  reviewer 
has  an  amusing  footnote,  "America  and  the 
Balance  Sheet  of  Europe  indulges  in  plain 
speech  and  strong  language." 

The  importance  of  this  volume  as  a 
statement  of  problems  of  vast  concern  to 
Americans  is  stressed  again  and  again.  An 
editorial  based  on  the  book,  in  The  Chicago 
Tribune  declares:  "It  is  highly  advisable 
that  the  American  people,  and  especially 
their  leaders  and  makers  of  policy  should 
understand  what  the  situation  is  and  what 
is  essential  to  its  correction.  ...  A 
reading  of  this  book  will  dispose  of  the  super- 
ficial proposals,  and  we  confess,  of  the  illu- 
sory optimism  which  do  not  help  us  to 
adopt  a  really  constructive  course  of  ac- 
tion."    The   Evening  Post    (Chicago)    be- 


lieves that  "knowledge  of  such  things 
should  come  into  the  popular  consciousness 
before  an  international  economic  conference 
be  held." 

The  few  unfavorable  words  upon  the 
entire  book  are  not  directed  against  the 
idea  of  debt  cancellation,  or  reduction  of 
armaments,  but  against  items  of  a  purely 
economic  nature.  For  example,  several 
reviewers  cannot  go  so  far  as  the  authors 
in  the  direction  of  free  trade.  The  Troy 
Record  notes  this  objection:  "The  only 
question  is  whether  the  authors  are  correct 
in  their  opinion  as  to  the  serious  conse- 
quences of  German  bankruptcy."  The 
Nation's  Business,  and  other  periodicals, 
note  that  "The  book's  gravest  physical 
defect  is  that  it  has  no  index."  The  Pitts- 
burgh Dispatch  cannot  find  pure  commenda- 
tion. It  notes  what  others  may  complain 
of  rather  than  its  own  strictures.  "The 
citizen  will  study  .  .  .  and  on  many 
topics  will  find  himself  in  possibly  splenetic 
disagreement,  but  always  it  is  believed  the 
calm  view  will  return  that  the  authors  are 
sincere  and  have  prepared  a  book  of  highest 
value.  ...  It  will  excite  controversy 
but  at  least  awaken  intelligent  thought." 

"The  moral  of  this  admirable  and  en- 
lightening volume,"  concludes  The  New 
York  Herald,  "is  that  the  nations  of  the 
world  should  get  together  and  get  to  work." 
Many  reviews  quote  with  approval  a  sen- 
tence from  the  preface:  "It  is  time  that 
the  United  States  ceased  drifting  with 
respect  to  international  affairs." 

In  conclusion,  the  opinion  of  The  New 
York  Tribune  may,  with  a  little  softening, 
represent  the  group  opinion  of  the  reviewers. 
That  paper  says : 

Bass  and  Moulton  have  written  a  masterpiece 
of  economic  observation  and  analj'sis.  Their 
work  must  be  considered  one  of  the  most  impor- 
tant books  of  the  year.  They  deserve  credit  for 
their  courage  and  vision  in  emphasizing  certain 
very  unpleasant  economic  facts  and  pressing 
them  upon  the  attention  of  the  American  public. 
For  as  they  point  out,  America  cannot  cut  loose 
from  Europe. 
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Your  Inheritance  Tax  Problems.     The  Union 
Trust  Company,  Cleveland,  Ohio. 

Outstanding  among  the  many  beautiful 
brochures  which  carry  a  business  message, 
is  the  booklet  issued  by  the  Union  Trust 
Company  of  Cleveland,  Ohio.  It  carries  the 
title  "Your  Inheritance  Tax  Problems." 

Its  size  is  just  right  to  slip  into  the  pocket. 
Its  subject  matter  is  well  chosen.  The 
preface,  for  example,  carries  a  message  all 
should  remember: 

There  is  a  mistaken  idea  that  only  people  of 
great  wealth  need  bother  over  the  question  of 
inheritance  taxes.  As  a  serious  consequence 
thousands  of  families  left  with  modest  estates 
become  involved  in  a  tangle  of  trouble  and  ex- 
pense when  confronted  with  the  necessity  of 
meeting  many  exacting  and  intricate  tax  require- 
ments before  they  can  have  possession  of  their 
inheritances. 

The  difficulties  of  complying  properly  with  the 
requirements  of  these  tax  laws  have  become  so 
great  as  to  necessitate  competent  assistance.  For 
this  reason  we  maintain  in  our  tax  department  a 
special  division  devoted  to  inheritance  and  estate 
tax  work. 

The  services  of  this  division  are  at  the  disposal 
of  anyone  interested  in  safeguarding  the  future 
of  his  estate  through  timely  provision  for  the 
proper  handling  of  this  work,  thus  assuring  the 
benefits  of  such  legitimate  tax  exemptions  as  the 
law  provides,  as  well  as  complete  relief  from 
trouble,  delay,  and  needless  expense. 

In  the  first  pages  the  reader  is  reminded 
of  some  very  pertinent  facts  of  which  many 
are  ignorant;  namely,  that  the  Woolworth 
building  had  to  be  mortgaged  to  meet  the 
inheritance  and  estate  taxes  of  the  Wool- 
worth  estate;  that  the  original  Stillman 
estate  paid  over  $11,000,000  in  similar  taxes 
on  a  total  estate  of  $40,000,000;  that  the 
Frick  estate  suffered  distressingly  through 
enforced  sale  of  millions  in  securities  and 
real  estate  in  a  badly  depressed  market,  for 
the  purpose  of  meeting  those  taxes;  and  that 
the  family  of  a  very  large  and  well-known 
manufacturer,  who  died  recently,  is  threat- 
ened with  losing  control  of  the  business  on 
account  of  having  to  sell  stock  to  pay  in- 
heritance and  estate  taxes. 
(«  Some  people  pass  over  these  vital  matters 
as_,merely  "news"  and  others  lull  to  sleep 


any  possible  concern  over  the  tliought  of  an 
inheritance  tax  by  saying  to  themselves 
"Oh  well,  the  wealthy  can  afford  it  and  the 
rest  of  us  do  not  have  to  worry."  But  how 
many  of  them  stop  to  remember,  as  these 
pages  state,  that  inheritance  and  estate 
taxation  has  developed  so  rapidly  in  the 
past  few  years  that  many  men,  whose  fami- 
lies will  feel  it  heavily,  have  not  yet  sensed 
its  immediate  relation  to  their  own  affairs. 
Not  merely  for  the  man  of  great  wealth,  but 
for  the  everyday  business  or  professional 
man,  has  this  little  book  been  prepared. 

It  deals,  necessarily,  with  tax  conditions 
in  the  state  of  Ohio,  and  covers  information 
answering  the  three  major  questions,  which 
are  as  follows:  How  much  tax  will  have  to 
be  paid?  What  are  the  common  difficulties 
encountered.'     How  can  they  be  avoided? 

The  three  classes  of  tax  are  taken  up  one 
by  one. 

The  first,  the  Ohio  inheritance  tax,  is 
levied  on  any  inheritance  exceeding  $5,000, 
and  a  table  is  shown  giving  the  percentage 
according  to  the  relationship  of  the  inheritor. 

Second,  comes  the  inheritance  or  transfer 
taxes  of  other  states.  Here  is  explained  the 
taxation  of  stock  by  the  state  where  the 
organization  was  incorporated,  regardless 
of  the  location  of  the  plant.  Where  com- 
panies are  incorporated  under  the  laws  of 
several  states  certain  forms  of  procedure 
are  necessary.  These  requirements  are 
carefully  explained. 

The  third  tax  to  be  considered  is  the  fed- 
eral estate  tax,  due  on  all  estates  exceeding 
$50,000.  The  percentage  of  taxation  on 
estates  ranging  from  $50,000  to  over 
$10,000,000  is  shown  in  a  well-arranged 
table,  and  clear  instructions  are  given  as  to 
obligations.  A  second  table  shows  the  rela- 
tion of  combined  taxes  to  the  size  of  total 
estates.  This  is  followed  by  a  concise  dis- 
cussion of  confusing  differences  which  may 
arise  and  an  example  is  given  of  just  how  an 
estate  is  taxed.  A  concrete  example  of  this 
kind  is  always  helpful. 

Excellent  psychology  is  shown  in  the 
human  interest  example  that  is  given  of  a 
mishimdlcd  estate.  Nothing  ever  brings 
a  thing  home  quite  so  vividly  as  to  see  a 
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graphic  picture  of  just  what  has  happened 
to  someone  else.  This  is  followed  by  some 
excellent  information  on  appraisals,  exemp- 
tions, and  provisions  for  payment.  A  note 
of  caution  is  sounded  on  the  complicated 
nature  of  tax  procedure  and  the  booklet 
closes  with  a  strong  urge  for  more  rigid  in- 
vestigation and  greater  care  in  making 
provisions  for  the  future  by  utilizing  the 
services  of  those  who  are  competent  to 
handle  such  matters. 

Too  many  are  given  to  neglecting  things 
of  this  kind  until  it  is  too  late.  Financial 
institutions  throughout  the  country  are 
rendering  a  real  ser\'ice  in  educating  the 
public  in  matters  of  this  nature. 

The  Danger  of  the  Kansas  Court  of  Industrial 
Relations  to  Business  as  Well  as  to  Union 
Labor.     By  A.  J.  Ewing,  Wichita,  Kansas. 

The  Editor  of  Administration  wishes  to 
call  attention  to  this  pamphlet  for  two  rea- 
sons. In  the  first  place,  he  re^newed  at 
considerable  length  Governor  Allen's  book 
"The  Party  of  the  Third  Part,"  which  dis- 
cusses in  detail  the  history  of  the  Industrial 
Court  from  its  inception  up  to  the  present 
time.  Administration  always  tries  to  pre- 
sent both  sides  of  the  case. 

In  the  second  place,  he  wants  to  encour- 
age his  readers  to  peruse  this  pamphlet 
because  it  is  so  often  referred  to  by  those 
who  are  opposed  to  the  establishment  of 
industrial  courts  in  other  states  besides 
Kansas. 

Briefly,  the  pamphlet  purposes  to  show 
that  not  only  the  farming  industry  but  the 
manufacturing  industry  as  well  is  aided  by 
the  freedom  to  strike  on  the  part  of  em- 
ployees. How  well  the  author  of  the  pam- 
phlet has  accomplished  his  purpose  will  be 
left  to  the  reader  to  decide. 

The  pamphlet  may  be  obtained  upon 
application  to  the  author  at  Wichita, 
Kansas. 

The  Mechanics  of  Correspondence.  Research 
in  Industrial  Education.  The  American 
RoUing  Mill  Company,  Middletown,  Ohio. 

Have  you  ever  wished  for  the  tongue  of 
an  angel — perhaps  even  the  temper  of  an 
angel — so  that  you  might  teach  your 
stenogrjiphers  and  correspondence  force 
generally  how  to  get  out  uniform,  accurate. 


and  dignified  letters?  Well,  here  is  a  little 
pamphlet  that  will  help.  It  is  a  practical 
guide  for  real  workers,  not  a  treatise  on 
theory,  and  is  helpful  even  to  the  minute 
details  of  how  to  make  erasures  neatly. 
The  material  is  carefully  selected  for  help- 
fulness, and  nothing  is  Included  that  is  not 
concrete  and  useful. 

This  skilled  selection  of  the  useful  is 
exemplified  in  the  opening  section  on  punc- 
tuation. Punctuation  is  often  made  too 
complicated  for  average  people  by  the 
presentation  of  too  many  rules,  and  too 
full  rules.  Here  the  points  treated  are 
those  which  come  up  every  day,  and  the 
formulation  of  rules  is  as  simple  as  possible. 
The  stenographer  will  not  have  to  go  to 
college  to  be  able  to  grasp  the  rules  for  the 
comma  in  a  series.  The  common-sense 
idea  is  basic.  It  shows  in  such  sane  sug- 
gestionsas  these:  "Don't  overuse  the  dash," 
and  "  It  is  questionable  whether  the  exclama- 
tion point  should  ever  be  used  in  business 
letters."  It  is  pretty  certain,  to  us,  that  it 
should  never  be  inserted  except  at  the  com- 
mand of  the  author  of  a  letter.  The  exam- 
ple sentences,  here  and  elsewhere,  are  real 
examples  chosen  from  business  letters,  not 
merely  literary  gems  which  no  correspond- 
ent ever  has  to  write. 

The  sections  on  syllabication  and  the 
hyphen  are  equally  simple.  This  para- 
graph shows  the  style  employed: 

Correct  division  of  a  word  at  the  end  of  a  line 
may  seem  to  be  a  matter  of  small  importance, 
but  an  incorrect  word  di\'ision  is  really  a  case  of 
misspelling.  Like  everj-thing  else  there  is  a 
right  and  a  wTong  way  to  divide  words,  but  there 
should  be  only  one  choice.  Divide  words  cor- 
rectly. By  observation  and  by  reference  to 
dictionaries  one  may  soon  learn  correct  syllabica- 
tion. 

This  is  good  doctrine,  partly  because  it 
promises  no  mysterious  tricks  to  replace 
observation  and  study.  The  few  rules 
added  are  valuable  to  everybody. 

The  list  of  words  often  misused  is  brief 
but  contains  the  main  offenders,  such  as 
our  old  stand-bys,  "affect"  and  "effect,"  or 
"respectfully"  and  "respectively."  Odd 
words,  collective  nouns,  and  a  list  of  the 
abbreviations  for  the  chemical  elements, 
complete  these  pages.  A  short  schedule 
of  rules  on  abbreviations,  use  of  figures. 
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and  capitalization  completes  this  part  of 
the  booklet. 

Part  II  is  for  letter-wTiters.  It  discusses 
the  mechanical  form  of  letters  (spacing, 
margins,  etc.).  Several  reproductions  of 
model  letters  show  the  student  exactly 
what  is  e^q}ected.  The  description  of  the 
mechanism  of  the  dictaphone  with  sugges- 
tions to  operators  should  prove  useful  in 
many  ofBces. 

A  new  idea  in  such  manuals  is  a  very 
complete  list  of  words  frequently  mis- 
spelled by  stenographers.  The  words  are 
listed  alphabetically,  with  the  Gregg  system 
phonetic  sjonbol  placed  alongside.  Prob- 
ably the  most  valuable  list  is  of  the  special 
vocabulary  of  this  manufacturing  plant. 
This  is  made  up  of  difSciJt  and  unusual 
technical  terms,  such  as  "acetate,"  "can- 
tilever," "ionization,"  to  the  number  of 
over  a  thousand.  It  serves  to  teach  the 
correct  short-hand  form  as  well  as  the 
spelling  and  syllabication  of  these  words. 

The  excellent  index  and  general  arrange- 
ment and  display  of  the  various  rules  add  a 
final  touch  of  ser\-ice  to  this  admirably  sim- 
ple and  practical  manual. 

Methods  of  Accoimting  for  Waste  in  a  Cotton 
Spinning  Mill,  by  George  D.  BZlinimer.  Na- 
tional Association  of  Cost  Accountants,  130 
West  42  Street,  New  York  City. 

The  subject  of  waste  is  of  \'ital  interest 
to  any  manufacturer.  Considering  the  fact 
that  so  little  has  been  ^Titten  on  the  subject 
of  textile  costs  those  interested  in  this  phase 
of  cost  accounting  will  probably  be  glad  to 
know  that  the  National  Association  of  Cost 
Accountants  has  recently  issued  the  above 
publication. 

^\'hile  this  pamphlet  obviously  deals  with 
waste  in  a  cotton  spinning  mill,  neverthe- 
less, some  of  the  general  principles  men- 
tioned apply  to  other  industries.  In  com- 
mon with  many  other  bulletins  published 
by  the  National  Association  of  Cost  Ac- 
countants it  treats  first  of  the  manufactur- 
ing processes  in  the  industry  described. 

This  section  is  followed  by  some  material 
on  waste  percentages.  The  writer  says  that 
about  30  per  cent  of  the  carded  stock  put 
into  process  becomes  waste,  and  that  about 
40  per  cent  of  the  comber  stock  is  waste. 
He  states  the  disposition  that  is  made  of 


waste.  Another  section  deals  with  waste 
records. 

The  following  is  a  quotation  from  this 
section : 

From  a  standpoint  of  operating  efficiency,  if 
not  from  a  costing  standpoint,  it  is  desirable  to 
keep  individual  records  of  quantities  of  each 
kind  of  waste  resulting  from  each  operation  and 
from  the  different  grades  of  cotton.  These 
records  are  invaluable  for  superintendents,  fore- 
men, and  purchasing  agents.  By  studying  them 
the  superintendent  may  determine  the  efficiency 
of  his  plant,  not  by  comparing  merely  the  pro- 
duction of  one  period  with  another  period,  but 
by  considering  in  addition  what  his  percentage 
of  good  production  has  been  to  the  total  cotton 
consumed.  The  purchasing  agent  can  ascertain 
how  certain  lots  purchased  are  running  and  also 
the  quantities  of  dirt  and  seeds  in  the  different 
lots.  Often  certain  lots  of  cotton  may  be  pur- 
chased very  cheaply,  but  after  the  dirt  and  seeds 
have  been  removed  the  good  cotton  remaining 
may  have  cost  more  than  the  better  grade  and 
more  expensive  cotton  which  has  less  waste. 
This  point  may  be  illustrated  by  the  following 
example:  Suppose  one  lot  of  cotton  is  purchased 
at  22  cents  and  another  at  20  cents.  If  10  per 
cent  of  dirt  and  seeds  were  extracted  from  the  22 
cents,  the  lot  cost  per  pound  of  good  cotton  con- 
tained in  the  bale  would  be X  -22  or  244  cents. 

90 
If  the  cheaper  grade  centained  20  per  cent  dirt 
and  seeds,  w^hich  although  high,  is  nevertheless 
possible,   then    the    good    cotton    would    cost 
100 
— —  X  .20  or  25  cents  per  pound,  or  more  than  the 

better  grade  cotton.  Even  these  figures  do  not 
bring  out  the  real  loss  on  the  cheaper  grade  be- 
cause if  the  staple  is  short  or  of  poor  strength, 
a  vastly  greater  loss  in  time  and  also  in  material 
may  result  from  broken  ends  and  so  forth,  in  the 
operations  which  succeed  the  cleaning  processes. 

One  of  the  features  of  the  writer's  method 
of  developing  his  subject  is  to  proceed  from 
simple  methods  of  accounting  for  waste  to 
more  complex  methods.  He  starts  out  first 
by  discussing  an  estimating  cost  sj-stem: 

A  simple  estimating  cost  system  will  be  con- 
sidered first,  in  which  the  mill  is  charged  with 
raw  cotton  as  u.sed  and  with  all  operating  ex- 
penses, and  credited  with  sales  of  yarn  at  an  es- 
timated cost.  The  value  of  waste  sold  is  credited 
to  the  mill  at  its  sales  price.  .\n  inventory  is 
taken  at  the  end  of  the  accounting  period  and 
the  difference  between  the  quantity  of  cotton 
opened  plus  beginning  inventory  of  work  in  prog- 
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ress,  and  sales  plus  closing  inventories  of  work 
in  progress  represents  waste  which  has  been  a 
total  loss  except  that  some  of  it  may  be  salable 
to  outside  concerns  for  purposes  other  than 
spinning. 

For  the  purpose  of  more  eflBcient  operation,  it 
becomes  almost  necessary  to  keep  some  record 
of  the  quantity  of  waste  produced.  The  easiest 
method  of  doing  this  is  to  weigh  the  waste  as  it 
comes  to  the  opening  room  for  use  again  and  to 
keep  a  record  of  quantities  of  waste  returned  for 
re-use  and  of  waste  sold.  The  percentage  to 
total  cotton  consumed  may  then  be  ascertained 
and  compared  with  results  of  other  accounting 
periods. 

But  even  under  this  method  nothing  of  any 
real  value  is  obtained  so  far  as  costs  are  concerned. 
So  far  as  efficiency  is  concerned,  it  may  be  as- 
certained that  inefficiency  may  have  been  caused 
by  an  excessive  amount  of  waste  but  it  cannot 
be  determined  in  what  particular  operation  the 
ineflBciency  occurred.  Of  course  the  manage- 
ment will  want  to  know  in  what  departments  im- 
provements can  be  made,  and  so  additional 
records  will  be  added  gradually,  to  show  the 
quantities  of  waste  and  the  production  from  each 
operation. 

The  proper  basis  for  arriving  at  the  most  cor- 
rect average  cost  under  an  estimating  system  is 
obtained  by  using  a  system  of  percentages,  which 
may  seem  arbitrary  at  first  glance  but  really  give 
as  fair  a  basis  as  is  possible.  These  percentages 
represent  the  proportion  of  the  good  production 
of  each  department  for  the  accounting  period 
which  it  will  be  possible  to  wind  into  yarn  with- 
out becoming  waste,  either  usable  or  imusable. 

The  table  showiag  how  these  percentages 
are  obtained  is  given.    Mr.  Klimmer  adds : 

It  may  be  argued  that  a  proper  average  cost 
per  pound  of  yarn  can  be  obtained  by  making 
up  an  ordinary  cost  of  manufacturing  statement 
and  dividing  the  total  cost  of  manufacturing  by 
total  production,  but  in  the  methods  outlined  in 
this  article  a  correct  analysis  of  the  cost  may  be 
obtained  by  operations  and  the  data  may  be 
readily  gotten  up  each  month  without  taking  an 
inventory  which  would  be  very  expensive. 

A  more  elaborate  system  than  an  esti- 
mating one  is  a  cost  system  under  which  ac- 
counts are  kept  in  each  department  for  all  of 
the  various  charges  incurred,  assuming  also 
the  keeping  of  separate  accounts  for  carded 
and  comber  stock  is  desired.  The  last  sec- 
tion deals  with  the  accounting  in  a  plant  in 
which  detailed  yarn  costs  and  the  cost  for 
each  grade  and  size  of  yarn  are  desired. 


It  would  be  an  excellent  thing  if  more 
bulletins  dealing  with  waste  in  specific  in- 
dustries were  written. 

The  pamphlet  has  an  added  interest  be- 
cause of  the  recent  report  on  waste  pub- 
lished by  the  Federated  American  Engi- 
neering Societies.  This  work  is  reviewed  in 
the  book  section  of  Administration  by 
Dexter  Kimball,  Dean  of  the  College  of  En- 
gineers, Cornell  University. 

Labor    Relations    in     Cleveland.     Cleveland 
Chamber  of  Commerce,  Cleveland,  Ohio. 

One  of  the  most  djTiamic  chambers  of 
commerce  to  be  found  in  the  United  States 
is  that  located  in  Cleveland,  Ohio.  The 
chamber  in  Cleveland  is  not  a  mutual 
admiration  society,  nor  is  it  a  luncheon  club 
for  an  occasional  meeting  of  the  business 
men  of  that  city. 

This  pamphlet  is  a  report  of  the  Commit- 
tee on  Labor  Relations.  It  is  made  public 
because  the  committee  believes  that  a 
powerful  force  to  bring  about  desired  indus- 
trial conditions  is  the  opinion  of  an  informed 
and  enlightened  public,  and  that  the  first 
step  towards  industrial  peace  must  be  a 
realization  of  the  interdependence  of  all 
elements  related  to  Industry. 

On  the  matter  of  production  the  declara- 
tion of  principles  found  in  this  pamphlet 
are: 

Public  interest  requires  increasing  production 
as  a  prime  factor  in  reducing  commodity  prices. 

Employees  should  not,  therefore,  intention- 
ally restrict  individual  output  to  create  an  arti- 
ficial scarcity  of  labor  as  a  means  of  increasing 
wages  or  continuity  of  employment,  or  of  equaliz- 
ing the  productivity  and  wages  of  workers  having 
different  degrees  of  skill  and  ability.  Employees 
should  also  co-operate  with  the  employer  in  the 
adoption  of  new  and  improved  machinery  and 
methods  with  a  view  to  increasing  efficiency, 
thereby  lowering  the  cost  of  production. 

Employers  should  not  intentionally  restrict 
production  to  create  an  artificial  scarcity  of  the 
product  in  order  to  increase  prices,  or  put  into 
practice  production  methods  that  prove  hurtful 
to  the  health,  future  productivity,  or  welfare  of 
the  employees.  They  should  not  reduce  piece- 
rate  prices  when  and  because  through  an  em- 
ployee's increased  skill  they  may  have  become 
highly  profitable  to  him.  The  public  interest 
requires  reduced  production  costs  obtainable 
through  fair  revision  of  piece  rates  when  im- 
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proved  methods  and  facilities  are  furnished  by  an 
employer. 

Employers  should  so  adjust  their  production 
program  as  to  afford  the  maximum  continuity  of 
employment  for  their  employees  consistent  with 
due  regard  to  the  welfare,  economic  advance- 
ment, and  productive  capacity  of  the  worker. 

The  value  of  industrial  training  as  a  means  of 
increasing  production  is  recognized.  Such  train- 
ing should  be  encouraged  by  employers  and  em- 
ployees. 

The  Committee  on  Labor  Relations 
believes  that  in  addition  to  the  law  of  sup- 
ply and  demand  in  influencing  wage  rates, 
the  following  additional  factors  should  be 
taken  into  consideration: 

Cost  of  living 

Opportunity  to  advance  standard  of  living 

Savings 

Loyalty 

Productivity — quality  and  quantity 

Initiative  and  individual  skill 

Nature  and  hazard  of  the  work 

Importance  of  the  work  performed 

Punctuality  and  steadiness 

Continuity  of  emplojTnent 

With  a  fearlessness  and  a  frankness  that 
is  too  often  lacking  in  declarations  of 
chambers  of  commerce,  this  committee  has 
no  hesitation  in  saying: 

Hours  of  work  should  be  fixed  at  a  point  con- 
sistent with  the  physical  well-being  of  the  worker, 
providing  him  adequate  time  for  leisure,  rest, 
recreation,  home  life,  and  self-development,  and 
consistent  with  the  public's  economic  require- 
ments. 

The  fact  is  recognized  that  in  many  industries 
and  establishments  the  basic  eight-hour  day,  or 
a  weekly  equivalent,  has  been  adopted  as  stand- 
ard. As  the  number  of  hours  properly  con- 
stituting a  day's  work  varies  in  different  indus- 
tries, it  is  recommended  that  studies  be  made  to 
determine  a  proper  basic  day  or  week  in  each 
industry. 

Overtime  work  should  be  discouraged.  WTiere 
the  nature  of  the  work  is  such  as  to  require 
employees  to  work  beyond  the  established  hours, 
they  should  receive  an  extra  rate  of  compensation 
for  such  overtime. 

One  day's  rest  in  seven,  preferably  Sunday, 
should  be  provided.  Weekly  half-holiday  should 
be  encouraged. 

Other  topics  taken  up  in  this  pamphlet 
are  working  conditions,  freedom  of  contract 
(open  or  closed  shop),  representative  nego- 


tiations (collective  bargaining),  and  coercive 
measures. 

Of  special  interest  to  business  executives 
is  the  following  declaration  on  information 
and  frankness: 

Employers  should  recognize  the  need  of  inform- 
ing their  employees  on  the  subject  of  business 
principles  as  affecting  their  mutual  interests, 
especially  the  relation  of  wages  and  expense  to 
costs  and  prices,  and  the  necessity  for  an  equi- 
table return  on  invested  capital.  Frankness  is 
advised  on  the  part  of  employers  in  placing  before 
their  employees  business  details  necessary  to 
prove  these  economic  facts.  Employees  should 
be  equally  frank  in  discussing  with  their  employer 
matters  affecting  their  conditions  of  emplojTnent 
and  the  interests  of  their  industry.  Such  an 
attitude  on  the  part  of  both  employer  and  em- 
ployee will  tend  to  establish  a  spirit  of  mutual 
interest  and  confidence. 

Fortunately,  the  committee  has  not  over- 
looked in  the  settlement  of  labor  disputes 
what  Governor  Allen  of  Kansas  calls  "The 
party  of  the  third  part,"  namely,  the  public. 
Of  the  public's  interest  the  pamphlet  com- 
ments as  follows: 

Since  the  public  interest  is  paramount,  it  fol- 
lows that  public  opinion  is,  and  should  be,  a 
potent  influence  for  the  settlement  of  all  labor 
disputes.  Therefore,  to  this  end,  machinery 
should  be  set  up  to  ascertain  reliably,  and  give 
publicity  impartially  to  the  facts,  and,  at  least 
until  the  public  has  had  a  reasonable  opportunity 
to  consider  the  facts  presented,  no  resort  should 
be  had  to  strike  or  lockout. 

The  public's  right  to  uninterrupted  service 
during  the  period  of  settlement  of  disputes  in 
government  services  and  public  utiUties  is  a 
primary  consideration. 

Valuable  Papers.     Mercantile  Trust  Company. 
Eighth  and  Locust  Streets,  St.  Louis,  Missouri. 

General  suggestions  for  replacing  valua- 
ble papers  that  are  destroyed,  lost,  or  stolen 
are  given  in  this  booklet.  In  telling  what  to 
do  under  such  unfortunate  circumstances, 
valuable  information  is  given  about  differ- 
ent kinds  of  bonds,  stock  certificates,  notes, 
deeds  of  trust,  contracts,  leases,  etc. 

In  case  of  trouble  the  booklet  will  be 
found  helpful  as  a  sort  of  first  aid  to  parties 
financially  injured.  Copies  may  be  had 
upon  application  to  The  Mercantile  Trust 
Company  of  St.  Louis,  Missouri. 
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IN  THIS  ISSUE 

From  one  point  of  view  every  issue  of 
Administration  represents  three  magazines. 
First,  there  is  the  magazine  that  the  editor 
thinks  he  is  editing  and  making;  second, 
there  is  the  magazine  that  the  subscriber 
thinks  he  is  getting;  and  last,  there  is  the 
magazine  as  it  really  is.  These  three  tj^ies 
are  clear  and  distinct. 

Letters  to  the  editor  are  extremely  help- 
ful because  they  Indicate  the  kind  of 
magazine  the  subscriber  thinks  he  is  getting. 
Such  letters  frequently  contain  a  surprise. 
Several  recent  communications  have  indi- 
cated that  some  subscribers,  instead  of 
reading  first  the  article  with  which  the 
magazine  opens,  turn  at  once  to  this  de- 
partment. Numerous  comments  have 
referred,  not  to  what  might  be  called  the 
leading  articles  in  the  front  part  of  the 
magazine  but  to  the  smaller  items  in  this 
department.  To  explain  the  magazine  as 
the  editor  sees  it  is  the  purpose  of  this 
informal  chat  from  month  to  month. 

Because  marketing  is  attracting  so  much 
attention  in  the  business  world  just  now, 
special  attention  is  paid  this  month  to  the 
matter  of  salesmanship,  so  far  as  that  can 
be  done  without  neglecting  the  other  fields 
which  Administration  aims  to  cover.  Even 
a  cursory  glance  at  the  contents  of  the 
newspapers  will  show  that  industrial  con- 
cerns call  special  sales  conferences  in  the 
hope  of  putting  a  little  more  "pep"  into 
their  salesmen.  Still  other  concerns  have 
sent  their  sales  managers  on  tours  to  various 
branches  to  give  talks  on  selling  to  local 
salesmen.  These  activities  to  increase 
sales  naturally  raise  the  question,  "Can 
Salesmanship  Be  Taught?"  An  answer  to 
this  question  is  printed  in  this  issue  by  Mr. 
IVIaxweU,  First  Vice-President  of  Thomas 
A.  Edison,  Inc.,  who  has  charge  of  sales  in 
that  organization.  To  many  it  will  doubt- 
less be  news  that  so  many  institutions  of 
higher  education  have  added  salesmanship 
to  the  curriculum. 

Retail  sales  have  to  be  delivered  direct 
to  the  purchaser.  This  phase  of  the 
subject  is  taken  up  somewhat  in  detail  by 


Harold  B.  Weissman,  Industrial  Engineer 
of  R.  H.  Macy,  Inc.,  of  New  York  City. 
In  his  article,  "Cost  Control  of  Delivery 
Operations,"  Mr.  Weissman  has  summed 
up  the  purpose  of  his  article  as  follows: 

1.  To  show  how  we  can  find  our  cost  accurately, 
and  at  the  same  time,  uniformly,  enabling  us  to 
use  it  effectively  in  our  own  business,  as  well  as 
facilitating  comparison  among  ourselves,  thus 
benefiting  by  the  experience  of  others. 

2.  How  to  account  for  the  barometric  changes 
in  cost. 

3.  Finally,  we  may  be  able  to  apply  a  bit  of 
prevention  to  our  own  business.  Use  this 
information  to  help  us  control  the  cost,  and  not 
be  unhappily  surprised  at  the  end  of  the  season. 
Guide  our  various  decisions  and  plana  in  our 
daily  work,  so  as  to  keep  the  cost  within  the  low 
limits  pre\'iously  standardized  and  demonstrated. 

An  important  factor  in  the  sales  problem 
of  today  is  the  container.  This  fact  is 
emphasized  by  George  W.  Gair,  President 
of  The  Robert  Gair  Company  of  New  York 
in  his  article,  "Packaging  in  Its  Relations 
to  Marketing."     Says  Mr.  Gair: 

Modern  marketing  systems  and  a  study  of 
economics  have  taught  us  that  short-sighted 
policies  of  economy  often  result  in  a  serious 
restriction  of  sales. 

For  proof  of  this  assertion  the  reader  is 
referred  direct  to  the  article  itself. 

The  articles  on  sales  management  thus 
far  have  been  extremely  specific  both  in 
subject  matter  and  in  mode  of  treatment. 
A  general  article  was  wanted,  therefore, 
to  give  a  broader  point  of  view.  This  has 
been  secured  from  H.  G.  Kenagy,  Assistant 
Director  of  the  Bureau  of  Personnel  Re- 
search, Carnegie  Institute  of  Technology, 
Pittsburgh,  Pennsylvania.  It  is  entitled, 
"The  Sales  Plan  for  1922"  and  in  brief 
though  general  terms,  aims  to  answer  these 
two  questions: 

1.  What  does  the  successful  salesman  do.' 

2.  What  does  he  have  to  know  in  order 
to  do  it? 

The  answers  to  these  questions  are 
practical  because  the  author  has  been 
connected  with  a  bureau  and  has  assisted 
a  number  of  companies  in  their  attempts 
to  answer  such  questions. 
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In  the  opinion  of  the  editor  one  of  the 
best  articles  that  Administration  has  pub- 
lished thus  far  is  "The  Future  of  American 
Industry"  by  Malcolm  Keir,  Professor  of 
Economics,  Dartmouth  College,  ^^'hethe^ 
subscribers  will  concur  in  this  opinion  re- 
mains to  be  seen.  On  the  question  of 
business  insurance  there  can  be  little 
diflFerence  of  opinion.  Professor  Keir  does 
not  hesitate  to  list  specifically  what  he 
considers  the  three  most  probable  develop- 
ments of  the  future  in  American  industry. 
If  you  disagree  with  him,  the  editor  would 
like  to  have  your  opinion. 

"The  Human  Side  of  Business"  is  the 
subject  of  a  charming  little  chat  by  Archer 
Wall  Douglas,  Chairman  of  the  Committee 
on  Statistics  and  Standards,  Chamber  of 
Commerce  of  the  United  States.  O.  P. 
Austin,  Statistician  of  the  National  City 
Bank  of  New  York  tells  the  reader  how  to 
make  practical  use  of  the  statistical  pub- 
lications of  the  government  in  working  out 
problems  of  commercial  investigation. 
Here  are  two  articles  from  two  authorities 
in  the  field  of  statistics. 

"Functionalizing  a  Business"  by  Paul 
M.Atkins,  Instructor  in  Industrial  Manage- 
ment, University  of  Chicago,  might  be  said 
to  be  a  distinctly  Administration  article, 
because  it  is  strictly  limited  to  the  field  of 
business  analysis  and  control.  In  the 
opinion  of  Professor  Atkins  the  place  to 
start  solving  the  diflSculties  that  surround 
the  control  of  a  business  is  by  functional- 
izing the  concern. 

It  may  be  noted  in  passing  that  Anthony 
B.  Manning  brings  to  a  conclusion  in  this 
issue  his  series  of  articles  on  "Fixed 
Property  Accounting."  Another  series  of 
articles  on  accounting  will  start  in  an  early 
issue. 

The  articles  which  Administration  has 
pubhshed  in  the  past  on  labor  turnover  have 
been  extremely  well  received.  The  one  on 
"Costs  of  Labor  Turnover"  by  Walter  J. 
Matherly,  Professor  of  Business  Adminis- 
tration, School  of  Commerce,  University  of 
North  Carolina,  will  doubtless  be  a  welcome 
addition. 

Mention  has  already  been  made  in  this 
little  chat  about  business  insurance. 
Closely  associated  is  that  of  insuring 
jnanagement.     There  is  hardly  a  business 


risk  whicli  may  not  today  be  safeguarded 
by  some  insurance  contract.  It  is  hoped 
that  the  reader  will  agree  with  the  editor  as 
to  the  practical  value  of  "Insuring  Manage- 
ment" by  W.  J.  Donald,  Acting  Managing 
Director  of  the  National  Association  of 
Corporation  Training. 

Rounding  out  the  magazine  arc  numer- 
ous reviews  of  books  relating  to  subjects 
distinctly  within  the  field  of  Administration. 
Books  reviewed  in  this  issue  include  "Eco- 
nomic Aspects  of  the  Great  Lakes-St. 
Lawrence  Ship  Channel,"  "International 
Protection  of  Labor,"  "The  Stock  Market," 
"Economics  for  the  Accountant,"  "Es- 
sentials of  Industrial  Costing,"  "Banking 
and  Business,"  etc.  These  should  not  be 
neglected  by  the  business  executive  who 
attempts  to  follow  business  trends.  Some 
of  these  book  reviews,  not  only  in  the 
opinion  of  the  editor,  but  also  in  that  of 
readers,  have  as  much  practical  value  as 
the  special  articles. 

P.  S. — Good  goods  sometimes  come  in 
small  packages.  This  postscript  has  spe- 
cial reference  to  the  reviews  of  business 
pamphlets  published  in  a  special  depart- 
ment of  Administration. 


RET.AIL  FOOD  COSTS 

The  United  States  Department  of  Labor, 
through  its  Bureau  of  Labor  Statistics, 
has  completed  the  compilations  showing 
changes  in  the  retail  cost  of  food  in  15  repre- 
sentative cities  of  the  United  States. 

During  the  month  from  January  15, 
19"22,  to  February  15,  1922,  there  was  a 
decrease  in  7  of  the  15  cities,  as  follows:  In 
Kansas  City,  4  per  cent;  in  Little  Rock, 
Pittsburgh,  Providence,  and  Charleston,  1 
per  cent;  in  Louisville  and  Jackson%-ille, 
less  than  ^/lo  of  1  per  cent.  In  seven 
cities  there  are  the  following  increases:  in 
Minneapolis  and  St.  Paul  there  was  an  in- 
crease of  2  per  cent.  In  Baltimore,  Indian- 
apolis, Milwaukee,  and  St.  Louis,  there  was 
an  increase  of  1  per  cent.  In  Detroit,  there 
was  an  increase  of  less  than  */io  of  1  per  cent. 
In  Fall  River  food  prices  remained  the  same 
during  the  month. 

For  the  year  period,  February  15.  1921, 
to  February  15,  1922,  there  was  a  decrease 
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of  13  per  cent  in  Charleston  and  Kansas 
City;  12  per  cent  in  Pittsburgh;  11  per  cent 
in  Little  Rock,  Providence,  Jacksonville, 
and  St.  Louis;  10  per  cent  in  Baltimore  and 
Indianapolis;  9  per  cent  in  Louisville,  Mil- 
waukee, Minneapolis,  and  St.  Paul;  8  per 
cent  in  Detroit;  and  7  per  cent  in  Fall 
River. 

As  compared  with  the  average  cost  in  the 
year  1913,  the  retail  cost  of  food  on  Febru- 
ary 15,  1922,  showed  an  increase  of  47  per 
cent  in  Baltimore  and  Fall  River;  46  per 
cent  in  Pro\adence;  45  per  cent  in  Detroit; 
42  per  cent  Ln  Milwaukee;  40  per  cent  in 
Miimeapolis  and  St.  Louis;  38  per  cent  in 
Pittsburgh  and  Jacksonville;  37  per  cent  in 
Indianapolis;  36  per  cent  Ln  Kansas  City; 
33  per  cent  in  Little  Rock;  and  31  per  cent 
in  Louisville.  Prices  were  not  obtained 
from  St.  Paul  Ln  1913,  hence  no  comparison 
for  the  9-year  period  can  be  given  for  this 
city. 

MEXICAN  CHAMBERS  OF 
COMJMERCE 

The  chambers  of  commerce  Ln  Mexico 
will  hold  a  meeting  this  month  in  Nogales 
on  April  1,  2,  and  3,  1922,  and  on  April  14 
they  will  meet  Ln  Nogales,  Arizona,  with  the 
chamber  of  commerce  of  that  city. 

American  business  men,  especially  rep- 
resentatives of  important  exporting  con- 
cerns, are  invited  to  attend  the  conference. 
The  American  chambers  of  commerce  Ln 
Tucson  and  Nogales,  Arizona,  are  making 
arrangements  for  a  special  train  to  take 
both  the  Mexican  and  American  delegates 
down  the  west  coast  to  Tepic,  the  terminus 
of  the  Sud  Pacifico  de  Mexico,  and  the 
management  of  this  railroad  is  co-operating 
generously  in  this  program. 

The  trip  wLU  probably  occupy  11  days, 
and  wLU  offer  an  opportunity  to  see  the  re- 
sources and  business  possibilities  of  the 
Mexican  west  coast. 

DEPRECIATION  OF  ]\L\CHIN'ERY 
PLTICHASED  AT  INTLATED  PRICES 

Dear  Mr.  Lee: 

We  have  four  plants  located  at  various 
points  in  Wisconsin.  It  is  often  the  case 
that  machinery  at  one  plant  may  be  used  to 


advantage  at  one  of  the  other  locations. 
In  transferring,  I  am  of  the  opinion  that  the 
original  cost,  less  depreciation  should  rep- 
resent the  value  at  which  the  item  is  taken 
Ln  by  the  other  division,  this  original  value 
to  consist  of  the  invoice  price,  plus  freight. 
All  other  charges  such  as  installation,  foun- 
dation cost,  etc.,  would  be  written  off  to 
profit  and  loss. 

As  very  often  happens,  machines  which 
were  purchased  during  the  peak  of  high 
prices  are  transferred.  The  market  quo- 
tations on  such  machines  may  be  50  per 
cent  lower  than  the  figures  at  which  we  are 
carrjang  them  on  our  Plant  and  Property 
ledger.  Is  it  advisable  to  show  the  transfer 
at  the  market  quotation  and  set  up  the  dif- 
ference as  a  realized  loss  or  at  the  present 
value  as  indicated  by  the  records  of  division 
shipping.^  If  a  loss  is  set  up,  would  it  be 
recognized  by  the  Income  Tax  Department 
when  auditing  the  federal  income  tax  re- 
turns for  such  year  Ln  which  the  transfer 
had  been  made.' 

A   stamped   and   addressed   envelope   is 
enclosed  for  reply,  which  I  would  appreci- 
ate at  your  early  convenience. 
Yours  very  truly, 
(Signed)  Henry  P.  Sl.\ttery, 
Office  Manager,  Consolidated  Water- 
Power  and  Paper  Company. 


U 

Dear  Mr.  Lee: 

The  question  has  arisen  whether  or  not 
it  might  be  permissible  in  transferring  ma- 
chines from  one  plant  owned  by  a  corpora- 
tion to  another  plant  owned  by  the  same 
corporation,  to  ■«Tite  off  a  considerable 
amount  Ln  one  year,  to  take  care  of  the  ex- 
cessive cost  at  which  the  property  was 
acquired.  In  other  words,  is  it  advisable 
to  show  the  transfer  at  something  like  pres- 
ent market  quotations  and  then  set  up  the 
difference  between  this  and  the  inflated  cost 
price  as  a  realized  loss;  or  is  it  better  to 
make  the  transfer  at  the  book  value,  that 
is,  at  cost  less  such  depreciation  as  should 
appear  on  the  books  if  some  recognized 
method  of  charging  depreciation  is  em- 
ployed? The  question  has  arisen  whether 
or  not  the  Treasury  Department,  in  audit- 
ing the  returns  of  such  corporatiop,  would 
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recognize  such  a  WTiting  dowii  of  assets  as  a 
legitimate  deduction  in  determining  net 
income. 

It  appears  that  the  problem  confuses 
market  values  and  values  which  it  is  neces- 
sary to  employ  in  the  correct  accounting 
procedure  for  handling  wasting  assets.  If 
current  market  conditions  were  permitted 
to  modify  book  values,  then  it  would  be 
almost  impossible  to  follow  out  any  scien- 
tific procedure  in  handling  depreciation. 
The  amount  paid  for  a  machine  represents 
excessive  market  quotations,  and  it  is  only 
proper  that  this  amount  should  be  returned 
to  tlie  company  through  the  revenues  in 
accordance  with  some  recognized  procedure 
for  depreciation.  The  usual  method  is  to 
wTite  off  a  given  proportion  each  year,  such 
amount  being  determined  by  dividing  the 
cost  of  the  machine  by  the  number  of  years 
which  it  is  estimated  it  will  last,  allowance 
being  made  for  any  residual  scrap  value. 

Judging  from  past  rulings  of  the  Treasury 
Department,  any  attempt  to  WTite  down 
cost  prices  to  bring  them  into  correspond- 
ence with  market  quotations  would  not  be 
permitted  by  the  Treasury  Department  for 
income  tax  purposes. 

Very  truly  yours, 
(Signed)   Earl  A.  Saliers 
Assistant  Professor  of  Account- 
ing, Yale  University. 

A  TEASER  TREATISE 

Edward  Bok  in  his  autobiography  con- 
fesses that  he  once  journeyed  to  Oxford  to 
get  a  contribution  for  The  Ladies  Home 
Journal  from  "Lewis  Carroll,"  the  author 
of  "Alice  in  Wonderland."  He  was  in- 
troduced to  a  very  reserved  and  austere 
don,  by  name  the  Reverend  Charles  L. 
Dodgson.  AMien  Bok  spoke  of  his  mission, 
Mr.  Dodgson  rose  quietly  and  handed  him 
a  volume,  saying,  "I  regret  that  I  cannot 
help  you;  here  is  my  book."  His  visitor 
saw  that  the  title  was  "A  Treatise  on  In- 
determinate Equations."  And  in  spite  of 
Bok's  most  seductive  editorial  persuasion, 
Dodgson  would  not  admit  that  he  had  ever 
heard  of  Lewis  Carroll,  or  that  he  was  the 
beloved  author  of  the  immortal  Odyssey  of 
Alice.  Indeed,  he  had  sent  his  work  on 
mathematics    to    Queen    Victoria    herself 


when  she  asked  for  a  copy  of  the  children's 
classic.  Lewis  Carroll  never  admitted  his 
double  life;  to  the  world,  he  insisted  on 
being  Don  Dodgson,  who  tutored  Oxford 
youth  in  the  severities  of  mathematics, 
and  wrote  abstruse  treatises  on  the  in- 
tricacies of  algebra. 

We  shall  not  attempt  psychoanalysis  on 
this  beloved  jester,  but  we  may  note  that 
such  dual  personalities  in  literature  are  not 
altogether  rare.  Tliere  was  Charles  Lamb, 
a  clerk  in  the  India  office,  and  Nathaniel 
Hawthorne,  who  devoted  himself  to  the 
customs  house.  Even  today,  there  is 
Stephen  Leacock,  a  most  respectable  pro- 
fessor of  economics  (we  believe)  in  a  Cana- 
dian university,  who  writes  the  most 
delicious  of  burlesques.  Yet  does  it  not 
shock  you  a  bit  to  learn  that  John  MajTiard 
Keynes,  who  blew  such  a  trumj^et-blast 
against  the  reparations  sections  of  the 
Versailles  Treaty  in  his  "The  Economic 
Consequences  of  the  Peace,"  is  a  Cam- 
bridge don — Fellow  of  King's  College — • 
and  has  recently  published  a  treatise'  on 
"Probability,"  which  so  combines  the  diffi- 
culty of  mathematics  with  the  mysteries  of 
metaphysics  that  making  out  an  income 
tax  blank  seems  a  game  of  tit-tat-toe."' 

This  treatise  is  an  arduous  book,  and 
not  for  amateurs.  The  busy  executive  will 
be  glad  to  turn  it  over  to  the  most  teclinical 
of  his  statisticians.  The  volume  is  a 
combination  of  an  acute  and  novel  theorj' 
of  the  bases  and  powers  of  inductive  logic, 
with  a  mathematical  examination  of  the 
various  theories  of  probability.  It  deals, 
as  the  author  says,  "with  the  profounder 
enquiries  of  the  philosopher  into  those 
processes  of  human  faculty  which,  by 
determining  reasonable  preference,  guide 
our  choice."  The  main  parts  deal  with 
the  fundamental  ideas  and  theorems  of 
probability,  with  induction  and  analogy, 
with  some  philosophical  applications  of 
probability,  and  with  the  foundations  of 
statistical  inference.  There  is  also  a 
chapter  outlining  the  author's  own  con- 
structive theory,  and  a  very  exhaustive 
bibliography. 

For  the  man  who  wants  to  stretch  his 
brain,  there  is  such  a  tonic  chapter  as  "The 

'  A  Treatise  on  Probability,  by  John  Maynard 
Keynes.     VI,  466  pp.     The  Macmillan  Company. 
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Application  of  Probability  to  Conduct." 
But  generally  the  journey  is  through  the 
high  ether  where  the  layman  finds  himself 
out  of  breath.  There  is  no  attempt  to  be 
popular  even  when  such  a  fruitful  theme  as 
the  application  of  theories  of  probability 
to  gambling  is  entertained.  No  gambler 
could  get  much  help  from  Lady  Luck  as 
she  is  displayed  herein.  The  reader  will 
search  in  vain  for  anj'  such  mordant  litera- 
ture as  the  famous  Chapter  III  of  "Eco- 
nomic Consequences."  That  unforgettable 
picture  of  the  agile  Lloyd-George,  the 
bamboozled  Presbyterian  elder,  Wilson, 
and  the  volcanically  dormant  Clemenceau 
in  his  gray  gloves,  both  disclosed  history 
and  made  it.  Perhaps  in  the  realm  of  the 
metaphysical  mathematician,  this  vastly 
learned  analysis  of  "  Probability  "  maj'  make 
history,  also.  But  it  will  not  be  popular 
history,  for  if  the  mathematics  of  Einstein's 
theory  of  relativity  is  understood  only 
by  a  select  circle  of  twelve,  the  present 
volume  may  have  to  be  content  with  a 
scant  half-dozen. 

We  do  not  know  enough  to  comment  on 
this  book  intelligently,  and  therefore  we 
shall  put  this  little  chat,  not  among  the 
book  reviews,  but  in  this  department  of 
chronicle  and  comment,  which  is  a  sort 
of  spindle  on  which  the  editor  may  hang 
whatever  he  sees  fit. 

SECRETARL\L  SPINSTERHOOD 

Much  has  been  written  about  the  men 
who  leave  the  best  part  of  their  youth 
along  the  highway  to  business  success. 
How  in  order  to  get  ahead  of  the  pack  they 
forego  the  good  things  of  life  and  pay  for 
their  industrial  triumphs  with  frosted 
temples  and  wrinkled  brows. 

But  how  about  our  business  women? 
Did  you  ever  stop  to  think  what  they  give 
up  in  order  to  gain  real  commercial  recog- 
nition.'' 

Many  big  figures  in  the  business  world 
would  be  almost  helpless  without  their 
secretaries.  Tliey  appreciate  this,  after  a 
fashion.  They  admit  to  other  big  men  in 
business  that  they  would  be  pretty  much  in 
the  same  predicament  as  a  chicken  with  its 
head  off  if  Miss  So-and-So  were  to  leave 
them.     Their  secretary  is  introduced  to  all 


the  prominent  people  who  come  to  the 
office.  These  callers  are  told  by  the  boss 
that  his  secretary  is  the  real  general  manager 
of  the  concern.  She  blushes  with  pride,  is 
given  a  liberal  check  at  Christmas,  and  a 
salary  in  excess  of  many  men  in  the  firm. 
Her  chief  thinks  he  has  done  handsomely 
by  her. 

Possibly  he  has.  We  will  not  quarrel 
with  anybodj'  on  this  point,  even  if  the 
employer's  generosity  is  usually  founded  on 
a  selfish  desire  to  paj'  her  enough,  and 
flatter  her  sufficiently,  to  preclude  her 
wanting  to  get  married.  Some  will  say 
that  real  secretaries  possess  more  mentality 
than  they  do  physical  charm,  and  as  most 
men  prefer  looks  to  brains  the  indifferently 
attractive  woman  is  overlooked,  and  so 
must  become  efficient  in  business  to  permit 
her  to  exist  independently. 

But  is  this  sort  of  reason,  we  submit, 
altogether  true?  Let  us  take  an  inventory 
of  the  situation.  ^Miat  is  the  social  life  of 
the  secretary  of  a  big  business  man?  Can 
she  ever,  with  any  certainty,  make  a  dinner 
or  theater  engagement?  Is  she  able  to 
accept  a  luncheon  appointment  with  friends 
of  either  sex?  AMiat  would  the  rest  of  the 
organization  say  if  they  saw  the  boss's 
private  secretary  dining  and  dancing  at  a 
hotel,  or  out  motoring? 

Tlie  very  night  she  accepts  a  dinner  or 
theater  engagement  the  boss  decides  to  go 
to  New  York  on  the  "midnight,"  and  so 
keeps  her  until  8.30  getting  out  memoranda 
and  cleaning  up  his  desk.  Ten  to  one  he 
will  also  outline  work  to  keep  her  on  the 
jump  every  minute  until  he  gets  back. 
And  she  must  stay  right  in  the  office  while 
her  chief  is  away,  for  if  she  decides  to  do  a 
little  shopping  or  have  her  hair  shampooed 
— time  for  either  of  which  she  never  by  any 
chance  gets  while  he  is  in  town — the  boss  is 
sure  to  call  long  distance  about  something; 
some  other  important  official  in  the  firm  is 
certain  to  want  a  paper — the  location  of 
which  she  alone  knows;  or  an  important 
telegram  or  phone  call  comes  in  which 
necessitates  communication  with  her  em- 
ployer. 

Even  if  she  wanted  to  go  out  evenings, 
many  times  the  business  woman  holding  an 
important  position  is  so  fagged  out  that  she 
doesn't  enjoy  the  form  of  diversion  entered 
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into,  nor  is  she  very  spirited  company. 
There  is  plenty  of  comment  about  the  tired 
business  man,  but  little  about  the  T.  B.  W. 
When  other  young  women  of  her  acquaint- 
ance are  reflecting  on  the  latest  jazz  step,  or 
when  the  "Follies"  come  to  town,  the 
private  secretary  of  big  business  is  deep  in 
the  compilation  of  some  agreement,  bring- 
ing the  boss's  diary  up  to  date  or  making 
out  checks  and  keeping  his  personal  affairs 
in  shape.  True,  a  young  lady  does  not 
have  to  be  intimately  acquainted  with  the 
latest  terpsichorean  shuffles,  or  know  the 
musical  comedy  schedule,  to  enter  the 
matrimonial  Derby,  still  most  people  will 
admit  this  knowledge  is  no  handicap  in  the 
modern  scheme  of  social  things. 

To  excel  in  her  work  the  real  private 
secretary  must  dismiss  from  her  head  those 
light,  romantic  thoughts  that  are  a  part  of 
the  day-dreams  of  young  ladyhood.  She 
must  be  serious.  The  boss  does  not  want 
a  smart  dresser  or  a  lip-rouger  for  a  secre- 
tary. And  who  shall  say  that  dress  does 
not  help  make  the  girl.' 

The  competent  secretary  can  usually 
aflFord  to  buy  nice,  stylish  clothes,  but  she 
knows  the  boss  would  rather  she  dress 
plainly.  Simplicity  of  dress  seems  to  re- 
flect saneness  and  virtue  to  most  of  us,  but 
it  has  never  been  accused  of  being  a  social 
or  sexual  magnet. 

And  there  are  many  bosses  who  would 
count  it  very  disturbing  news  to  learn  that 
their  private  secretary  was  seen  dancing 
and  dining  at  a  smart  hotel.  They  would 
place  a  little  less  confidence  in  her  following 
such  a  report.  Knowing  this,  and  sensing 
other  things,  the  successful  secretary  does 
not  participate  in  ordinary  social  activities 
that  lesser  lights  in  the  concern  can  partake 
of  with  perfect  freedom. 

We  can  hear  people  say  that  dancing,  din- 
ing, theaters,  and  motoring  are  not  all  there 
is  to  life  for  folks  who  are  not  of  the  super- 
ficial, butterfly  tj^pe.  We  reply  that  these 
diversions,  in  more  or  less  modified  form, 
supply  a  very  considerable  part  of  the 
structure  that  youth  calls  living. 

Then  again,  late  hours,  by  this  we  mean 
the  11.30's  and  12  o'clock's  that  result  from 
most  every  social  diversion,  are  hardly 
conducive  to  business  keenness.  ^Mien  the 
boss  is  discussing  a  certain  matter  with  a 


group  in  his  office,  and  will  eventually 
refer  to  and  request  a  particular  document 
relating  to  the  subject,  the  real  secretary — 
who  is  skipping  over  the  keys  of  her  noise- 
less tj^pewriter — has  one  ear  cocked,  and 
when  the  boss  swings  around  in  his  chair  to 
say:  "Miss  Smith,  please  get  me  that  steel 
correspondence,"  Miss  Smith  has  it  ready 
to  hand  him.  She  has  anticipated  his 
wants.  She  almost  knows  his  mind.  That 
is  what  makes  her  so  valuable.  She  must 
not  be  drowsy  from  a  late  card  party,  or 
tliinking  how  she  looked  in  her  new  gown 
when  Jack  called.  She  has  to  be  em- 
phatically on  the  job,  keyed  up  to  top  speed 
throughout  the  day. 

And  so,  as  a  result  of  the  exactions  and 
restrictions  of  her  calling,  comes  spinster- 
hood.  The  little  gum-chewing  blonde  in 
the  outer  office,  and  the  frivolous  file  clerk 
get  happily  married  and  raise  children. 
She  sees  them  many  times  on  Sunday 
afternoons,  happily  pushing  their  baby 
carriages  along  through  the  park,  while  she 
must  look  ahead  to  long  rows  of  tomorrows 
in  back  of  the  notebook  and  in  front  of  the 
typewriter.  A  most  competent  business 
woman,  the  boss  says;  couldn't  do  without 
her.  The  boss's  wife  even  approves  of  her, 
which  is  hardly  flattering. 

But  along  in  the  auLumn  of  life,  in  the 
seclusion  of  her  room,  we  sometimes  think 
the  successful  secretary  of  big  business  must 
ponder  on  whether  the  price  she  pays  for 
her  position  is  not  a  pretty  steep  one. 

CHARTS  TO  SHOW  BANK 

Dear  Mr.  Lee: 

We  were  much  interested  in  a  recent 
article  in  Administration  entitled,  "A  Chart 
to  Take  to  the  Bank,"  and  enclose  here- 
with, a  copy  of  a  chart  recently  used  by 
one  of  our  client*  which  portrays,  in  im- 
mediately assimilable  form,  all  the  vital 
points  in  three  successive  financial  state- 
ments, boiled  down  and  compared. 

In  tliis  particular  instance,  the  banker 
seemed  to  appreciate  the  chart  more  than 
any  other  feature  of  the  report,  and  we  feel 
that  you  may  agree  that  it  is  quite  as  im- 
portant as  the  operating  statement,  at  least 
from  the  standpoint  of  creditors  and 
prospective  investors. 
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The  banker  stated  that  neither  pages 
of  narrative,  nor  hours  of  explanation, 
could  put  such  a  clear,  strong  light  on 
the  progress,  history,  policies,  and  worth 
of  the  concern  and  its  management  as 
was  furnished  by  this  one  simple  sheet 
which  may  be  comprehended  almost  at  a 
glance. 

It  may  be  that,  in  many  cases,  its  ex- 
posure is  too  cruelly  frank  to  fmd  ready  fa- 
vor with  would-be  borrowers ;  you  might  be 
surprised  to  see  how  very  many  businesses 
make  a  poor  showing  under  this  analysis; 
but  if  bankers  required  all  such  to  reduce 
their  figures  to  this  form  it  might  well  save 
much  time — in  turning  down  applications; 
it  would  at  least  force  out  the  instant  "cau- 
tion" sign  that  slows  up  negotiations  until 
mitigating  circumstances,  if  any,  can  be 
proved.  On  the  other  hand,  any  business 
which  shows  up  as  well  as  the  specimen, 
will  find  its  borrowing  expedited  thereby. 

When  management  knows  that  its  net 
results  wOl  inevitably  be  subjected  to  this 
searching  spotlight,  the  effect  should  be  to 


stabilize  the  broader  policies,  pointing  them 
more  to  conservative  ends;  planting  a 
larger  number  of  business  enterprises  on  the 
safe  basis  connoted  by  adequate  surplus  and 
well-proportioned  finances;  introducing  the 
ideal  of  establishing  permanent  "institu- 
tions" where  only  thoughts  of  dividends 
had  existed. 

For  much  the  same  reasons,  it  may  be 
that  some  managements,  of  the  right  sort 
but  with  difficult  stockholders  to  handle, 
will  find  these  charts  helpful — for  "inside" 
circulation,   only;   one   sheet,   perhaps,   to 
show  the  proportions  as  they  should  and 
might  have  been;  another,  to  show  them  as 
they  exist.     The  two  sheets  should  form 
sufficient  text  for  effective  argument  and, 
indeed,  in  themselves  should  constitute  a 
strong  plea  for  correct  financial  policy. 
Very  truly  yours, 
(Signed)     A.  M.  Strickland, 
A.   M.   Strickl.'Wjd  Association, 
Accountants,  Systeviatizers,  mid   Tax  Con- 
sultants. 
Florence,  S.  C. 
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ANALYSIS  AND  CONTROL  OF  BUSINESS 


BY  CHARLES  E.  CARPENTER* 


WE  do  not  know  what  electricity 
is,  yet  we  utilize  it. 

We  do  not  know  what  water  is,  yet 
we  do  many  things  with  it. 

Likewise  we  are  very  apt  to  refer 
to,  and  use,  many  things  without  accu- 
rate knowledge  as  to  what  those  things 
are. 

I  sometimes  wonder  how  many  of  us 
know  what  "business  analysis  and 
control"  is. 

Of  course  we  all  analyze  our  busi- 
nesses and  we  think  we  control  them. 
But  since  the  slump  of  1920,  some  of  us 
have  awakened  to  the  fact  that  per- 
haps om-  analysis  is  not  so  perfect,  and 
that  there  is  something  the  matter 
with  the  control. 

"Analysis" — What  does  it  mean? 

The  analysis  of  water  is  H2O,  and 
I  suppose  there  are  those  who  believe 
that  because  we  can  analyze  water,  we 
know  all  about  it,  but  we  do  not.  And 
so  far  as  the  work  of  hydraulic  engineers 
is  concerned,  the  analysis  might  as 
well  be  P.D.Q.,  for  they  pay  not  the 
slightest  attention  to  its  analysis  when 
they  come  to  controlling  water  in  solv- 
ing their  great  hydraulic  engineering 
problems. 


•President    of    the    E. 
PbiUdelphia,  Pa. 


F.     Houghton    Company , 


Whoever  heard  of  hydraulic  engineers 
discussing  the  analysis  of  water  in 
constructing  dams,  in  installing  water- 
power,  in  constructing  hydraulic  power 
machinery?  The  only  interest  we 
have  in  the  analysis  of  water,  is  not  to 
ascertain  of  what  it  is  composed,  but 
to  ascertain  its  purity. 

And  likewise  with  many  businesses. 
The  most  elaborate  system  of  analysis 
is  installed — to  determine  costs  in  spite 
of  the  fact  that  those  who  operate  the 
business  refer  little  or  not  at  all  to  such 
statistics. 

I  was  engaged  as  an  expert  to  cut 
down  the  expenses  of  a  large  concern 
which  had  gone  behind  because  its  ex- 
penses had  grown  out  of  all  proportion 
to  its  profits.  I  found  one  of  the  most 
elaborate  statistical  and  cost  systems 
in  operation,  requiring  the  services  of 
30  people. 

\\lien  I  asked  the  head  of  this 
department — "What  do  you  do  in 
this  department  and  who  uses  what  you 
do?" — I  was  considered  both  an  igno- 
ramus and  insulting.  They  proved 
to  me  that  their  statistical  department 
could  furnish  almost  any  information 
as  to  sales;  sales  of  each  individual 
product,  sales  of  each  department, 
sales  of  each  territory,  costs  of  each 
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product,  cost  per  unit  of  product  for 
each  expense,  "an'  everything." 

But  when  I  asked  them  the  cost  per 
unit  of  production  of  the  statistical 
department,  which  included  the  cost 
accounting  department,  they  could 
not  tell  me. 

The  head  of  this  department  said 
to  me — "You  know  nothing  could  be 
worse  than  not  knowing  your  costs;" 
and  was  surprised  when  I  said — "  When 
knowing  your  costs,  costs  more  than 
that  knowledge  is  worth,  it  is  worse 
than  not  knowing  your  costs." 

^Tien  I  asked  who  used  the  statis- 
tics the  answer  was,  "Everybody." 

Knowing  that  what  everybody  used, 
nobody  used,  I  insisted  that  I  be  given 
the  indi\'idual  names  of  those  who  had 
recently  come  to  the  department  for 
information  and  had  received  it.  To 
my  astonishment  no  one  could  give 
me  the  name  of  any  individual  and  the 
exact  date  when  he  came  for  the  in- 
formation; except  that  most  of  the 
executives  came  over  around  the  latter 
part  of  each  January  to  inquire  about 
the  results  of  the  previous  year. 

I  then  went  to  each  executive  and 
asked  if  he  used  the  statistical  depart- 
ment, and  if  so  when,  and  if  not,  why 
not. 

It  was  surprising  that  each  executive 
seemed  to  think  the  statistical  de- 
partment was  something  that  was  being 
run  for  the  other  executives,  but  not 
for  him. 

The  sales  manager  said:  "I  tabulate 
my  own  sales  daily;  I  can't  wait  until 
the  end  of  the  month  to  know  the  sales, 
and  each  district  sales  manager  keeps 
statistics  of  his  own  sales.  However,  I 
guess  the  statistics  are  all  right  and 
necessary  for  the  other  departments." 

The  production  manager  said:  "I 
have  to  know  what  my  products  cost 
before  and  not  after  they  are  made. 
By  the  time  the  statistical  department 
gets  the  costs,  they  are  of  little  value 


to  me,  but  I  guess  they  do  good  work 
for  the  other  departments." 

And  this  was  the  tale  of  them  all. 

Here  was  a  department  costing  $45,- 
000  per  year  to  operate,  applied  ex- 
clusively to  analysis,  and  the  analysis 
was  being  obtained  in  an  up-to-date 
manner,  but  the  executives  paid  no 
more  attention  to  these  analyses  than 
the  hydraulic  engineers  pay  to  the 
analysis  of  water.  When  information 
was  asked  for,  it  was  largely  out  of 
curiosity,  much  as  a  hydraulic  engineer 
might  ask — "What  is  this  stuff  water 
composed  of,  anyhow?" 

II 

You  and  I  have  seen  men  of  tremen- 
dous knowledge  seemingly  make  a 
failure  of  life,  and  we  have  said :  "Some- 
how he  does  not  know  how  to  put  his 
knowledge  to  profitable  use."  In 
other  words,  it  is  not  what  or  how 
much  a  man  knows  that  counts,  but 
what  use  he  can  make  of  what  he  does 
know. 

Analysis  of  a  business  is  not  difficult ; 
neither  is  it  worth  anj-thing  unless  it  is 
put  to  some  useful  purpose. 

Furthermore,  when  it  costs  too  much 
to  know,  it  is  more  economical  not  to 
know. 

The  phrases  "Scientific  Manage- 
ment," "Expert  Economist,"  "Ex- 
pert Accountant,"  "Efficiency  Engi- 
neer," etc.,  have  fallen  into  disrepute, 
not  because  the  basic  principles  of  all 
these  are  wrong,  but  because  in  so 
many  instances  the  analysis  which  is 
furnished  is  not  used. 

We  all  know  with  what  "poor  form" 
so  many  play  golf.  They  follow  their 
own  inclinations,  trying  to  attain  per- 
fection in  the  way  that  seems  most 
natural.  Finally  they  discover  that 
the  game  can  only  be  played  to  a  lim- 
ited degree  of  efficiency  by  "poor  form;" 
then  they  discard  the  original  methods 
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and  accept  the  standardized  methods 
which  constitute  "good  form." 

Did  you  ever  try  to  install  a  system 
for  the  use  of  dictating  machines  in  an 
office? 

Anyone  capable  of  dictating  a  letter 
can  obtain  better  results  by  using  a 
machine  than  by  dictating  to  a  stenog- 
rapher. Have  you  not  had  all  your  cal- 
culations upset,  however,  by  some  high- 
salaried  executive  who  solemnly  assured 
you  that  in  his  particular  case  he  could 
not  use  a  machine? 

It  has  been  my  experience  that  just 
so  soon  as  a  business  starts  to  install 
some  sort  of  a  modem  system  of  statis- 
tics, some  executive,  a  fellow  who  can 
command  from  $'25,000  per  year  up,  will 
say — "I  don't  know  about  the  others, 
but  my  department  does  not  need  it " — 
and  thus  with  a  link  in  the  chain 
broken,  the  chain  pulls  nothing. 

In  the  case  to  which  I  have  referred, 
I  cut  expense  of  the  statistical  depart- 
ment from  $-15,000  per  year  to  $8000 
and  the  business  did  not  suffer.  I  am 
satisfied,  however,  that  had  I  had  the 
proper  co-operation  of  the  several  All- 
Star-Executives,  I  would  have  cut 
the  department  only  to  $25,000  per 
year  and  the  business  would  have  been 
better  off. 

Ill 

Now  the  point  that  I  want  to  bring 
out  is,  that  as  business  is  at  present 
constituted,  we  have  both  an  art  and 
a  science,  and  we  have  repeatedly  to 
sacrifice  the  science  in  order  to  obtain 
the  fullest  value  out  of  the  art.  These 
executives,  who  can  truthfully  be  called 
"bigoted,"  possessed  something  of 
value  to  the  business  which  could  not 
at  the  present  time  be  replaced.  That 
something  was  their  business  art  and 
science  which  had  to  be  sacrificed  in 
order  to  avoid  sacrificing  more  valuable 
art. 

I  once  asked  a  noted  portrait  painter, 


who  painted  all  of  his  portraits  without 
aid,  why  he  did  not  employ  some  one 
to  mix  the  colors,  paint  the  background 
and  do  the  simpler  work,  and  apply 
his  own  talents  solely  to  bringing  out 
the  expression  and  likeness. 

"That  would  not  be  Art,"  was  his 
reply,  as  he  puffed  out  his  chest,  blew 
the  smoke  of  a  cigarette  through  his 
nose,  and  posed  as  if  he  had  squelched 
a  mere  human,  business  machine. 

I  asked  a  doctor  with  a  practice 
larger  than  he  could  handle,  why  he 
did  not  have  his  patients  looked  over 
by  a  younger  physician  and  the  sim- 
pler ailments  handled  by  others,  and 
confine  himself  only  to  the  major 
complaints. 

"That  would  not  be  the  science  of 
Medicine,"  was  his  reply. 

I  asked  a  young  lawyer  with  a  rap- 
idly growing  practice,  why  he  did  not 
organize  his  office  so  that  such  matters 
as  income  tax,  excess  profits  tax.  Fed- 
eral Trade  Commission  interference 
with  private  business,  and  other  such 
standardized  procedures,  could  be 
handled  to  at  least  a  certain  point  of 
development  by  trained  assistants. 

"That  is  not  the  practice  of  Law," 
he  replied. 

Once  upon  a  time,  I  called  an  effi- 
ciency engineer  into  my  own  business 
and  gave  him  full  power  to  suggest 
and  institute  any  improvements,  "pro- 
viding only  I  understood  what  he  was 
doing." 

He  quit  in  disgust,  because  my  under- 
standing was  so  poor. 

I  called  in  a  firm  of  efficiency  engi- 
neers to  inform  us  as  to  the  best  way 
in  which  we  could  improve  our  plant 
and  reduce  costs. 

Condensed,  their  report  was:  "Scrap 
your  present  plant  and  move  to  an- 
other locality."  But  as  we  did  not 
have  the  money  to  follow  their  advice 
and  they  did  not  show  us  how  or  where 
we  could  obtain  it,  we  had  to  struggle 
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along  and  make  only  a  few  millions  in 
our  old  plant. 

In  all  of  these  instances,  there  seemed 
to  be  nothing  wrong  with  the  analysis, 
except  that  in  some  way  it  did  not 
fit  in  with  what,  for  the  want  of  a 
better  word,  I  might  call — "the  necessi- 
ties," of  the  business. 

In  other  words,  it  would  seem  to  me, 
that  success  in  life  consists  more  of 
doing  what  is  possible,  rather  than 
attempting  what  is  desirable. 

Before  analysis  is  valuable,  there- 
fore, it  must  fit  in. 

The  other  day  the  engineer  of  my 
yacht  reported  that  we  could  not  pro- 
ceed on  our  cruise  because  a  gear  had 
been  stripped.  We  had  other  gears, 
made  of  the  best  material  and  ma- 
chined to  exactness,  but  they  were  of 
no  value  because  they  did  not  fit. 

In  other  words,  high-grade  execu- 
tives are  not  going  to  resign;  capital 
is  not  going  to  be  forthcoming,  and 
capabilities  to  use  knowledge  are  not 
going  to  be  spontaneously  created  by 
exact  analysis;  and,  therefore,  before 
analysis  can  be  of  value  to  a  business 
it  must  "fit  in"  with  the  existing 
conditions. 

When  we  come  to  "Control,"  we 
come  to  something  which  is,  perhaps, 
even  less  comprehended  than  analysis. 

IV 

You  and  I  have  seen  many  a  man, 
who  thought  he  was  the  boss  of  his 
family,  who  was  in  reality  under  the 
complete  control  of  his  wife. 

There  is  many  an  executive  who 
thinks  he  is  in  control  of  his  business, 
when  in  reality  his  business  is  in  con- 
trol of  him. 

During  the  war  boom,  many  a  man 
who  thought  he  was  controlling  his 
business  was  spending  all  of  his  time 
trying  to  catch  up  with  his  business. 

Businesses,    just    as    wives,    high- 


spirited  horses,  and  children,  are  not  so 
easily  controlled. 

Business  must  be  humored. 

It  is  all  very  well  to  say  that  once 
the  proper  analysis  of  a  business  is 
obtained,  it  is  comparatively  easy  to 
control  a  business,  but  here  is  a  fact. 

Four  of  the  most  level-headed  busi- 
ness men  in  Philadelphia  sat  around 
the  dining  table  in  a  prominent  club 
in  May,  1920,  and  each  and  every 
one  of  them  expressed  an  opinion  that 
just  such  a  slump  was  coming  as 
came  later  on.  Yet  the  least  amount 
in  depreciation  for  which  any  one  of 
them  got  caught  was  $300,000,  and 
one  of  them  took  an  inventory  de- 
preciation for  $2,500,000. 

Where  was  the  control  here? 

Control  depends  largely  upon  a 
thousand  and  one  things,  over  which 
there  is  no  such  thing  as  control. 

Theoretically,  yes!     Practically,  no! 

The  man  who  took  the  $2,500,000 
depreciation  was  a  tanner,  and  he 
declared:  "I  won't  tan  a  skin  on  the 
present  market  unless  it  is  sold  first." 
He  kept  his  word,  but  he  had  no  con- 
trol over  the  cancellations. 

A  man  is  taken  ill.  He  goes  to  his 
family  physician.  The  doctor  does 
not  see  anything  serious,  but  recom- 
mends that  his  patient  take  a  little 
more  exercise.  The  patient  does  not 
become  better.  He  insists  that  a 
specialist  be  called  in.  The  specialist 
(a  medical  efiiciency  engineer)  does 
not  naturally  differ  from  the  family 
physician  and  diagnoses  the  case  as 
nerves  from  overwork,  and  prescribes 
a  long  sea  voyage  and  giving  up  of 
business  entirely  for  60  days. 

The  patient  is  somewhat  worried  as 
to  where  he  is  going  to  raise  the  cash 
to  pay  the  specialist's  fee,  has  no  funds 
to  take  a  long  sea  voyage,  and  it  is 
only  by  almost  superhuman  effort  and 
close  application  that  he  keeps  his 
business  going;  so  he  goes  back  to  his 
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family  physician  and  tells  him  the 
situation. 

The  family  physician  induces  the 
patient  to  take  15  minutes  setting-up 
exercise  every  morning  and  to  play 
golf  three  afternoons  a  week.  The 
patient  gradually  recovers,  but  it 
takes  much  longer  than  60  days. 

The  moral  of  this  illustration  is, 
that  there  was  nothing  wTong  with  the 
specialist's  opinion  and  advice.  In 
fact,  it  was  probably  better  and  truer 
than  that  of  the  family  physician,  only 
the  former  did  not  "fit  in." 

The  experience  of  the  war  boom  and 
post-war  slump  in  business,  has  given 
the  egotism  of  some  of  our  biggest  men 
a  severe  jolt.  They  have  suddenly 
learned  that  the  opinions  which  they 
previously  held,  that  they  controlled 
their  businesses,  were  not  correct. 

So  long  as  business  is  subject  to  the 
whims  of  the  stock  market,  price  of 
money,  tariff,  government  meddling, 
rate  of  exchange,  change  of  freight 
rates,  and  other  conditions  beyond  our 
control,  why  deceive  ourselves  into 
believing  that  we  can  exercise  old- 
fashioned  control  over  present-day 
businesses? 

I  can  make  a  list  of  20  stocks,  which 
a  year  ago  were  considered  "first  class" 
and  were  known  as  "conservative 
stocks,"  which  are  today  selling  for 
40  per  cent  of  their  values  a  year  ago. 

All  of  these  20  concerns  have  analy- 
sis systems,  and  thought  their  businesses 
were  controlled.  The  price  of  the 
stocks  today  is  the  answer. 


These  facts,  however,  must  not 
cause  us  to  belittle  the  necessity  of  the 
expert.  Theory  is  merely  the  fore- 
rumier  of  practice  and  every  day  we 
see  theory  and  practice  coming  closer 
and  closer  together. 

It  was  because  of  the  criticism  by 
the  non-college  men,  of  the  quality  of 
the  college  men  who  were  being  turned 
out,  say  20  years  back,  that  the  quality 
of  the  college  graduate  has  been  stead- 
ily improving. 

Honest  criticism  is  beneficial,  not 
detrimental,  and  nothing  that  is  worth 
while  can  escape  it,  and  everything 
worth  while  will  survive  it. 

Therefore,  we  cannot  have  too  much 
study  of  the  subject  of  business  analy- 
sis and  control,  but  we  must  have  a 
care  to  avoid  the  pitfalls  of  every  new 
thought,  the  extreme  advocates  of 
which  usually  grossly  exaggerate  its 
possibilities. 

Christian  Science,  Osteopathy,  Med- 
ication, all  have  their  merits,  and  only 
do  harm  when  folks  get  to  believing  any 
one  of  them  will  cur'3  everything. 

Laws  are  essential,  but  too  many 
are  hurtful. 

Contracts  are  essential,  but  are  the 
cause  of  most  law  suits. 

Treaties  must  be  made,  but  the 
breaking  of  them  causes  wars. 

There  is  good  in  all  evil  and  evil  in 
all  good. 

So  what  we  should  guard  against  is 
expecting  too  much  from  scientific 
theories  of  analysis  and  control  of 
business. 


HOW  PROPER  COLORS  OF  RULING  AND  PAPER  CUT 
CLERICAL  COSTS 

BY  FREDERICK  E.  REIN* 


PRACTICALLY  every  business 
office — commercial  or  industrial — 
employs  ruled  and  printed  forms  on 
which  to  record  its  transactions  and 
activities.  The  effect  of  color  combi- 
nations of  ruling  and  paper  is  the  same, 
whether  the  forms  are  printed-niled  or 
pen-ruled. 

These  questions  may  logically  be 
asked : 

1.  How  can  colors  of  ruling  and  paper 
reduce  the  cost  of  clerical  operations? 

2.  ^^^lat  are  proper  colors  of  ruling  and 
paper? 

3.  AVhy  not  let  the  ruler  or  printer  de- 
cide? 

The  answer  to  the  first  question  is 
obvious.  When  the  eyes  become  tired, 
whether  from  eyestrain  or  overstimu- 
lation of  the  retina,  there  is  a  corre- 
sponding falling  off  of  production. 
This  loss  of  clerical  output  may  vary 
from  5  to  30  per  cent,  depending  upon 
the  degree  that  the  colors  of  the  forms 
used  violate  the  rules  of  color  harmony. 
Evidences  of  this  loss  may  commonly 
be  observed  by:  rubbing  of  the  eyes, 
unconscious  squinting,  headaches,  im- 
patience, nervousness,  and  sometimes 
absence. 

Proper  colors  of  ruling  and  paper  do 
not  stimulate  or  fatigue  the  eyes.  They 
are  harmonious  and  conform  to  the 
laws  of  color  harmony.  It  is  not  only 
more  economical  to  have  the  clerical 
work  of  entering  the  facts  and  figures 
done  on  business  forms  when  the  colors 
or  ruling  and  paper  are  harmonious,  but 
the  persons  who  may  be  called  upon  to 
read  or  study  the  information  on  them 

•  Industrial  Engineer,  Philadelphia,  Pennsylvania. 


will  find  that  the  facts  and  figures  stand 
out  clearly  and  are  easily  read. 

Proper  color  combinations  are  speci- 
fied in  a  subsequent  paragraph. 

To  let  the  printer  or  ruler  decide 
upon  the  colors  of  ruling  and  paper  is 
by  no  means  an  assurance  that  proper 
colors  will  be  supplied.  It  too  often 
happens  that  rulers  and  printers  are 
actuated  by  expediency,  also,  that  they 
have  not  adopted  color-standards  that 
are  harmonious.  The  following  out- 
line of  an  early  experience  and  a  recent 
investigation  by  the  writer  seems  to 
confirm  this  view. 

The  writer's  first  lesson  in  ruling 
dates  back  to  1903,  when  he  consulted 
one  of  the  then  largest  pen-rulers  and 
printers  in  Philadelphia  in  connection 
with  pen-ruling  for  pay-roll  sheets 
which  he  was  about  to  order.  On  this 
occasion  he  was  escorted  through  the 
plant  and  given  an  opportunity  to  see 
how  the  pen-ruling  machines  were 
operated.  Practically  all  of  the  ma- 
chines— and  there  were  a  great  number 
of  them — were  inked  with  either  red, 
or  combinations  of  red  and  blue  inks. 
It  was  explained  that  red  and  blue 
were  the  prevailing  colors  used,  and 
that  prompt  deliveries  of  ruled  sheets 
could  be  made  only  when  these  colors 
were  ordered;  any  other  colors  necessi- 
tated special  preparation  of  the  ma- 
chines, which  was  deferred  to  a  con- 
venient time.  For  this  reason,  prompt 
deliveries  could  not  be  promised  when 
colors  other  than  red,  or  red  and  blue 
inks,  were  ordered. 

It  was  not  until  1912  that  the  writer 
discovered  eyestrain  resulted  from  the 
use  of  certain  business  forms  with  red 
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ruling,  and  began  to  experiment  with 
blue,  green,  and  a  combination  of 
brovm  and  green.  Later  plain  blue 
was  adopted. 

A  desire,  if  possible,  to  find  a  scien- 
tific explanation  to  justify  the  use  of 
certain  color  combinations  of  ruling  and 
paper,  and  to  be  able  to  ascertain  and 
prescribe  the  correct  colors,  resulted  in 
the  sending  out  of  the  following 
questionnaire  to  15  different  com- 
panies engaged  in  printing  and  ruling: 

The  Questionnaire 

1.  ^^^lat  combination  of  colors  of  ink  is 
most  generally  used  in  ruling? 


2.  WTiat  colors  do  you  recommend? 

3.  \Miat  colors  do  you  consider  most  rest- 

ful to  the  eyes.' 

4.  TVTiat   colors   do   you   think    are   most 

likely  to  induce  eyestrain? 

Nine  of  the  above  questionnaires 
were  answered.  Several  of  the  an- 
swers came  from  leading  rulers  and 
printers  in  one  of  our  largest  cities. 

It  will  be  seen  from  the  answers  given 
in  the  table  below,  that  no  definite  or 
scientific  color-standards  have  been 
adopted  by  these  nine  companies;  also, 
that  the  greater  portion  of  their  produc- 
tion is  ruled  with  red,  or  red  and  blue  ink. 


Company 

Qttestion 
No.  1 

Question 
No.  2 

Question 
No.  3 

Question 
No.  4 

A 

Red,  blue, 
gray,  green, 
purple 

Light  red, 
light  blue 

Light  red, 
light  blue 

Gray,  green, 
purple 

B 

Red  and  blue 

Blue  and  gray 

Blue  and  gray 

Red  and  green 

C 

Red  and  blue, 
purple 

Red,  blue, 
green 

Green 

Yellow,  purple, 
black 

D 

Light  blue, 
light  red 

Blue,  red, 
green 

Blue,  red, 
green 

Dark  blue, 
purple,  black 

E 

Light  blue, 
dark  blue,  red, 
purple,  brown, 
black,  green 

Light  blue, 
dark  blue,  red, 
purple,  brown, 
black,  green 

Any  of  No.  1, 
depends  on 
color  of  paper 

Orange,  yellow 

F 

Red  and  blue 

Green  and  brown 

Dark  and  light 
green 

Bright  colors — 
red.  orange, 
yellow,  reddish 
purple 

G 

Red  and  blue 

Red  and  blue 

Red  and  blue, 
heavy  blue, 
dark  blue 

Not  answered 

H 

Red,  blue, 
purple 

Brown  and  green 

Brown  and  green 

Red    and    purple 

I 

Red  and  blue 

Green  and  brown 

Plain  blue  or 
gray 

Bright  colors 
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Alexander  E.  O.  Munsell,  a  color 
expert,  writes  as  follows: 

Very  strong  colors  tend  to  cause  fatigue 
of  the  retina. 

A  brilliant  red  line  on  a  white  sheet  is 
disagreeable  to  the  eyes. 

Brilliant  red  lines  on  blue-green  paper,  or, 
blue  and  green  lines  on  red  paper,  when  in 
agreement  with  the  laws  of  color  balance, 
are  pleasingly  stimulating  to  the  eye. 

Neighboring  colors  combined  together 
give  a  quieting  reaction  to  the  eye. 

If  the  reader  will  select  one  or  more 
business  forms  ruled  with  red  ink  and 
examine  them  carefully,  he  will  un- 
doubtedly be  convinced  that  Mr. 
Munsell's  statements  are  correct.  Now 
place  a  form  ruled  with  red  ink  beside 
another  that  is  ruled  with  dark  blue 
ink.  The  former  fatigues  the  eyes,  the 
latter  does  not.  Fatigue  from  this 
cause  is  experienced  in  but  a  few 
moments. 

Professor  Rudolph  Schaeffer,  of  the 
University  of  California,  recently  wrote 
in  an  article  on  "Color  as  an  Everyday 
Stimulant:"  "Red  is  a  tiring  color  be- 
cause its  vibration  is  most  zigzag; 
violet  has  the  slowest  vibration,  and  is, 
therefore,  most  restful." 

Professor  Munsell  has  perfected  a 
simple  system  for  measuring  intensity, 
balancing,  and  harmonizing  colors.  He 
found  colors  to  be  three-dimensional 
— hue,  value,  chroma.  Hue  refers  to 
the  name  of  color,  such  as  red,  yellow, 
etc.  Value  refers  to  the  lightness  or 
darkness  of  the  color.  Chroma  refers 
to  the  strength  of  the  color. 

Scales,  graduated  from  0  to  10,  are 
provided  for  measuring  value  and 
chroma.  By  means  of  the  Photom- 
eter, any  color  may  be  exactly 
measured.  It  may  be  recorded  with 
letter  and  numerals,  viz. : 

Color — red,  value — 5,  chroma — 10,  is 
recorded  R  '/lo. 

This  recording  is  referred  to  as  color 
notation. 


Through  the  courtesy  and  assistance 
of  Alexander  E.  O.  Munsell,  it  has  been 
possible  to  suggest,  in  the  following 
paragraph,  the  harmonious  colors  of 
ink  for  ruling  on  eight  of  the  principal 
colors  of  paper  used  for  business  forms. 
Such  other  colors  of  paper  as  may  be 
used  should  be  found  sufficiently  close 
to  the  colors  given  as  to  enable  the 
reader  to  select  the  proper  color  of  ink 
for  ruling. 

Opposite  each  of  the  following  colors 
of  ink  suggested  the  scale  values  are 
given.  The  figures  refer  to  "Value" 
and  "Chroma"  as  already  explained. 
As  the  Munsell  system  of  color  nota- 
tion is  recognized  by  many  riders  and 
printers,  the  values  may  assist  the 
reader  in  maintaining  proper  color 
standards.  Any  approach  toward  the 
colors  suggested  should  be  recognized 
as  a  step  in  the  right  direction.  In 
the  main,  little  difficulty  should  be 
experienced  in  having  rulers  and  print- 
ers adhere  reasonably  close  to  the 
specifications  given.  Without  these 
specifications,  it  is  quite  possible  that 
variations  in  the  lightness  or  darkness 
of  the  colors  will  be  found,  as  the  forms 
are  re-ordered. 


Color  of 

CoLOB  OF  Ink  for 

Paper 

Ruling 

^^^lite 

Blue  '/4,  or  purple  '/<>  or 

green  '/< 

Buff 

Dark  blue  '/« 

Canary 

Purple-blue  '/s 

Salmon 

Blue-green  */i 

Light  blue 

Dark  blue  Vs 

Pink 

Blue-green  V< 

Light  brown 

Dark  blue  '/s 

Light  green 

Red-purple   '/'.    or   dark 

green  V' 

Gray  being  a  neutral  color,  any 
color  of  paper  may  be  ruled  with  either 
dark  or  light  gray  ink. 

The  darker  values  of  red  ink  are  also 
harmonious  with  some  of  the  above  col- 
ors; these  are  mentioned  below,  but  not 
recommended  for  the  following  reasons; 
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1.  The  danger  of  the  specifications  not 
being  adhered  to  by  rulers  and  printers. 

2.  The  lighter  and  middle  values  of  red 
are  so  generally  and  improperly  used,  that 
rulers  and  printers  frequently  substitute 
them  for  the  darker  values  when  these  are 
specified. 

3.  A  departure  from  the  values  specified, 
for  the  colors  recommended,  will  usually 
prove  to  be  less  objectionable  than  a  similar 
departure  when  red  ink  is  used. 

Buff,  canary,  and  light  brown  paper  may 
be  satisfactorily  ruled  with  dark  yellow-red 
ink  '/e. 

Salmon,  light  blue,  and  pink  paper  with 
dark  red  ink  '/«• 

Light  green  paper  with  dark  red-purple 
ink  Vt. 

Single  colors  only  have  been  recom- 
mended. There  is  greater  possibility 
of  color  harmony  when  a  single  color  of 
ink  is  used.  The  conventional  method 
of  combining  several  colors  offers  no 
improvement  over  the  double  and 
single  lines,  or  the  light  and  heavy 
lines  method  of  one-color  ruling. 

When  combinations  of  one  or  more 
colors  of  ink  are  used,  it  is  usually  done 
at  the  risk  of  loss  of  color  balance. 
(See  Mr.  Munsell's  opinion  on  preced- 
ing page.) 

If,  for  sundry  reasons,  in  certain 
localities,  some  difficulty  is  experienced 
in  finding  a  printer  who  can  supply  the 
colors  of  ink  specified,  it  may  be  found 
necessary  to  adopt  such  colors  as  the 
less  progressive  rulers  and  printers  are 
reasonably  certain  to  have  on  hand. 

A  safe  rule  to  meet  the  above  con- 
dition is  to  insist  that  your  printer 
make  provision  to  supply  at  least  two 
colors  of  ink  for  ruling — dark  blue  and 
dark  green,  to  be  applied  as  follows: 
Color  of  Paper  Color  of  Ink 

^Tiite,  salmon  Dark    blue  or  dark 

green 
Buff,   canary,   light    Dark  blue 

blue,    pink,    light 

brown 
Light  green  Dark  green 


While  these  combinations  of  paper 
and  ink  may  not  prove  as  harmonious 
as  the  proper  colors  suggested  in  the 
preceding  paragraph,  yet,  they  are  so 
nearly  harmonious  as  to  avoid  the 
stimulating  and  fatiguing  effect  of 
brighter  colors. 

The  red  colors  of  ruling  should  be 
avoided.  In  the  main,  the  red  colors 
usually  supplied  by  rulers  and  printers 
are  too  strong,  and  nearly  always 
fatigue  the  eye,  either  consciously  or 
unconsciously. 

For  the  purpose  of  having  the  fore- 
going conclusions  verified,  Alexander 
E.  O.  Munsell  very  kindly  asked  three 
persons,  who  are  especially  well  quali- 
fied to  give  expert  advice  on  the  subject 
of  color  combinations,  to  suggest  rules 
for  determining  proper  color  combi- 
nations of  ruling  and  paper.  From 
the  suggestions  received  by  Mr.  Mun- 
sell, he  prepared  five  rules  which  fully 
confirm  the  accuracy  of  the  color 
combination  recommended  in  preced- 
ing pages.     These  rules  follow: 

1.  Hue — Use  as  fe'v  hues  as  possible. 
A  single  hue  properly  used  is  very  effective. 
If  two  or  more  hues  are  employed  choose 
either  closely  neighboring  hues  or  opposite 
hues. 

2.  Value— Use  a  high  value  with  a  low 
value.  Generally  one  part  of  high  value 
will  balance  three  or  four  parts  of  low  value. 

3.  Chroma — Use  a  strong  chroma  with  a 
weak  chroma.  One  part  of  strong  chroma 
will  balance  a  number  of  parts  of  weaker 
chroma.  (Caution:  Avoid  the  overuse  of 
very  strong  chromas.) 

4.  Area — Area  is  inversely  proportional 
to  the  product  of  value  times  chroma. 
(It  must  be  remembered  that  this  formula 
is  only  an  approximation.)  For  instance, 
let  W  equal  one  color  and  Z  equal  another 
color. 

(Chroma  X  Value)  W     Area  Z 
(Chroma X  Value)  Z       Area  IF 

5.  Color  Harmony — Harmony  is  attained 
when  any  three  of  the  foregoing  rules  are 
followed  out.     Thus   it  is  permissible  to 
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use  hues  which  do  not  absolutely  balance 
in  gray,  provided,  however,  that  the  laws 
of  value,  chroma,  and  area  are  obeyed. 
On  the  other  hand,  the  law  of  chroma  may 
be  partially  disregarded  as  long  as  those  of 
hue,  value,  and  area  are  adhered  to. 

Horizontal  faint  lines  (writing  lines) 
are  satisfactory  in  combination  with 
any  of  the  recommended  colors  of 
paper  and  ruling  when  they  are  pen- 
ruled.  The  printed  faint  lines,  how- 
ever, are  often  too  heavy,  causing  the 
forms  to  be  more  or  less  awkward. 
I  have  found  it  desirable  to  supply 
printers  with  a  specimen  form  on 
which  the  printed  faint  lines  approxi- 
mate the  effect  of  pen-ruled  faint  lines. 
In  fact,  this  is  often  essential  when  the 
printers  are  not  familiar  with  the  re- 
quirements of  ruled  forms. 

Considerable  difficulty  and  loss  of 
time  is  frequently  experienced  in  enter- 
ing figures  on  the  proper  horizontal 
lines.  This  is  true  especially  on  forms 
having  a  number  of  vertical  columns 


that  are  used  for  distribution  or  analy- 
sis, on  which  the  figures  opposite  each 
item  are  entered  in  only  one  or  more 
of  the  columns,  leaving  a  majority  of 
the  spaces  on  each  line  blank.  Either 
errors  are  made  in  entering  on  the 
wrong  line,  or  time  is  lost  in  un- 
necessary tracing  across  the  sheet 
from  the  name  of  item  to  the  amount 
columns.  This  has  been  overcome 
by  adopting  the  light  and  heavy  faint- 
line  rulings,  in  which  hea^y  faints 
are  regularly  placed  between  a  given 
number  of  light  faints.  The  hea\'y 
lines  prove  to  be  a  guide  to  the  eye  and 
enable  the  quick  and  accurate  tracing 
across  the  form  to  the  column  of 
entrj'.  It  is  sometimes  desirable  to 
alternate  the  light  and  heavy  faint 
lines  when  the  forms  are  very  large, 
especially  when  the  lines  are  spaced 
three-sixteenths  inch.  Ordinarily,  sat- 
isfactory results  are  secured  when 
every  fourth  or  fifth  line  is  made 
heavy. 


SUCCESSFUL  SALESMANSHIP 


BY  HAROLD  BUTT* 


IT  has  been  my  fortune  during  the 
past  year  to  be  present  at  a  num- 
ber of  meetings  of  the  sales  force  of 
the  Tide  Water  Oil  Sales  Corporation 
when  the  methods  of  distribution  of 
the  various  products  of  the  Tide  Water 
Oil  Company  were  under  discussion. 

I  have  heard  expressions  of  opinion 
from  the  sales  organization  rank  and 
file.  There  was  not  lacking  at  any 
time  a  spirit  of  confidence,  and  the 
declarations  of  loyalty  to  the  company 
were  very  evidently  sincere  and  in- 
spiring. I  have  heard  much  sound 
advice  given  to  the  younger  and  newer 
salesmen,  advice  along  lines  conserva- 
tive and  of  proved  value  in  marketing 
campaigns,  not  only  in  the  oil  business, 
but  productive  of  results  in  other  lines 
as  well.  And  I  have  thought  more 
than  once,  when  listening  to  the  talks 
of  instruction  and  advice,  of  the  para- 
ble of  the  sower  and  particularly  of  the 
seed  that  fell  upon  barren  soil. 

No  salesman,  at  any  of  the  meetings 
that  I  attended,  touched  upon  what  I 
believe  to  be  a  most  important  element 
in  the  salesman's  equipment  in  all 
industries.  The  object  of  this  memo- 
randum is  to  suggest  to  the  editor  of 
Administration  the  basis  of  an  article 
that  would  emphasize  this  element. 

Men,  almost  without  exception, 
develop  and  exercise  qualities  of  sales- 
manship from  boyhood.  The  boy  with 
what  is  known  as  "personality"  sells 
himself  and  his  ideas  and  works  his  will 
with  his  associates  with  greater  facility 
and  a  greater  degree  of  success  than 
the  boy  who  has  not  the  personality. 
It    is    questionable,    however,    when 

•General  Controller  of  The  Tide  Water  Oil  Com- 
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applied  to  business  in  later  life,  whether 
the  possession  of  this  personality  is  a 
blessing  or  a  curse. 

The  salesman  of  ability  and  likable 
presence  and  manner,  ready  wit  and 
fluent  tongue,  is  already  half  equipped 
for  his  work  with  the  prospective 
buyer,  and  inasmuch  as  the  period  of 
time  in  which  the  salesman  is  in  direct 
contact  with  his  prospect  is  usually 
very  short,  there  is  no  doubt  of  the 
value  of  these  qualities  in  his  equip- 
ment. 

But  on  the  other  hand,  the  very 
facility  with  which  his  personality 
enables  him  to  put  his  message  over 
tends  to  make  him  careless  and  indo- 
lent in  acquiring  all  the  details  of  his 
subject  and  the  message  he  has  to 
convey  and  leaves  him  exceedingly 
weak  in  the  presence  of  the  prospect 
should  the  personality  relied  upon  fail 
to  get  over. 

As  against  this  type,  we  have  a 
salesman  who  lacks  the  charm  of  per- 
sonality and  knows  it,  and  who  grubs 
industriously  to  make  up  for  his  lack 
in  a  more  thorough  knowledge  of  the 
goods  he  has  to  sell  and  a  more  careful 
study  of  the  prospect's  personality  and 
the  sides  of  his  nature  upon  which  he  is 
most  easily  approached. 

I  contend  that  there  is  no  set  rule  of 
procedure — that  methods  are  as  sus- 
ceptible of  as  many  changes  as  there 
are  differences  in  personality — first  of 
the  seller,  and  secondly  of  the  buyer — 
and  each  salesman  must  work  out  for 
himself  those  methods  and  that  atti- 
tude which  will  best  accomplish  his 
objective,  and  if  the  salesman  is  to 
discover  his  own  strong  points  by  his 
own  experience,   he   must   constantly 
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devote  his  mind  to  self-analysis  until 
he  has  gauged  the  successful  method  to 
each  of  his  customers  individually. 
Nor  can  he  let  up  in  the  work  of  self- 
analysis  while  there  is  a  prospect  of  a 
new  personality  in  a  new  customer. 

Therefore,  I  think  the  thing  to 
preach  to  the  salesman  incessantly  is 
the  value  to  him  after  each  interview 
with  a  customer  of  an  analysis  of  what 
he  said  and  did  in  the  light  of  the  effect 
of  his  visit  on  the  customer.  After  he 
has  interviewed  a  customer  and  made 
a  sale,  he  is  deceiving  himself  when  he 
assumes  that  any  one  of  a  hundred 
elements  brought  about  the  successful 
sale  of  merchandise  until  he  has  gone 
carefully  over  in  his  own  mind  each 
detail  of  his  interview. 

If  the  interview  was  a  failure  and  he 
sold  no  goods,  the  same  painstaking 
analysis  should  be  made.  He  should 
know  why  he  failed,  and  in  this  particu- 
lar he  has  to  fight  against  the  proneness 
of  the  average  human  to  look  for  ex- 
cuses rather  than  reasons.  It  is  so  easy 
to  blame  the  personality  of  the  buyer, 
the  quality  of  the  goods,  the  type  of  ad- 
vertising, or  the  nature  of  the  service. 

It  is  not  difficult  to  be  a  successful 
salesman.  There  is  no  branch  of 
commercial  life  in  which  fortuitous 
accident  is  so  often  rewarded,  and  there 
are  many  men  who  lack  the  education, 
the  intelligence,  and  the  application 
which  would  be  necessary  to  earn  a 
living  in  any  other  branch  of  commer- 
cial activity,  who  have  earned  a  good 
living  for  years  as  salesmen.  It  is, 
however,  extremely  difficult  for  a  man 
to  become  a  skilled  and  efficient  sales- 
man in  any  line  if  he  conscientiously 
realizes  the  responsibility  to  his  house 
and  to  himself.  He  must  cultivate 
mannerisms  which  are  perhaps  foreign 
to  his  nature;  he  must  make  a  close 
and  intensive  study  of  a  great  number 
of  personalities;  he  must  make  an 
earnest  effort  to  understand  everj-thing 


that  might  be  interesting,  not  only  to 
him,  but  to  other  minds,  in  the  com- 
modity he  is  selling;  he  must  co-ordi- 
nate all  this  information  and  knowledge 
and  must  then  study  the  means  of 
getting  the  maximum  of  benefit  out  of 
it  in  an  interview  which,  on  the  average, 
is  probably  less  than  15  minutes. 

Of  course,  the  measure  of  success 
attained  will  vary  as  much  as  the  sales- 
men vary  in  mental  equipment  and 
energy,  but  there  is  not  the  least  doubt 
that  all  of  our  salesmen  would  be 
better  salesmen  if  they  could  be  taught 
to  analyze  their  own  activities  in  those 
periods  between  calls  which  certainly 
afford  the  time  and  the  opportunity. 

In  30  years  of  experience  in  business, 
the  WTiter  can  recall  only  a  few  rare 
occasions  of  meeting  traveling  salesmen 
on  the  trains  who  could  have  been 
detected  reading  anything  of  any  real 
weight  or  value,  or  discussing  with 
other  salesmen  methods  of  salesman- 
ship that  would  have  been  of  value  for 
future  use.  Rather  is  there  an  exchange 
of  stories  more  or  less  malodorous,  or  a 
boastful  tale  of  how  they  "killed  'em 
dead  in  Kankakee,"  or  cunningly  un- 
loaded on  Sol  Bloom  of  Oshkoshna  a 
gross  of  "stickers"  in  the  garment  line 
made  of  bull's  wool,  oakum,  and  glue. 

Many  able  sales  promoters  have 
lectured  and  WTitten  upon  the  subjects 
of  pre-approach  and  approach  and  have 
picked  out  many,  many  things  to  be 
avoided  by  the  salesman;  but  not  so 
much  has  been  said  about  what  he 
should  do,  because  manifestly  it  is 
impossible  to  say  what  should  be  done 
to  effect  a  sale  in  the  light  of  the  wide 
variances  in  the  character,  circum- 
stances, and  environment  of  the  cus- 
tomers. Most  of  these  conclusions 
written  by  men  of  experience  and  in- 
telligence are  good  and  of  value,  but 
the  big  factor  is  profound  knowledge  of 
two  men — the  salesman  himself,  and 
the  customer  he  is  trj^ing  to  interest. 


SELLING  THE  SENSES 


BY  RALPH  BARSTOW  * 


ARE  you  easily  amazed?  Or  does 
nothing  surprise  you?  Here  is 
a  chance  to  find  out,  for  I  shall  be 
eagerly  waiting  for  your  response  as 
you  cast  your  eyes  over  the  chart  that 
follows.  This  chart  is  not  my  owai  in- 
vention, a  kindly  psychologist  gave  it 
to  me  a  year  ago,  and  there  may  be 
additions  to  it  by  now. 

Applying  it  to  selling  is  not  my  in- 
vention either,  for  it  has  been  done  for 
thousands  of  years — unconsciously.  To 
be  honest,  I  will  not  even  claim  to  be 
the  first  to  suggest  that  all  of  us 
salesmen  should  apply  it  consciously, 
intentionally,  and  with  a  general 
knowledge  of  what  is  going  to  happen 
when  we  do  apply  it.  But  I  do  sug- 
gest it. 

"Your  nose  knows,"  says  the  clever 
slogan.  And  you  are  asked  to  siiiell 
the  tobacco  before  you  smoke  it. 
There  is  a  brand  of  pipe  tobacco, 
Imperial  Cube  Cut,  that  ought  to  be 
sold  by  this  method  also,  for  it  has  the 
fragrance  of  the  sparkling  dawn  on  the 
mountain-side.  To  cut  through  the 
soft  tin  top  and  inhale  the  redolence  of 
spiced  Elysium  is  to  be  its  slave  for 
life!  And  yet,  the  Imperial  people 
seem  to  have  overlooked  what  this 
chart  means. 

Have  you  ever  laid  your  nose  along- 
side a  ripe,  juicy  apple?  And  have 
you  not  said:  "I  hate  to  eat  it,  it 
smells  so  good!"  Still,  apple  manu- 
facturers do  not  seem  to  make  a  point 
of  it.  Do  you  suppose  they  do  not 
know  about  this  chart? 

It  is  odd  to  think  that  we  spend  our 
11  cents  for  a  ride  on  a  roller  coaster  in 
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order  to  please  our  ear!  But  that's 
what  the  chart  indicates. 

It  seems  as  if  our  Coca-Cola  friends 
must  know  about  it,  but  they  have 
never  breathed  a  word  of  it  in  any  of 
their  copy  that  I  have  seen. 

Now  I  have  teased  you  enough! 
Here  is  the  chart.     It  is  called: 

AN  ANALYSIS  OF  SENSORY 
QUALITIES 

(Isn't  that  just  like  a  psychologist?) 

1.  Cutaneous  Sensation 

(a)  Pressure  1 

(b)  Warmth  I 

(c)  Cold         [ 

(d)  Pain        J 

2.  Visual  Sensation 

(a)  Chromatic     series — blue- 

yellow  group,  red-green 
group  \  —S 

(b)  Achromatic  series — black- 

white  group 

3.  Auditory  Sensation 

(a)  Tone  series 

(b)  Sound  series 

(c)  Equilibration — direction, 

movement  of  body  in 
space,  dizziness 


4.  Olfactory  Sensation 

About     15     groups 
guished 

5.  Gustatory  Sensation 


distin- 1 


-15 


Five  groups  distinguished:     1  , 

sweet,  sour,  bitter,  acid,  salt  J 


6.  Kinesthetic  Sensation 

(a)  Muscle  sense 

(b)  Joint  sense 

(c)  Tendon  sense 

(d)  Ligament  sense 
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7.  Organic  Sensation 

Every  organ  in  the  body, 
such  as  the  stomach,  etc., 
has  its  own  sensory  endings 
and  furnishes  its  own  expe- 
rience 

8.  Sympathetic  Nervous  System 

Few  separate  qualities  as  yet 
distinguished,  but  very  im- 
portant in  its  contribution  to 
consciousness 


Now  what  does  that  all  mean? 
Hey? 

It  means  that  some  are  brazen 
enough  to  keep  digging  at  the  wood- 
chuck  hole  to  see  what  can  be  found. 

In  this  case,  it  means  that  a  lot  of 
this  has  been  compared  with  the  facts 
to  see  if  the  theory  fits  at  all  points 
and  then  experiments  have  been  made 
to  see  if  the  theoretical  causes  give  the 
actual  practical  results. 

The  Atkins  Saw  Company  have  been 
conducting  a  campaign  for  over  a  year 
with  the  retail  hardware  clerks.  Last 
year  they  spent  their  money  to  educate, 
detail  by  detail,  the  boys  behind  the 
coimter,  and  how  they  emphasized  the 
necessity  of  allowing  the  carpenter  to 
handle  the  saw! 

Every  carpenter  in  the  world  (who 
is  worth  his  salt  as  a  carpenter)  is 
manually  minded.  He  thinks  with  his 
hands  almost  as  much  as  with  any  other 
sense.  That  is  a  development  of 
cutaneous  sensation  coupled  with  kines- 
thetic sensation.  The  carpenter  will 
be  sold  through  his  hands  more  than 
through  his  ear.  Not  much  use  in 
talking  to  a  carpenter  —  sell  him 
through  his  hands. 

The  Atkins  people  pay  a  prize  of  $10 
each  week  for  the  best  letter  from  a 
retail  hardware  clerk  on  the  subject: 
"How  I  sold  an  Atkins  Saw."  Almost 
invariably  the  clerk,  in  his  letter,  says 
in  so  many  words — "I  put  the  saw  In 
his  hand,  asked  him  to  feel  the  'hang' 


of  it  and  to  bend  it  to  test  its  temper" 
— and  the  sale  was  made. 

Is  it  not  a  peach  of  a  way  to  get 
close  to  the  retail  clerk? 

Do  not  let  that  sidetrack  you  from 
the  point  of  selling  through  some  other 
sense  than  the  auditory  or  visual. 

In  personal  selling,  greater  use  can 
and  should  be  made  of  these  sensory 
channels.  Electric  heating  pads  and 
hot-water  bottles  in  advertising  are 
sold  through  the  eye  by  reawakening 
the  cutaneous  sensation  of  warmth. 
In  over-the-counter  work,  an  efiFort 
should  be  made  to  demonstrate  the 
warmth  to  the  cutaneous  nerves — 
sales  action  will  be  speeded  up  by  50 
per  cent. 

An  examination  of  a  square  inch  of 
surface  on  your  arm  will  show  you  that 
at  some  points  you  can  feel  pain  from 
the  prick  of  a  needle  while  at  others 
you  will  get  no  result.  The  pain  nerve 
endings  are  closer  together  at  some 
places  than  others.  The  tips  of  the 
fingers  are  more  thickly  settled  with 
pressure  nerve  endings  than  the  palm 
of  the  hand. 

All  except  the  blind  have  the  black- 
white  series  of  visual  sensations  well 
developed.  I  will  bet  that  this  story 
will  not  be  published  a  week  before  we 
hear  from  someone  who  has  no  black- 
white  sense  and  who  sees  everj-thing  in 
terms  of  color.  If  there  is  such  a 
person,  he  is  extremely  exceptional  and 
I  would  like  to  hear  from  him  for  the 
purpose  of  finding  out  some  things. 

The  frequency  with  which  we  find 
persons  lacking  either  or  both  the 
blue-green  or  red-yellow  group  is  con- 
siderable. A  few  years  ago  I  had 
to  sell  some  paper  to  a  man;  it  involved 
a  good-sized  order.  There  was  one 
batch  of  particularly  brilliant  and 
beautiful  gold-colored  stock.  I  went 
at  it  hammer  and  tongs;  dwelling  on 
the  possible  color  harmonies  he  could 
get  from  his  printer. 
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All  was  not  well — I  could  see  that  I 
was  not  registering.  It  flashed  over 
me  that  he  did  not  see  color  as  keenly 
as  I  did,  but  I  did  not  dare  ask  him. 
I  laid  a  trap  for  him.  Placing  two 
strongly  contrasting  sheets  of  paper 
before  him,  I  asked  him  to  tell  me 
which,  in  his  judgment,  was  the  more 
brilliant.  I  used  a  light  blue  and  a 
lavender.  He  assured  me  that  the 
blue  was  a  lighter  gray  than  the  lav- 
ender. 

Very  tactfully,  I  suggested  the  color 
range  of  the  samples  in  front  of  him — 
all  of  them — and  foimd  that  they  all 
registered  in  varying  tones  of  gray. 
I  told  him  what  the  colors  really  were 
and  asked  him  if  he  knew  he  was  color 
blind.  He  did  not.  He  said  his  wife 
frequently  complained  that  he  did  not 
respond  to  her  color  changes  in  clothes, 
but  he  had  never  thought  anything 
about  it.  He  has  charge  of  the  ad- 
vertising work  for  his  company  and  I 
got  him  to  employ  his  secretary  as  his 
"color-eyes."  She  did  the  selecting 
for  him  from  then  on.  He  would  take 
samples  and  say  he  would  make  his 
decision  later.  After  the  printer  had 
gone,  he  would  call  his  secretary  in, 
and  she  would  make  the  selection  of 
paper  and  inks  for  him.  The  result, 
in  that  business,  was  a  startling  im- 
provement and  my  own  welcome  was 
much  warmer  thereafter. 

Safety  suggests  reliance  on  black 
and  white,  but  the  bold  salesman  uses 
colors  to  great  advantage  when  his 
prospect  is  properly  equipped.  He 
loses  nothing  with  the  deficient  eye, 
for  then  his  colors  merely  seem  variants 
of  black  and  white. 

A  salesman  of  an  ofiice  specialty 
once  came  to  me  with  a  tale  of  hunches 
and  horseshoes.  He  was  actually  su- 
perstitious about  his  success.  He  had 
tried  his  hunch  carefully  for  over  six 
months  and  was  prepared  to  bet 
money  on  it.     It  seemed  that  he  had 


been  having  a  run  of  hard  luck  that 
had  reduced  him  to  poverty  and  dis- 
tress. When  he  reached  a  crisis,  he 
began  to  take  notice  of  every  little 
detail  of  his  equipment.  He  got  his 
machine  out  and  buffed  and  polished 
and  oiled  it  to  a  "  fare-ye-well "  and 
fell  in  love  with  the  job.  Never  had 
it  looked  so  attractive  to  him.  As  he 
started  to  park  it  in  its  usual  bag,  he 
was  struck  with  the  shabby  appearance 
of  the  vehicle.  The  bag  had  run  down, 
too.  His  wife  came  with  the  blacking 
to  try  to  furbish  up  the  bag,  but  with 
poor  success.  She  then  suggested — 
and  here's  the  great  secret — that  she 
make  a  special  bag  for  him. 

She  made  the  bag  from  pieces  of 
soft  leather  on  the  outside,  and  lined 
it  with  a  remnant  of  brilliant  green 
plush  or  velvet.  It  had  a  "doo-dad" 
across  the  top  so  that  on  opening,  the 
green  velvet  sides  fell  away  and  lay 
flat,  providing  a  prepossessing  back- 
ground for  the  machine. 

With  this  new  display,  he  went  to 
work  and  from  that  day  on  until  the 
time  he  told  me  the  tale,  he  had  been 
making  big  records.  Once  the  bag 
had  worn  out  and  his  wife  had  replaced 
the  velvet  with  some  dark  woolen 
stuff  and  business  fell  off  at  once.  He 
was  three  days  discovering  what  was 
the  matter,  and  then  went  out  and 
matched  the  original  color  and  velvet 
as  closely  as  possible. 

He  told  me  that  he  rarely  missed  a 
sale  when  he  had  an  Irishman  for  a 
prospect,  but  that  it  worked  with  a  big 
percentage  of  his  prospects.  I  made 
allowance  for  his  hunch  and  the  con- 
sequent enthusiasm  he  unconsciously 
added  to  his  work,  but  had  to  admit 
that  the  machine  looked  far  more 
desirable  in  its  green  velvet  case  than 
it  did  on  the  bare  desk.  I  borrowed 
the  outfit  and  canvassed  with  it  myself 
one  morning — sold  two !  Worked  with 
the    common    bag    in    the    afternoon 
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— sold  none  (but  had  chances  on  one 
come-back!)  Next  day,  I  reversed  it 
and  worked  the  ordinary  bag  in  the 
morning,  and  sold  one.  In  the  after- 
noon, with  the  green  velvet,  I  sold 
three. 

Take  it  or  leave  it.  I  do  not  accept 
the  "hunch"  theory.  But  I  am 
perfectly  sure  the  color  helped  the 
sales.  I  recommended  a  change  to 
the  company  but  the  officers  were  too 
hardheaded  to  adopt  the  idea.  It  is  still 
open,  unless  someone  can  get  up  in 
meeting  and  tell  of  something  similar. 

It  is  well  known  that  animals  react 
to  tone  qualities  rather  than  to  words. 
Repeat  the  multiplication  table  to  a 
dog  in  harsh  and  threatening  tones 
and  he  will  run  from  you,  but  change 
the  tones  and  keep  on  up  to  "six  times 
six"  and  he  will  brighten  up,  wag  his 
tail,  and  be  friends  again. 

Children,  too,  react  in  this  way.  I 
claim  that  grown-ups  are  exactly  as 
sensitive  to  tone  suggestions.  All  but 
the  deaf  get  the  sound  series  of  sensa- 
tions and  hundreds  of  thousands  are 
susceptible  to  tonal  impulses.  Once, 
when  I  was  in  Chamber  of  Commerce 
work,  I  delivered  what  I  considered  to 
be  a  masterpiece  of  a  speech.  It  had 
everything:  logic,  polish,  wit,  appeal. 
The  doggone  speech  fell  flat  and  I  did 
not  get  the  vote  I  was  after.  My  chief 
followed  me  and,  because  he  lacked  the 
data,  made  a  talk  that  was  shy  a  lot 
of  important  facts  and  "therefores" 
but  he  pulled  the  crowd  and  got  the 
vote  we  needed.  His  suavity,  geni- 
ality, confidentialness,  and  moderate- 
ness won  the  day. 

"What  was  the  matter?"  I  asked 
afterward. 

"It  was  a  good  talk,  Ralph,"  said 
the  chief,  "but  it  was  keyed  too  high — 


it  sounded  as  if  you  were  scolding  us 
all  the  way  through." 

"But  I  never  said  a  scolding  word," 
I  protested. 

"But  it  sounded  that  way,"  replied 
the  chief. 

That  was  something  to  study  over, 
and  I  worked  at  it  for  over  a  year  until 
I  had  a  speaking  voice  at  command 
that  was  ingratiating,  gentle,  friendly, 
and  modulated — that  is  for  me!  It 
was  the  best  voice  I  could  offer,  and  it 
was  a  thought-out  voice.  I  give  you 
my  word,  it  has  worked.  With  single 
prospects,  A\'ith  committees,  with  small 
groups,  and  with  audiences  running  up 
as  high  as  3000,  I  have  talked,  I  dare 
say,  with  much  less  sense  and  point 
than  I  did  that  memorable  day,  but  the 
dear  audience  or  prospect  has  been 
very,  very  generous.  I  have  talked 
to  grumpy  soldiers,  out  of  luck,  wet 
and  hungry,  and  gotten  away  with  it 
because  I  had  pity  on  their  ears,  and 
used  tones  that  were  acceptable. 

Those  who  run,  and  even  some  who 
ride  in  automobiles,  may,  if  they  like, 
read  from  these  random  comments  a 
hint  of  the  many  applications  of  the 
chart. 

There  are  more  senses  than  five 
and  there  are  other  and  easier  ways  of 
selling  than  by  sales  talk — sales  feeling, 
sales  smelling,  sales  tasting,  and  sales 
handling  are  due  for  development,  but 
it  is  too  bad  to  let  them  "just  grow." 
We  thinking,  considering  people  ought 
to  be  able,  consciously,  to  apply  these 
laws  (for  laws  they  are)  to  our  activities. 

There  is  the  possibility  of  tremen- 
dous subdivision  of  some  of  these  hints. 
I  have  tried  the  matter  of  sounds  and 
symbols  and,  if  you  urge  it,  I  can  give 
you  some  interesting  and  valuable  data 
on  its  application  to  copy. 


INDUSTRIAL  DEPRESSION  AND  COST  MANIPULATION 


BY  JAY  L.  O'HARA* 


THE  present  period  of  depression 
has  brought  forth  a  flood  of  arti- 
cles, in  journals  devoted  to  the  interests 
of  accounting  and  industrial  manage- 
ment, on  the  subject  of  the  influence 
of  low  production  upon  costs.  More 
specifically,  these  have  been  proposals 
so  to  modify  costs  that  the  eft'ects  of 
subnormal  operation  would  be  elimi- 
nated from  the  cost  records.  It  is  the 
purpose  of  the  present  paper  to  set 
forth  certain  of  the  characteristics  of 
modern  production  which  have  caused 
this  problem  to  arise;  to  comment 
upon  the  character  of  the  proposals 
advanced  in  the  above-mentioned  arti- 
cles; and  finally,  to  offer  some  sugges- 
tions regarding  costs,  which,  in  the 
opinion  of  the  writer,  are  pertinent  to 
the  problem. 

In  a  stage  of  industry  where  produc- 
tion is  carried  on  by  direct  hand 
methods,  involving  practically  no  in- 
vestment save  in  materials,  there  exists 
no  cost  problem.  There  is  no  difficulty 
involved  in  determining  the  proportion 
of  direct  outlay  for  time  and  materials 
to  be  allocated  to  separate  units  of  prod- 
uct, save  in  the  case  of  the  utilization 
of  the  same  materials  and  workmen 
in  the  production  of  different  goods. 
Even  in  such  cases  the  difficulty  is  not 
great,  for  the  very  directness  of  the 
charges  obviates  the  need  for  compli- 
cated methods  of  costing.  More  im- 
portant than  this,  for  our  present  pur- 
poses, is  the  fact  that  in  such  an 
industrial  stage  each  increase  in  volume 
of  output  may  be  secured  by  making 
substantially  proportionate  outlays  for 

•  Aflsiatant  Professor,  Department  of  Industrial  Eco- 
nomics, Carnegie  Institute  of  Technology,  Pittsburgh, 
Pennsylvania. 
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materials  and  labor.  Conversely,  each 
reduction  in  output  permits  of  propor- 
tionate reductions  in  expense.  This 
condition  may  be  characterized  as  one 
wherein  production  costs  vary  directly 
with  variations  in  volume  of  product. 

It  will  be  quite  clear  to  every  student 
of  modern  production  that  the  present 
stage  of  industry  is  not  at  all  represented 
in  the  foregoing  paragraph.  There  is 
a  constantly  increasing  tendency  in 
manufacturing  to  utilize  specialized 
equipment  in  the  production  of  most 
goods.  Every  increase  in  the  use  of 
such  equipment  requires  additional 
investments  of  capital.  Every  addi- 
tional capital  investment  has  an  effect 
upon  production  costs  which  can  be 
avoided  only  by  avoiding  making  the 
investment  in  the  first  instance.  That 
is  to  say,  large-scale  production  and 
specialization  have  carried  or  are 
carrying  most  modern  industries  into 
that  class  known  to  economists  as  de- 
creasing cost  industries.  The  higher 
the  degree  of  specialization,  and  the 
greater  the  investment  in  fixed  assets, 
the  more  markedly  will  the  industry 
exhibit  the  characteristics  of  decreasing 
cost.  That  is,  the  more  fully  will 
production  costs  vary  inversely  with 
variations  in  volume  of  output. 

The  causes  of  the  change  in  the 
behavior  of  costs  from  direct  to  inverse 
variations  with  changes  in  volume  of 
product  may  be  found  in  the  two 
elements,  specialization  and  invest- 
ment. Every  time  an  industrial  man- 
ager invests  in  a  new  piece  of  equip- 
ment he  thereby  commits  the  enterprise 
to  certain  recurring  expenses.  The 
capital  value  of  the  equipment  must 
be  maintained  intact,  hence  there  is 
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need  for  providing,  out  of  the  revenue 
of  the  business,  a  fund  from  which  this 
equipment  may  be  replaced  when  worn 
out.  In  other  words,  depreciation  is  a 
cost  arising  out  of  the  fact  of  the  invest- 
ment in  the  equipment.  Furthermore, 
not  only  must  the  capital  value  of  the 
new  asset  be  replaced,  but  the  new 
asset  must  earn  interest;  so  to  the 
charge  on  account  of  depreciation  there 
is  added  the  interest  charge.  The  asset, 
being  valuable,  must  be  indemnified 
against  loss  or  destruction,  so  insurance 
is  added  to  depreciation  and  interest. 
There  is  also  an  irreducible  minimum 
of  superintendence  and  maintenance 
required  to  keep  the  equipment  in 
efficient  condition.  Other  elements  of 
cost  likewise  grow  out  of  the  very 
presence  of  this  piece  of  property 
in  the  plant.  The  point  of  this  recital 
is  that  these  costs  do  grow  out  of 
the  presence  of  the  equipment  in  the 
plant;  do  grow  out  of  the  investment  in 
that  equipment  rather  than  out  of  the 
degree  of  use  to  which  it  is  put. 

The  major  part  of  the  costs  which 
arise  in  this  manner,  whether  they 
are  explicit  (out-of-pocket)  or  implicit 
(book-entry)  are  generally  conceived  as 
being  functions  of  time  rather  than  of 
equipment-use  and  consequently  are 
treated  as  constant  in  amount,  one 
period  with  another.  This  means,  of 
course,  that  the  sum  total  of  these  con- 
stant expenses,  known  as  the  "constant 
burden,"  are  subject  to  little,  if  any, 
fluctuation  as  production  increases  or 
diminishes.  A  lesser  part  of  the  "in- 
direct" or  "overhead"  costs  of  produc- 
tion behave  like  the  prime  costs,  in 
that  they  vary  directly  with  changes  in 
volume  of  output. 

We  have,  then,  as  a  result  of  speciali- 
zation and  investment,  two  distinct 
kinds  of  costs — variable  and  constant. 
The  variable  elements  are  made  up  of 
the  inevitable  expenses  for  direct  ma- 
terials and  labor,  plus  that  part  of  the 


"overhead"  which  exhibits  the  same 
characteristics  as  the  direct  expenses. 
The  constant  costs  are  those  the  total 
of  which  does  not  change  (or  is  believed 
not  to  change)  with  changes  in  output.' 
These  costs  are  due  principally  to  the 
presence  of  considerable  fixed  capital 
assets. 

II 

The  main  characteristic  of  the  con- 
stant burden  is  that  it  does  not  vary  in 
amount  with  variations  in  production. 
If  this  item  does  not  change  as  a  total, 
and  it  is  its  behavior  as  a  total  that 
gives  it  the  name  "constant,"  then  it 
must  follow  that  when  computed  on 
the  basis  of  units-of-product  this  cost 
varies  inversely.  In  other  words,  the 
unit  burden  cost  decreases  as  produc- 
tion is  increased  and  increases  as  out- 
put is  curtailed.  Let  us  say  that  the 
shop  charge  on  account  of  constant  cost 
items  is  $1000  a  day.  If  production  is 
proceeding  at  a  rate  of  1000  units  per 
day,  each  unit  will  be  charged  with  $1 
of  this  "overhead"  item.  If  produc- 
tion is  doubled,  however,  there  are  two 
units  to  bear  what  each  one  had  to  bear 
before  the  increase,  hence  the  constant 
burden  charge  is  reduced  from  $1  to 
50  cents  per  unit.  If,  as  a  final  possi- 
bility, production  is  cut  down  to  250 
units  per  day,  each  unit  will  be  charged 
with  $4.  For  there  are  only  one-fourth 
as  many  units  to  bear  the  whole  charge. 

The  accompanying  charts  (Figure  1, 
Charts  A  and  B)  purport  to  illustrate 
the  relation  between  output  and  each 
of  the  two  varieties  of  cost — variable 
and  constant.  Chart  A  indicates  the 
movement  of  total  costs  with  changes 
in  productive  activity;  Chart  B  shows 
how  the  same  costs  behave  when 
reduced  to  a  unit-of-product  basis. 
These  curves  are  based  upon  an  hypo- 
thetical case  wherein  the  constant  costs 

'  The  accuracy  of  this  theory  of  constant  costs  will  be 
discussed  later. 
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FiQDKE  1.    Ch.uit  a  Shows  Trend  of  Variable  and  Constant  Costs  as  Totals. 

Chart  B  Shows  Trend  of  Variable  and  Constant  Costs  When  Reduced 

TO  THE  Basis  of  Units-of- Product 


are  taken  to  be  50  per  cent  of  the  total 
costs  at  normal  operating  efficiency, 
which,  in  turn,  is  taken  to  be  85  per 
cent  of  physical  capacity  of  plant,  on  a 
one-shift  basis.^  Let  us  first  look  at 
Chart  A.  As  the  volume  of  output 
(solid  line)  increases  from  85  to  200 
per  cent,  the  variable  costs  (broken 
line)  increase  proportionally  while  the 
constants  (dotted  line)  do  not  change. 
As  output  diminishes  the  variable  costs 
decrease  in  proportion  while  the  con- 
stant costs  remain  in  status  quo.  Turn- 
ing now  to  Chart  B  we  see  exhibited 
what  seems  to  be  an  entirely  different 
set  of  data,  but  which  is  the  same  ma- 
terial treated  differently.  In  this  case 
the  costs  have  been  reduced  to  a  unit 
of  product  base  and  the  two  cost  curves 
show  the  trend  of  unit  costs  instead  of 
totals  as  in  the  first  chart. 

We  see  here  that  the  variable  and 

'  Fifty  per  cent  is,  no  doubt,  too  heavy  a  burden 
charge  to  be  representative.  It  serves  to  exaggerate 
the  influence  of  the  constant  burden  upon  total  costs, 
which  is  the  reason  for  taking  so  heavy  a  charge. 


constant  curves  have  changed  places, 
at  least  the  variable  curve  is  now  doing 
what  the  constant  was  doing  in  the  first 
chart,  namely,  not  curving  at  all.  A 
minute's  thought  will  convince  us  that 
the  variable  costs,  increasing  or  dimin- 
ishing proportionally  with  changes  in 
output,  would  show  no  variations  when 
reduced  to  unit-of-product  basis,  that 
is,  would  be  represented  by  a  horizon- 
tal line.  It  is  toward  the  behavior  of 
the  constant-cost  curve  that  I  wish 
especially  to  call  your  attention.  Re- 
member that  the  constant-burden  is 
taken  to  be  50  per  cent  of  the  total  cost 
at  normal  operating  efficiency.  Now 
as  the  output  increases  to  100  per  cent, 
an  increase  of  17.6  per  cent,  the  unit 
constant  cost  declines  from  50  to  42 
per  cent  or  16  per  cent.  With  each 
increase  in  output,  moreover,  there 
occurs  an  inverse,  though  not  propor- 
tional decrea.se  in  the  unit  constant 
cost,  until,  with  output  at  200  per  cent 
the  unit  burden  charge  is  42  per  cent  of 
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normal,  that  is  it  stands  at  21  per  cent 
as  against  a  normal  of  50  per  cent.  In 
other  words,  while  production  has  in- 
creased 135  per  cent,  unit  constant 
costs  have  declined  58  per  cent.  This 
is  the  side  of  the  story  concerning  which 
no  one  ever  hears.  We  arrive,  now,  at 
the  sad  but  more  familiar  part  of  the 
story.  When  production  slackens  off, 
moving  downward  to  normal  and  then 
to  subnormal  levels,  the  unit  constant 
burden  continues  its  perverse  behavior. 
With  output  dropping  from  85  to  75 
per  cent  the  constant  burden  increases 
from  50  to  59  per  cent,  an  increase  of 
18  per  cent.  This  obstinate  charac- 
teristic becomes  more  and  more  marked 
as  production  diminishes.  With  out- 
put falling  from  200  to  10  per  cent  the 
constant  burden  increases  from  21  to 
420  per  cent  of  normal. 

The  results  of  this  abstract  and  hy- 
pothetical discussion  may  be  summed 
up  as  follows:  Under  normal  operat- 
ing conditions  costs  are  usually  satis- 
factory. In  order  to  operate  under 
normal  conditions,  however,  satisfac- 
tory market  conditions  must  prevail. 
As  the  market  expands,  as  demand 
tends  to  run  ahead  of  supply  at  current 
prices,  there  is  a  decided  inducement 
to  the  plant  manager,  influenced  by  the 
sales  department,  to  increase  produc- 
tion schedules.  The  more  so  as  it  ap- 
pears that  higher  prices  may  be  secured 
for  future  product.  With  each  increase 
in  output,  a  wider  margin  of  profit  per 
unit  is  shown,  due  to  the  decrease  in 
unit  expense  owing  to  the  inverse 
variation  of  constant  burden  or  over- 
head costs.  This  decrease  in  unit  costs 
will  continue  wnth  each  increase  in  out- 
put up  to  the  maximum  capacity  of  the 
plant,  unless  offset,  wholly  or  in  part, 
by  inefficiencies  and  leaks  due  to  haste, 
carelessness,  or  sabotage  on  the  part  of 
the  working  force. 

When,  however,  contraction  suc- 
ceeds expansion ;  when  supply  begins  to 


exceed  demand  at  current  prices ;  when 
it  becomes  necessary  to  reduce  produc- 
tion schedules  because  the  sales  depart- 
ment is  unable  to  book  orders  for  all  of 
current  output,  the  cost  figures  begin  to 
tell  a  less  pleasant  tale.  Now,  as  out- 
put diminishes,  the  unit  costs  begin  to 
display  a  perversity  which,  though  it 
was  a  source  of  comfort  and  satisfac- 
tion during  expansion,  becomes  at  this 
time  a  cause  for  worry.  Production 
costs,  declining  in  total  much  less 
rapidly  than  output,  show  incredible 
increases  when  reduced  to  a  unit  basis. 
The  costs  of  capitalistic  production  per- 
sist in  varying  inversely  at  a  time  when, 
by  all  accounts,  it  is  not  merely  em- 
barrassing but  actually  maddening  to 
have  them  behave  thus.  Right  at  a 
time  when  sales  can  be  made  only  by 
making  price  concessions,  the  cost 
sheets  show  figures  which  prohibit  sales 
even  at  current  prices,  much  less  at 
lower  quotations.  The  sales  depart- 
ment is  paralyzed;  it  cannot  function. 
The  failure  of  the  sales  force  to  secure 
orders  necessitates  further  curtailment 
in  production.  With  this  reduction  in 
output,  unit  costs  mount  higher  and 
higher  under  the  baleful  influence  of 
that  ugly  duckling  of  industry — the 
constant  burden.  The  altitudes  finally 
reached  by  these  costs  are  so  ridicu- 
lously unreasonable  that  the  manage- 
ment decides  "something  must  be 
done."  The  result  of  this  decision  is  to 
be  found  in  the  numerous  articles  re- 
ferred to  at  the  opening  of  this  paper. 

Ill 

The  gist  of  these  papers  is  substan- 
tially as  follows:  Production  costs  are 
too  high  during  depressed  periods,  due 
to  the  effect  on  costs  of  the  perverse 
elasticity  of  burden  charges.  This  high 
cost,  passed  on  to  the  purchaser  in 
increased  price,  further  restricts  de- 
mand, necessitating  further  reductions 
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in  output,  which,  in  turn,  result  in 
still  higher  costs.  This  dilemma  may 
be  evaded  by  the  sim])le  expedient 
of  ignoring,  for  costing  purposes,  all 
increases  in  the  burden  rate  due  to 
diminished  production.  Use  as  the 
burden  charge  the  figure  shown  when 
output  is  normal.  Take  that  part  of 
the  biu-den  cost  in  excess  of  normal  and 
charge  it  direct  against  profit  and  loss 
or  surplus,  calling  it  unearned  burden, 
idle  time,  or  what  not. 

For  purposes  of  illustration  I  will 
outline  one  of  these  proposals,  appear- 
ing in  a  recognized  organ  of  the  ac- 
counting profession,  omitting  technical 
details  and  furnishing  only  the  essence 
of  the  suggestion.  Let  us  assume  that 
a  certain  output  is  taken  as  normal. 
During  this  normal  production  that 
part  of  the  burden  charge  which  is  con- 
stant is  50  cents  per  hour.  Now,  if  out- 
put drops  to  20  per  cent  of  normal,  the 
variable  costs  decline  proportionally, 
presenting  no  problem,  whereas  the  con- 
stant costs  increase  from  50  cents  per 
hour  to  $3.50  per  hour.  That  is,  one- 
fifth  of  the  normal  output  must  bear 
the  full  burden,  hence  the  unit  burden 
is  increased  fivefold.  This  situation  is 
manifestly  unfair  to  the  product.  What 
must  be  done,  continues  this  advocate, 
is  to  reckon  that  this  surplus  hourly 
cost  is  not  due  to  operating  20  per  cent, 
but  is  due  to  the  fact  that  the  plant 
was  not  operated  the  other  80  per 
cent;  it  is  due  to  idle  time.  There- 
fore, we  will  say  that  the  burden  rate  is 
normal,  that  is,  it  is  still  50  cents  per 
hoiu-.  We  will  charge  idle  time,  at  the 
rate  of  $2  per  hour  straight -way  against 
surplus,  so  that  the  cost  sheets  will  not 
reflect  this  imfortunate  state  of  affairs. 
At  some  time  in  the  future,  when  we 
are  operating  day  and  night,  and  when 
our  burden  charge  would,  if  unmodified, 
show  a  reduction  of  from  50  to  25  cents 
per  hour,  we  will  continue  to  charge 
the  "normal  rate"  of  50  cents  to  costs 


and  we  will  charge  prices  based  upon 
this  normal  cost,  thus  enabling  us  to 
recoup  the  losses  charged  to  surplus 
during  the  depressed  period. 

Before  passing  judgment  on  the 
propriety  or  efficacy  of  a  practice  such 
as  that  outlined  above,  let  us  see  how 
this  plan  in  operation  would  effect  the 
costs  in  our  hyiiothetical  illustration  of 
decreasing  cost  industry  as  represented 
in  Figure  1.  Charts  A  and  B  of  Figiu-e 
2  are  intended  to  convey  a  picture  of 
the  changes  wrought  upon  costs  by  the 
application  of  the  so-called  "normal 
cost"  plan.  \  glance  at  Chart  A  will 
show  that  the  variable  cost  curve  is 
identical  with  that  in  Chart  A  of  Figure 
1.  The  constant  cost  curve,  however, 
is  no  longer  constant.  It  had  been 
brought  into  coincidence  with  the  vari- 
able. This  is  accomplished  by  consid- 
ering the  normal  unit  cost  of  this  item 
as  invariable,  thus  changing  the  total 
expense  on  this  account  with  each 
change  in  volume  of  product.  Thus,  if 
the  "constant  cost"  is  50  cents  per 
unit,  the  total  burden  will  increase  pro- 
portionally with  increases  in  produc- 
tion, and  decrease  in  proportion  as 
output  is  restricted.  It  is  Chart  B  of 
Figure  2  which  shows  more  markedly 
the  contrast  in  constant  costs  under 
these  two  methods  of  treatment.  A 
comparison  of  the  two  figures  shows  how 
completely  the  constant  cost  has  been 
separated  from  its  former  undesirable 
characteristics.  No  longer  does  the 
unit  constant  cost  curve  exliibit  that 
perverse  eccentricity  which  marked  its 
course  in  the  first  case.  It  has  been 
tamed.  As  a  unit  item  it  neither  in- 
creases nor  diminishes  as  volume  of 
output  fluctuates.  It  has  been  made 
over  from  an  industrial  outlaw  into  a 
peaceful  and  tractable  servant. 

The  outstanding  feature  in  a  com- 
parison of  Figures  1  and  2  is  the  marked 
dissimilarity  in  the  cost  curves.  One 
cannot  but  conclude  that  if  the  costs 
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Figure  2.    Chart  A  Shows  Trend  of  Cost  Totals,  Constant  and  Variable,  after  Manipula- 
tion BY  Applting  "Normal-Cost"  Principle.     Chart  B  Shows  Trend  of  Unit  Costs  after 
Manipulation.    (Compare  Constant  Cost  Curve  with  That  in  Chart  B,  Figure  1) 


shown  under  one  policy  of  costing  are 
correct  then  those  shown  under  the 
other  poUcy  cannot  be  correct.  Such 
extremely  different  results  may  not  be 
derived  from  the  same  set  of  data  and 
both  represent  the  facts.  It  is,  of 
course,  true  that  the  characteristics  of 
costs  portrayed  in  Figure  1  are  based 
upon  the  policy  of  burden  distribution 
commonly  pursued  since  the  fairly 
general  adoption  of  scientific  cost  ac- 
counting, and  have,  therefore,  the  sanc- 
tion of  some  experience.  The  "normal 
cost"  plan  should  not,  however,  be  con- 
demned because  it  is  new,  for  after  all, 
cost  accounting  as  a  science  is  itself  in 
its  infancy  and  there  remains  much  still 
to  be  learned  concerning  it. 

IV 

Before  condemning  "normal  cost" 
on  the  grounds  of  its  novelty,  we  would 
do  well  to  inquire  into  the  motives 
which  have  prom])ted  its  sponsors  in 


recommending  it.  It  is  here  that  we 
find  the  crux  of  the  whole  matter.  Let 
me  quote  from  another  of  the  current 
papers  on  this  subject:' 

The  cost  figures  will  be  abnormally  high 
and  will  not  reflect  the  true  efficiency  of  the 
plant.  If  these  high  costs  are  passed  on  to 
the  consumer,  the  demand  will  naturally  be 
further  restricted,  resulting  in  decreased 
business  and  still  higher  overhead  costs.  It 
would  be  better  for  the  manufacturer  to 
apply  the  normal  rate  of  overhead  burden 
and  carry  the  balance,  unearned  burden, 
in  a  burden-variance  account  to  be  charged 
out  to  profit  and  loss.  This  would  enable 
the  manufacturer  to  pass  the  article  to  the 
consumer  at  a  normal  price,  thereby  in- 
creasing the  market  demand  and  increasing 
the  amount  of  business  in  the  factory 
.  .  .  thereby  decreasing  the  overhead  cost 
per  production  unit. 

It  would  seem  from  this  explanation 
of  motive,  and  this  statement  was  se- 
lected because  it  is  comprehensive  and 

'"Accounting  for  Increased  Burden  Costa,"  E.  J. 
Wood.     100  per  cent;  Oct.,  1921. 
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fully  representative  of  the  attitude  of 
the  writers  in  general,  that  it  is  not  a 
desire  for  accurate  costs  which  has 
prompted  these  proposals.  It  is  not 
truer  cost  figures  but  pleasanter  cost 
figures  that  are  sought.  It  is  the  wish 
to  find  costs  upon  which  an  ostensibly 
profitable  price  may  be  based.  Cer- 
tainly no  one  can  object  to  the  effort 
of  the  manufacturer  to  increase  his 
sales,  or  at  least  to  prevent  loss  in  sales 
due  to  too  high  prices.  But  is  it  not  an 
interesting  commentary  on  the  intelli- 
gence of  that  manufacturer  that  he 
must  seek  so  devious  a  means  of  recon- 
ciling his  own  advantage  with  price 
reduction  as  that  involved  in  the  ma- 
nipulation of  his  cost  figures?  It  is  less 
the  manipulation  itself,  but  rather  the 
purely  arbitrary  nature  of  the  modifi- 
cation, that  rankles  in  the  mind  of  the 
lover  of  truth  in  accounting  as  well  as 
in  other  fields. 

However  much  we  may  disapprove 
the  policy  of  cost -manipulation,  there 
is  still  the  possibility  of  condemning 
the  act  while  condoning  the  actor,  and 
for  this  we  have  the  sanction  of  no 
lesser  body  than  our  highest  National 
Assembly.  It  would  appear  that  the 
"normal-cost"  idea  has  its  roots  in  a 
more  or  less  general  misconception  of 
the  true  function  of  cost  accounting. 
That  conception  is  that  the  prime  pur- 
pose of  cost-finding  is  to  enable  the 
producer  to  determine  his  selling  price, 
upon  a  rational  and  pseudo-scientific 
basis.  If  this  were  the  actual  and  sole 
function  of  the  costs,  I  question  whether 
anyone  would  quarrel  with  the  project 
of  normal  costing.  The  notion  that 
costs  do  form  adequate  criteria  of  sell- 
ing prices  is  open  to  considerable  objec- 
tion on  economic  grounds,  for  it  would 
appear  that  the  attempt  to  use  the  cost 
figures  for  such  a  purpose  is  due  to 
some  misunderstanding  of  fundamental 
economic  principles. 

There    is   a   doctrine    in   economics 


that  exchange  value  (price)  tends  to  ex- 
press at  once  the  marginal  significance 
of  the  commodity  to  buyers  and  the 
cost  of  production  to  representative 
producers.  Let  us  see  how  this  prin- 
ciple as  it  pertains  to  production  costs 
applies  in  specific  cases  to  individual 
producers.  In  the  first  place,  the  prin- 
ciple states  a  tendency,  not  an  accom- 
plished and  incontrovertible  condition. 
In  the  second  place,  this  tendency  is 
presumed  to  be  a  long-run  phenomenon. 
Indeed,  the  price  which  exactly  ex- 
presses these  two  ultimate  determi- 
nants of  demand  and  supply,  respec- 
tively, may  never  actually  be  realized. 
Price,  from  the  standpoint  of  this  the- 
ory, is  always  in  process  of  adjust- 
ment to  production  costs.  But  how? 
Through  the  long  drawn-out  and  painful 
process  of  the  promotion  of  new  enter- 
prises and  the  withdrawal,  or  bank- 
ruptcy, or  liquidation  of  old,  or  at  least 
less  efficient  ones.  In  brief,  economic 
precept  holds  neither  promise  nor  yet 
hope  that  production  costs  will  at  all 
times  be  less  than  prices  for  the  whole 
of  an  industry — for  the  principle  is  too 
broad  to  take  cognizance  of  individual 
businesses.  Certainly  then,  there  is 
nothing  in  it  which  can  be  construed  as 
a  suggestion  that  at  all  times  the  indi- 
vidual business  shall  be  enabled  to 
cover  costs  in  selling  price.  This  idea 
may  be  reduced  to  the  statement  that 
for  all  commodities  save  those  pro- 
duced by  complete  monopolies,  uncon- 
trolled by  public  regulation,  price  is 
determined  Jor  and  not  hy  the  indi- 
vidual producer.  Price  is  a  phenom- 
enon of  the  market;  not  of  any  single 
production  or  sales  office. 

Of  course,  some  appreciation  of  this 
fact  is  implicit  in  the  attitude  of  those 
who,  finding  it  impossible  to  bend  mar- 
ket conditions  to  their  wills,  seek  to 
bend  their  wills,  through  the  medium 
of  their  costs,  to  meet  the  exigencies 
of   the   market   situation.     A   case   of 
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Mahomet  going  to  the  mountain,  so  to 
speak.  Perhaps  an  aggravated  case, 
however,  for  it  would  seem  that  upon 
the  entreaty  to  the  mountain  to  ap- 
proach the  Prophet,  the  mountain 
stood  not  still  but  receded.  That  is  to 
say,  when  the  manufacturer  sought  to 
set  a  price  predicated  on  his  current 
cost  data,  not  only  could  he  not  main- 
tain his  sales  quotas,  but  he  actually 
found  his  market  drying  up.  This  is 
his  justification  for  monkeying  with  the 
data  which  had  played  him  false.  The 
fact  that  he  has  manipulated  his  costs 
in  order  that  they  might  serve  in 
setting  selling  prices  indicates  that  he 
still  believes  in  them  for  this  purpose. 
It  is  indeed  quite  likely  that  not  more 
than  one  half  of  the  manufacturers 
who  have  installed  cost  systems  would 
have  done  so  save  as  they  expected 
thereby  to  be  enabled  to  set  more  sat- 
isfactory prices.  The  implicit  faith  of 
the  average  manufacturer  in  costs  for 
this  purpose  makes  one  wonder  how  in 
the  world  prices  were  determined  prior 
to  the  general  adoption  of  cost  account- 
ing a  decade  or  so  ago.  The  fact  that 
the  producer  has  juggled  his  figures 
seems  to  be  evidence  that  he  believes 
that  the  sole  function  of  costs  is  this 
which  in  the  present  they  have  refused 
to  perform.  For  is  he  not  rendering 
them  unfit  for  other  service  than  this? 


The  answer  to  the  foregoing  query 
obviously  requires  some  statement  of 
the  important  functions  which  cost 
accounts  may  perform,  and  will  per- 
form, if  given  the  opportunity.  It  may 
be  said  that  the  purpo.se  of  cost  ac- 
counting is  to  reduce  all  pertinent  cur- 
rent expenses  of  production  to  the  com- 
mon denominator  of  units-of-product, 
in  order  to  furnish  statistics  of  compara- 
tive efficiencies.  Efficiency  in  the  pro- 
duction of  one  commodity  as  compared 


with  another;  efficiency  in  the  produc- 
tion of  any  single  commodity  at  one 
time  compared  with  some  other  time; 
efficiency  of  one  plant  as  compared  with 
another;  of  one  method  compared  with 
others ;  of  the  pursuit  of  one  policy  com- 
pared with  another  policy,  etc.  It 
should  be  unnecessary  to  remark  that, 
if  the  data  of  the  cost  office  is  to  be  of 
service  to  the  management  in  these 
various  connections,  it  must,  first  of  all, 
be  as  accurate  as  human  skill  can  make 
it.  This  requirement  of  acciuacy  is  in 
itself  sufficient  repudiation  of  the  policy 
of  manipulating  the  data  for  such  ulte- 
rior reasons  as  the  dislike  of  the  operat- 
ing management  for  a  showing  of  losses, 
or  the  fear  of  the  wrath  of  the  sales 
department  on  the  part  of  the  produc- 
tion and  cost  departments. 

Does  the  statement  that  costs  must 
be  accurate  in  order  to  serve  as  a  meas- 
ure of  comparative  efficiencies,  mean 
that  the  only  proper  methods  to  use  are 
those  which  have  prevailed  in  the 
recent  past?  Not  essentially!  What 
this  statement  does  mean  is  that  the 
cost  office  data,  in  order  to  serve  its 
true  pm-pose,  must  tell  the  truth  of  the 
cost  story.  This  can  be  done  only  in  so 
far  as  today's  product  is  costed  on  the 
basis  of  today's  costs.  The  absolute 
truth  may  be  impossible  or  impracti- 
cable of  determination,  but  the  margin 
of  error  should  be  reduced  to  the  lowest 
point  consonant  with  practicality. 
This  conception  of  the  functions  and 
methods  of  cost  accounting  at  once 
rejects  the  "normal  cost"  principle  on 
the  grounds  of  the  motive  prompting 
its  initiation  and  of  the  arbitrary  na- 
ture of  the  changes  it  occasions,  while 
at  the  same  time  questioning  the  ade- 
quacy of  the  older  methods  of  deter- 
mining burden  charges  on  the  grounds 
of  truth. 

The  function  of  industrial  account- 
ing is  to  depict  the  value  condition  of 
the  industry.     This  picture  of  value 
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condition,  in  order  to  have  significance, 
must  be  that  of  the  present  actual 
value,  not  of  the  past  nor  of  some 
hj'pothetical  desirability.  The  values 
shown  by  the  accounts  of  a  going  con- 
cern should  be  the  values  as  they  ac- 
tually are,  not  as  they  once  were  nor  as 
some  one  icould  like  them  to  be.  For  a 
century  and  a  half  the  question — \Miat 
is  value? — has  been  raised  an  infinite 
number  of  times  by  economists  and 
others  and  has  been  answered  in  a  wide 
variety  of  ways.  But  the  one  answer 
to  this  question  which  has  met  with  the 
most  general  acceptance  is  substantially 
this:  Value  is  the  worth  of  a  thing  as 
evidenced  by  what  it  is  selling  for  in  the 
open  market.  The  objective  manifes- 
tation of  value  is  going  price  deter- 
mined by  conditions  of  supply  and 
demand  in  the  market. 

There  is  sufiicient  evidence  that 
accountants  have  come  or  are  coming 
to  the  point  of  accepting  this  concept  of 
value  for  accounting  purposes.  It  has, 
for  example,  become  customary  to  take 
inventories  on  the  basis  of  market  price, 
or  at  least  on  the  basis  of  the  cost  of 
most  recently  acquired  units,  instead  of 
using  original  cost  as  the  criterion  of 
inventory  figures,  as  was  the  custom  not 
so  long  since.  The  general  acceptance 
of  this  practice  involves  something  like 
the  following  philosophy:  These  goods 
are  as  important  and  no  more  impor- 
tant to  us  than  are  other  units  of  like 
kind  and  quality  now  available  in  the 
market.  Had  less  of  these  goods  been 
bought,  we  would  now  be  enabled  to 
buy  additional  units  at  current  prices. 
This  difference  between  past  costs  and 
present  values  is  pertinent,  not  to  the 
present  but  to  the  past,  hence  we  will 
charge  against  the  past  the  discrepancy. 
That  is,  we  will  charge  the  loss  sus- 
tained by  buying  too  much  against  past 
profits. 

It  is  not  the  present  purpose  to  go 
into  detail  in  all  the  ramifications  of 


costing  practice.  The  above  viewpoint 
regarding  inventories  is,  however,  im- 
portant, for  it  points  a  way  to  a  possible 
treatment  of  burden  costs,  which,  in 
the  opinion  of  the  ■wTiter,  is  more  logical 
than  either  of  the  two  methods  so  far 
considered.  It  must  be  pointed  out 
that  in  the  valuation  of  inventories 
each  variety  of  material  is  considered 
independently  of  all  others.  If  one 
material  has  suffered  no  change  in 
value  since  its  purchase,  this  is  not 
taken  as  a  confirmation  that  none  have 
changed.  If  one  has  advanced  in  price, 
this  fact  is  no  justification  for  the 
belief  that  all  have  advanced.  If  one 
has  fallen,  all  are  not  \\Tittcn  down  in 
value  correspondingly. 

It  would  seem  that  as  material  values 
are  subjected  to  occasional  scrutiny  in 
order  to  ascertain  their  current  signifi- 
cance in  the  productive  process,  so 
might  be  the  various  classes  of  elements 
going  to  make  up  the  so-called  constant 
burden  charges.  A  question  frequently 
raised  in  the  mind  of  the  observer  who 
is  remote  enough  from  the  technique  of 
production  and  accounting  so  that  his 
perspective  is  not  distorted  by  propin- 
quity is  this:  "To  what  extent  is  it  true 
that  these  costs  are  inexorably  con- 
stant?" Is  it  true  that  they  are  sub- 
ject to  no  modification,  save  purely 
arbitrary  changes,  or  might  certain 
modifications,  based  on  careful  analysis, 
result  in  the  costs  telling  a  more  accu- 
rate story  than  is  told  by  treating  these 
elements  as  in  variables? 

VI 

I  have  said  earlier  that  the  im- 
portant function  of  cost  figures  is  to 
furnish  a  measure  of  comparative 
efficiencies.  The  proper  analysis  and 
allocation  of  expense  should  also  com- 
prehend the  motives  which  influence 
managerial  decisions.  In  illustration 
of  this  concept,  let  us  take  the  case  of 
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the  general  account "  Superintendence  " 
as  representative  of  indirect  labor 
items.  Assume  that  the  accounts 
under  this  head  show  substantially 
charges  as  heavy  during  periods  of 
slack  production  as  under  conditions  of 
capacity  operation  of  plant.  This  is 
one  of  the  items  usually  advanced  as  a 
component  of  the  constant  burden  so 
we  may  with  reason  make  the  foregoing 
assumption.  I  know  a  small  steel  com- 
pany which  in  December  closed  no  new 
orders,  fabricated  less  than  10  per  cent 
of  normal  production  for  stock,  and  yet 
retained  all  the  superintendence  staff 
and  all  the  general  administrative  and 
technical  force  on  the  pay-roll.  ^Vhy 
was  this  done  ?  Is  the  answer  to  be  found 
in  the  needs  of  current  production? 
Obviously  no !  A  part — in  the  instance 
cited  a  small  part — of  the  staff  was 
required  so  long  as  the  plant  was  oper- 
ated at  all.  Certain  members  of  the 
staff  must  be  kept  on  while  the  plant 
exists.  As  a  general  proposition,  how- 
ever, the  explanation  is  not  to  be  found 
in  the  exigencies  of  the  present.  We 
must  seek  elsewhere  for  the  motives 
prompting  the  administration  of  busi- 
ness in  the  retention  of  this  labor.  If 
present  needs  cannot  justify  such  re- 
tentions, is  the  expense  involved  prop- 
erly attributable  to  current  product? 
It  seems  that  the  logical  answer  must 
be  a  negative  one  if  we  are  to  follow 
the  practice  of  charging  today's  costs 
against  today's  product.  The  charge 
must  be  made  against  that  part  of  the 
product  to  which  an  essential  contribu- 
tion has  been  made  by  the  labor  force 
affected.  Since  the  present  is  not  to  be 
held  accountable  for  all  this  burden 
charge,  we  must  look  to  the  past  and  to 
the  future  in  search  of  the  motive  of 
management . 

A  part  of  such  a  labor  charge  is,  in 
most  cases,  due  to  the  attitude  of  the 
management  that  it  would  be  unjust  to 
lay  off  or  discharge  certain  of  the  older 


members  of  the  force  who  have  been 
with  the  organization  for  long  periods. 
This  in  spite  of  the  fact  that,  during 
depressed  periods,  these  men  are  not 
necessary  to  the  conduct  of  the  business. 
This  attitude  may  be  translated  into 
the  feeling  that  these  old  employees 
have  in  the  past  made  contributions  to 
the  business  which  warrant  their  reten- 
tion. It  may  even  (in  some  cases)  be 
interpreted  as  an  acknowledgment  by 
the  management  that  these  men  were 
not  adequately  recompensed  in  the  past. 
At  any  rate  in  such  cases  it  is  the  past 
which  is  responsible  for  the  retention. 
Does  it  not  seem,  therefore,  that  the 
salaries  and  wages  of  such  persons  are 
more  logically  a  charge  against  the  past 
than  against  the  present?  If  this  is  the 
conclusion  to  be  drawn,  then  the  proper 
method  would  seem  to  be  that  instead 
of  carrjnng  these  items  through  the  costs 
they  should  be  carried  straight  against 
surplus,  assuming,  of  course,  that  a 
surplus  has  been  accumulated.  If  none 
has  been  built  up,  it  would  seem  to  be  a 
questionable  policy  to  retain  the  staff  at 
all. 

Now,  how  about  that  part  of  the 
indirect  labor  retained  neither  because 
of  present  necessity  nor  past  service? 
This  is,  I  believe,  the  important  element 
in  the  constant  labor  item.  Since  the 
motive  for  the  retention  of  this  part  of 
the  staff  is  not  to  be  found  in  the  present 
nor  in  the  past,  the  future  must  hold  the 
answer.  This  part  of  the  organization 
is  kept  on  because  it  seems  wise  to  hold 
the  organization  together  for  future  use. 
It  is  believed  to  be  good  business  to 
keep  these  men  because  of  what  they 
will  be  able  to  contribute  when  business 
recuperates.  The  expense  incurred 
through  this  policy  is  no  more  justly 
attributable  to  current  operations  than 
that  class  just  discussed.  This  expense 
cannot,  however,  be  treated  in  the 
same  way  as  was  the  other  because  the 
motive  is  different.    It  can  neither  be 
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charged  to  costs  nor  to  surplus;  it 
should  be  charged  to  a  special  suspense 
account  to  be  amortized,  through  the 
costs,  in  the  future,  when  the  persons 
who  have  benefited  begin  to  make 
their  contributions;  the  contributions 
for  which  tliey  were  retained. 

I  realize  that,  while  the  proposals 
regarding  past  and  present  charges  may 
be  accepted  as  sound  accounting,  this 
last  suggestion  will  stamp  me  as  a 
heretic,  even,  no  doubt,  by  the  advo- 
cates and  practitioners  of  "normal 
cost."  In  what  particular,  though, 
does  an  item  of  this  sort  differ,  in  es- 
sence, from  an  original  organization 
cost,  which  type  of  expense  is  custom- 
arily capitalized  and  carried  on  the 
accounts  as  an  intangible  asset  ad 
infinitum.  Note,  however,  that  I  do 
not  recommend  this  same  treatment. 
I  should  hesitate  to  advocate  more  than 
that  the  deferred  item  thus  set  up  be 
shown,  prior  to  and  during  its  amorti- 
zation, as  a  specific  deduction  from 
surplus  in  the  balance  sheet. 

Such  an  analysis  and  classification  of 
the  constant  labor  charges  causes  them 
to  become  more  or  less  variables,  the 
extent  to  which  these  may  logically  be 
made  to  vary  depending  upon  the  hon- 
est motive  of  management  and  upon 
the  care  exercised  in  making  the  neces- 
sary study.  It  must  be  stressed  that 
great  care  need  be  used  in  making  the 
study  on  which  such  a  modification  of 
current  cost  is  based. 

VII 

It  will  be  recalled  that  earlier  the 
.statement  was  made  that  every  time 
the  industrial  manager  made  an  invest- 
ment in  new  equipment  he  thereby 
committed  the  enterprise  to  certain 
recurring  expenses  which  could  be  off- 
set only  by  avoiding  making  the  invest- 
ment in  the  first  place.  This  statement 
is  true  in  a  broad  sense.    That  all  the 


expenses,  explicit  and  implicit,  which 
grow  out  of  the  presence  of  capital 
goods  in  a  plant  are  constant,  do  bear 
with  uniform  weight  upon  the  enter- 
prise at  all  times  and  under  all  condi- 
tions, is  based  upon  certain  hj-potheses 
the  soundness  of  which  is  not  beyond 
question  by  any  means.  Let  us  direct 
our  attention  to  the  item  of  deprecia- 
tion. Here,  as  perhaps  nowhere  else,  is 
it  the  tendency  of  the  accountant  to 
fall  before  and  worship  the  fetish  of  an 
a  priori  determined  system,  to  the  fre- 
quent utter  disregard  of  common  sense, 
experience,  and  inductive  logic.  ^Vhat 
is  the  purpose  of  depreciation?  Why 
account  for  it?  The  most  generally 
accepted  answer  to  these  questions  is 
that  depreciation  is  the  loss  in  value 
suffered  by  fixed  tangible  assets  and 
that  this  loss  in  value  must  be  consid- 
ered as  an  expense  incident  to  the 
production  of  the  goods  in  which  these 
assets  are  engaged. 

The  process  of  accounting  for  depre- 
ciation reduces  itself  to  the  spreading 
of  estimated  loss  in  value  over  the  units 
of  product  turned  out  during  the  esti- 
mated use-life  of  the  fixed  asset.  The 
customary  practice  is  to  allocate  depre- 
ciation on  a  fixed  time  basis.  A  piece 
of  equipment  is  estimated  to  last,  let 
us  say,  for  20  years.  It  is  reduced  to 
scrap-value,  therefore,  at  the  rate  of  5 
per  cent  of  original  price  less  salvage 
each  year, or  at  the  rate  of  5/12  per  cent 
per  month.  In  other  words,  in  practice 
depreciation  is  usually  made  a  function 
solely  of  time. 

There  are  certain  facts  which  seem 
not  to  be  comprehended  by  this  prac- 
tice, and,  since  it  is  due  to  this  policy 
that  depreciation  is  made  a  part  of  the 
constant  burden,  we  will  do  well  to 
examine  the  facts.  In  the  first  place,  a 
depreciation  schedule  for  many  tjTjes  of 
assets  is  at  best  an  estimate;  an  estimate 
both  as  to  use-life  and  of  salvage-value. 
In  the  second  place,  different  classes  of 
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assets  behave  very  differently  during 
the  period  of  their  use-life.  Some 
pieces  of  capital  depreciate  as  rapidly 
when  unused  as  when  used  to  capacity; 
others  lose  their  value  largely  through 
use,  due  to  auto-vibration  and  wear. 
Finally,  the  primary  purpose  of  depreci- 
ation accounting  is  to  insure  the  main- 
tenance of  the  integrity  of  investments 
in  fixed  capital  assets.  That  is,  the 
thing  sought  in  figuring  depreciation  is 
to  insure,  in  so  far  as  possible,  that  at 
the  expiration  of  the  use-life  of  the 
asset  there  shall  have  been  returned  to 
the  business,  out  of  the  value  of  prod- 
uct, an  amount  virtually  equivalent  to 
the  original  value  of  that  asset. 

If  these  facts  and  principles  are  cor- 
rect, we  may  draw  certain  conclusions 
from  them.  We  may  say  that  what  the 
depreciation  accounts  should  do,  and 
all  they  need  do  is  to  show  the  charging 
to  product,  through  the  costs,  the 
amount  of  value  lost  out  of  assets 
during  the  life  of  those  assets  and  not 
year  by  year  nor  month  by  month. 
This  proposition  means,  in  effect,  that 
the  depreciation  schedule  for  an  asset 
need  not,  and  in  some  cases  should  not, 
be  wholly  inflexible.  For  those  assets 
where  experience  indicates  that  depre- 
ciation is  entirely  or  largely  a  matter 
of  time-deterioration,  the  customary 
"  straight -line  method  "  of  charging  this 
item  ought  not  to  be  modified  with 
changes  in  degree  of  use.  On  the  other 
hand,  where  wear  and  tear  tlirough  use 
are  ponderable  elements  in  the  loss  of 
asset-value,  this  fact  should  be  reflected 
in  the  depreciation  rate,  increasing  the 
rate  during  periods  of  capacity  use; 
diminishing  it  in  times  of  slack  produc- 
tion. Then  too,  since  the  use-life  and 
salvage-v-alue  of  assets,  as  the  bases  for 
depreciation  schedules,  are  frequently 
estimates,  they  should  be  subjected  to 
occasional  scrutiny  and  revision,  in 
order  that  the  depreciation  accounts 
may  reflect  the  true  story  of  values. 


Let  me  briefly  review  these  points. 
Depreciation  charges,  frequently,  if 
not  generally  looked  upon  as  immutable 
constants,  are  actually  constant  only 
in  so  far  as  the  assets  to  which  they 
ajjply  lose  their  value  solely  through 
the  passage  of  time.  Where  wear  and 
tear  through  use  are  responsible  for 
any  part  of  the  depletion  in  value,  the 
depreciation  charges  should  be  so 
modified  as  to  reflect  this  condition  by 
increasing  the  charge  during  normal 
and  abnormal  use  and  diminishing  it  in 
periods  of  subnormal  use,  thereby  mak- 
ing the  depreciation  costs  as  variable  as 
they  should  be  in  view  of  ihe  fundamental 
causes  of  the  depreciation  itself.  The 
charges  must,  of  course,  be  maintained, 
one  time  with  another,  at  a  point  which 
will  insiu-e  that  the  asset  will  effectively 
pay  for  itself  during  its  life  span. 

VIII 

In  cases  where  interest  is  treated  as 
a  cost  there  are  involved  certain  lines 
of  reasoning  which  are  highly  interest- 
ing to  the  industrial  analyst.  I  shall 
not  go  into  a  discussion  of  the  merits  of 
the  practice  of  including  interest  as  a 
cost,  but  shall  restrict  myself  to  some 
observations  on  the  administration  of 
that  practice,  particularly  as  it  pertains 
to  the  charging  of  interest  on  owned 
capital. 

Where  interest  on  o^iied  capital  is 
treated  as  a  cost,  what  the  management 
says,  in  effect,  is  this:  "We  have  in- 
vested a  certain  sum  in  buildings, 
equipment,  materials,  etc.  Had  we 
not  committed  this  capital  to  invest- 
ment in  these  forms,  we  could  have 
loaned  it  at,  let  us  say,  5  per  cent. 
Therefore,  it  is  costing  us  this  amount 
to  use  the  capital  thus  invested  and  we 
must  include  in  our  overhead  this  cost 
of  using  capital."  Since  the  capital  is 
owned  by  the  business  the  interest 
charge  is  purely  hj-pothetical;  it  is  an 


May 
1922 


COST  MANIPULATION 


557 


implicit  item.  Therefore,  it  becomes 
necessary  after  making  the  interest 
charge  to  costs,  to  balance  this  charge 
by  a  credit  of  equal  amount  to  some 
revenue  account,  "interest  accrued" 
or  "interest  earned  "as  the  case  maybe. 
Thus  the  net  result  is  the  same  as 
though  the  interest  charge  had  not 
been  made  in  the  first  place,  except 
that  the  costs  are  higher  by  the  amount 
of  the  interest  item. 

Furthermore,  this  charge  to  costs  is 
based  upon  the  assumption  that  the  loss 
of  explicit,  loan-market  interest,  result- 
ing from  the  use  of  the  capital  by  its 
owners,  represents  the  cost  of  that  use. 
The  weakness  of  this  position  lies  in 
the  incontrovertible  fact  that  the 
capital  invested  is,  after  all,  committed 
to  such  forms  as  effectually  preclude 
the  possibility  of  its  being  offered  on 
the  loan-market  at  all,  or  at  any  rate 
until  after  the  lapse  of  long  periods  of 
time.  Therefore,  the  market  test  of 
interest  rates  does  not  apply  with  much 
force  to  capital  tied  up,  especially  in 
fixed  assets.  As  the  significance  to 
borrowers  of  free  capital  is  measured 
by  current  market  rates,  so  the  signifi- 
cance of  capital  invested  in  fixed  assets 
is  measured  by  the  productivity  of  the 
business  using  those  assets.  That 
productiAaty  is  e\'idenced  and  attested 
by  the  volume  of  output,  and  the  spread 
between  cost  and  price  of  the  product, 
in  other  words  the  profitableness  of  the 
bu-siness  as  a  whole. 

It  seems  rather  ridiculous,  does  it 
not,  to  affirm  that  all  kinds  of  assets, 
efiicient  and  inefficient ,  good,  bad,  and 
indifferent,  must  and  do  under  all  con- 
ditions earn  the  same  rate  of  return  to 
their  users.  If  costs  are  to  reflect  some- 
thing of  the  contribution  of  product- 
value  made  by  the  various  factors  used 
in  the  produc-tive  process,  then  it  must 
follow  that  some  criterion  of  costs  other 
than  market  interest  should  be  adopted 
as  the  basis  for  charging  interest  as  a 


cost.  WTiile  it  may  be  impossible  to 
determine  for  practical  purposes,  the 
relative  values  contributed  to  product 
by  different  classes  of  assets,  there  is  no 
reason,  theoretical  or  practical,  why  it 
should  not  be  assumed  that  under 
prosperous  conditions  the  capital  in- 
vestment is  earning  a  high  rate  of  return 
and  under  depressed  conditions  a  low 
rate,  or  no  return  at  all.  That  is,  it 
would  seem  more  logical  to  do  this 
than  to  assume  that  the  cajjital,  com- 
mitted as  it  is,  to  non-loanable  forms, 
must  under  all  conditions  be  credited 
with  an  amount  which  an  equal  value 
in  free  loanable  funds  could  command 
on  the  open  market. 

Since  interest  is  a  function  of  finance 
rather  than  of  operations,  and  because 
of  this  fact  may  be  charged  as  logically 
to  revenue  as  to  costs,  its  treatment  in 
either  way  is  more  or  less  a  matter  of 
arbitrary  choice.  If  the  charge  is  made 
to  costs,  this  charge  should  be  at  rates 
varying  with  actual  production  and 
goods.  Market  conditions  of  product 
indicate  for  these  factors  more  nearly 
the  actual  contributions  to  product- 
value  by  capital  than  does  the  flat  in- 
terest rate  customarily  adopted  where 
interest  is  charged  as  a  cost. 

IX 

Space  does  not  permit  of  details  con- 
cerning the  analysis  of  all  components 
of  the  constant  burden  charge.  The 
three  items  already  discussed,  namely, 
superintendence  (and  other  indirect 
labor)  depreciation,  and  interest,  point 
to  the  type  of  analysis  and  adjustment 
which  should  be  made  in  order  to  insure 
the  maintenance  of  satisfactory  costs, 
this  is,  correct  costs.  Study  should  be 
made  of  each  important  element  in  the 
burden  rate,  such  as  rent  or  property 
taxes,  insurance,  pensions,  etc. 

It  is  quite  true  that  not  all  these 
costs  may  be  subjected  to  the  kind  of 
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treatment  propo.sed  for  the  items  dis- 
cussed above.  Nevertheless  all  elements 
shoiild  be  carefully  studied  and  the  rate 
so  adjusted  that  it  is  made  to  reflect 
the  true  overhead  cost  of  production 
at  the  time  of  its  application  to  the  cost 
accounts.  This  scrutiny,  needless  to 
say,  should  be  made  periodically,  and 
not  only  at  times  when  it  seems  expe- 
dient to  show  low  costs. 

Where  the  accounts,  particularly  the 
expense  accounts,  are  kept  according 
to  a  functional  classification  and  where, 
consequently,  the  cost  distribution  is 
made  on  the  basis  of  departments  or 
operating  divisions,  it  would  be  neces- 
sary to  provide  a  cross-classification  in 
order  to  recapitulate  each  type  of  cost 
or  expense  for  purposes  of  study  and 
modification  to  meet  operating  and 
market  conditions.  This  cross-classi- 
fication into  types  of  charges  may  be 
accomplished  either  by  means  of  sub- 
sidiary records  for  the  various  kinds  of 
expense  or  cost,  or  controlling  accounts 
may  be  kept  according  to  expense  types. 
The  important  thing  in  this  connection 
is  that  there  be  provided  the  data  upon 
which  to  base  analysis.  All  of  the  in- 
formation regarding  each  variety  of 
expense  must  be  brought  to  a  focus  as 
the  basis  for  study. 

Provision  having  been  made  by  means 
of  such  analysis  for  the  apphcation  of 
philosophy  to  costs,  if  you  please,  it 
does  not  follow,  by  any  manner  of 
means,  that  the  cost  sheets,  thus 
amended,  ■uall  accomplish  the  purpose 
sought  by  the  advocates  of  normal- 
cost  manipulation.  Indeed,  it  is  quite 
possible  that  at  times  of  low  produc- 
tion, or  of  unfavorable  market  condi- 


tions, the  corrections  made  on  the  bases 
which  I  have  suggested  would  not  re- 
sult in  such  reductions  in  total  unit 
cost  as  to  permit  of  particularly  attrac- 
tive showings  between  cost  and  selling 
price.  It  is  even  possible,  in  certain 
cases,  that  the  changes  in  costs  thus 
effected  would  not  be  great  enough  to 
justify  the  effort  and  expense  entailed 
in  making  the  preliminary  study. 
Very  well !  In  such  cases,  it  must  have 
been  a  fact  that  the  cost  figures  were 
telling  the  true  cost  story  all  along. 
The  margin  of  error  must  have  been 
narrow. 

In  closing,  let  me  suggest  again  that 
the  recent  proposals  to  modify  arbi- 
trarily the  cost  figures  seem  to  be 
transitory  manifestations  of  an  illusion 
regarding  the  function  and  purpose  of 
cost  accounting,  namely,  that  costs 
furnish  a  basis  on  which  the  individual 
producer  may  determine  price.  While 
the  very  fact  that  these  manipulations 
were  made  in  order  to  bring  cost  into 
alignment  with  market  price  is  a  clear 
refutation  of  this  theory  of  the  func- 
tion of  costs,  nevertheless  the  seeming 
need  for  cost  reductions,  growing  out  of 
the  inverse  elasticity  of  the  constant 
biu-den,  raises  as  never  before  in  the 
history  of  the  science  of  accounting  the 
question:  "In  how  far  are  these  ele- 
ments in  the  burden  rate  actually  con- 
stant and  to  what  extent  are  they  so 
considered  because  of  inadequate  defi- 
nition of  what  constitutes  a  cost  or 
because  of  controvertible  hypotheses 
regarding  their  behavior.''"  It  is  this 
question  regarding  the  constant  costs  of 
modern  industry  that  I  have  sought  to 
articulate   rather   than   to   answer. 


THE  EXECUTIVE  BOARD— ITS  FUNCTIONS  AND 
OPERATION 

BY  ARTHUR  E.  SWANSON  * 


THE  tj-pe  of  executive  board  under 
consideration  is  an  operating 
board  charged  in  conjunction  with  the 
general  manager  with  the  current 
management  of  the  business.  It  is  an 
active  board  provided  for  by  the  board 
of  directors,  and  while  in  theory  func- 
tioning only  as  advisory,  in  practice  it 
serves  in  a  much  more  definite  man- 
ner. 

The  discussion  is  based  on  the 
observation  of  the  workings  of  such 
executive  boards  in  a  number  of 
companies,  ranging  in  size  from  an 
annual  business  of  one  hundred  thou- 
sand to  one  hundred  million  dol- 
lars. The  writer  has,  in  fact,  been  a 
member  of  some  of  these  boards  for  a 
period  of  several  years  coming  into 
contact  with  their  detail  functioning. 

The  personnel  of  an  executive  board 
should  consist  of  the  heads  of  the 
major  divisions.  The  members  would 
ordinarily  be  the  general  manager,  the 
sales  manager,  the  production  mana- 
ger, the  treasurer,  the  controller,  the 
purchasing  agent,  and,  in  the  case  of 
certain  businesses,  the  superintendent 
of  engineering  or  other  technical  man. 
The  personnel  should  be  limited  to  a 
relatively  small  number,  five  or  seven 
frequently  being  suflBciently  large  for 
even  the  biggest  business.  A  larger 
board  makes  the  group  unwieldy  and 
tends  toward  an  undue  amount  of  dis- 
cussion. 

The  function  of  the  executive  board 
is  broad  in  scope  and  can  be  analyzed 
into  subsidiary  groups  of  functions. 

♦  Member  of  the  firm  of  Swanaon,  Ogilvie  and  Com- 
pany, iDduatrial  Engineers  and  Accountants,  Chicago, 
Dl. 


One  of  these  relates  primarily  to  the 
members  themselves.  In  the  first 
place  heads  of  divisions  tend  to  become 
overspecialized  and  view  all  the  prob- 
lems of  management  from  the  angle 
of  their  work  and  interests.  They 
tend  to  decide  matters  in  the  interest 
of  their  division  rather  than  in  the 
interest  of  the  business  as  a  whole 
although,  of  course,  not  doing  this  in- 
tentionally. There  is,  accordingly,  a 
distinct  tendency  for  division  heads  to 
pull  apart.  One  effect  of  the  executive 
board  is  to  counteract  this  influence. 
Each  man  sees  the  bearing  of  any  pro- 
posed action  or  policy  on  other  divi- 
sions of  the  business  and  is  forced  to 
think  of  each  problem  in  terms  of  the 
business  as  a  whole  instead  of  from  the 
viewpoint  of  one  department. 

Without  an  executive  board  each 
division  executive  is  frequently  un- 
aware of  what  is  going  on  in  other 
divisions.  This  is  not  necessarily  so 
because  men  can  keep  informed  through 
other  sources,  but  it  is,  nevertheless, 
a  frequent  occurrence.  An  executive 
board  serves  to  keep  each  member  in- 
formed of  the  action  of  the  other 
divisions  so  that  each  one  can  balance 
his  work  and  policies  with  the  rest. 

An  executive  board  tends  to  broaden 
men  by  having  all  major  problems 
viewed  from  various  angles.  By  the 
same  process  it  helps  also  to  develop 
men. 

A  second  group  relates  to  executive 
control  of  the  major  operations  of  the 
business.  There  are  two  types  of 
control  for  which  the  executive  board 
is  well  suited;  one  is  budget  control  and 
the  other  the  control   of   capital  ex- 
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penditures.  In  most  business  con- 
cerns a  budget  cannot  be  prepared  for 
a  year  in  advance  but  must  be  prepared 
for  shorter  periods,  i.e.,  three  months 
in  advance  with  provision  for  certain 
modifications  monthly.  A  business 
budget  has  its  foundation  in  the  esti- 
mate of  sales  for  the  period  covered  by 
the  budget.  This  estimate  while  pre- 
pared originally  by  the  sales  depart- 
ment must  be  carefullj^  reviewed  by 
the  entire  management,  because  on  it 
will  depend  the  financing,  the  purchas- 
ing, the  emplojnnent  program,  and 
even  the  acquisition  of  additional 
equipment. 

An  executive  board  functions  ex- 
cellently in  revievring  and  finally  ap- 
proving sales  estimates  which  are  to 
serve  as  the  basis  for  the  budget.  The 
board  also  functions  excellently  in 
passing  on  the  budget,  as  the  members 
are  in  a  position  to  know  how  it  will 
affect  their  respective  departments. 
The  production  manager,  for  instance, 
will  know  whether  a  program  con- 
templated by  the  budget  is  practicable, 
and  can  be  realized  from  a  production 
standpoint;  the  equipment  that  will 
have  to  be  added  or  forced  to  remain 
idle;  the  number  of  men  that  must  be 
employed  or  laid  off  and  the  like.  The 
purchasing  agent  will  know  the  pos- 
sibility of  securing  materials.  The 
finance  department  will  know  the 
amount  of  working  capital  that  the 
budget  calls  for  and  whether  the  state 
of  finances  will  permit  of  such  a  pro- 
gram. In  this  manner  there  is  the 
assurance  that  a  budget  approved  bj^ 
the  executive  board  is  a  practicable, 
working  budget  which  can  be  applied 
and  enforced.  By  stipulating  further 
that  all  expense  quota  set  up  in  the 
budget  cannot  be  exceeded  except  by 
its  permission,  the  executive  board 
is  kept  in  definite  touch  with  any 
weaknesses  in  operation  and  with  mis- 
calculations in  the  budget. 


II 


In  the  control  of  capital  expenditures 
the  executive  board  functions  very 
efficiently  for  the  reason  that  such  ex- 
penditures affect  every  department, 
and  because  the  placing  of  the  funds  of 
the  institution  in  fixed  form  is  an  ex- 
ceedingly important  function  which 
should  be  rigidly  controlled.  It  is 
well  known  that  many  business 
failures  are  due,  not  to  the  lack  of 
assets,  but  to  the  fact  that  too  large  a 
proportion  of  the  assets  have  been 
placed  in  fixed  form  making  them 
inconvertible  into  liquid  form  when 
necessary.  The  mechanism  for  such 
control  is  easily  worked  out;  in  the 
first  place  a  ruling  is  put  into  effect, 
that  no  individual  member  in  the  or- 
ganization can  authorize  the  expendi- 
ture of  more  than  a  fixed  amount  of 
money,  say  $200,  for  plant  or  equip- 
ment. For  all  expenditures  above 
that  amount  definite  appropriations 
must  be  made  by  the  executive  board, 
and  any  member  who  desires  an  appro- 
priation must  present  the  purpose  and 
the  estimated  amount.  If  the  appro- 
priation is  made  by  the  board  it  is 
certified  by  the  controller  and  he  sees 
to  it  that  the  appropriation  is  not 
materially  exceeded. 

To  commence  with,  the  restrictions 
which  this  places  upon  the  freedom  of 
activity  of  any  individual  member 
creates  considerable  objection.  How- 
ever, the  advantage  of  this  control  of 
capital  expenditure  is  soon  brought  to 
the  attention  of  the  individuals  as 
members  of  the  group,  and  the  objec- 
tion not  only  disappears  but  each 
member  becmues  an  enthusiastic  sup- 
porter of  the  plan.  Time  and  again 
an  executive  member  sees  that  an  ap- 
propriation which  is  urged  by  one 
member,  and  which  would  have  been 
allowed  if  that  member  alone  had  dis- 
position  over  the  expenditure,   is  re- 
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fused  by  the  executive  board  because 
points  of  view  are  brought  forward 
other  than  those  of  the  department 
involved. 

A  third  group  of  functions  has  to  do 
with  the  shaping  of  policy.  Some 
policies  remain  unchanged  during  the 
entire  life  of  a  business  and  should  do 
so.  A  large  number,  however,  change 
due  to  the  evolution  of  the  business  or 
to  fluctuations  in  economic  conditions. 
The  general  manager  may  be  of  a  tj^pe 
that  wants  to  control  policy  personally 
and  is  not  interested  in  suggestions 
from  his  statl  or  in  encouraging  his 
staff  to  consider  matters  of  policy.  In 
such  cases  the  executive  board  cannot 
function  in  shaping  policy  but  if,  as  is 
ordinarily  true,  the  general  manager  is 
not  only  anxious  to  receive  suggestions 
but  also  desires  to  place  certain  re- 
sponsibility on  his  executives  for  the 
formulation  of  policy,  the  executive 
board  offers  very  exceptional  possibil- 
ities. 

In  deciding  upon  the  budget,  for 
example,  and  in  recommending  appro- 
priations for  capital  expenditures,  one 
of  the  determining  factors  is  company 
policy  and  the  members  of  the  board 
are  forced  to  a  thorough  consideration 
of  the  policy  if  it  is  to  function  effec- 
tively. Furthermore,  in  a  similar 
manner,  a  large  number  of  other  prob- 
lems will  come  before  such  a  board 
which  are  affected  by  policy  and 
which  also  determine  policy.  The 
purchasing  agent,  for  instance,  in 
placing  before  the  board  the  desira- 
bility of  long  contracts,  will  raise 
questions  of  policy  in  regard  to  buying. 
The  production  manager  in  placing 
before  the  board  questions  of  wage 
increases  or  decreases  will  raise  ques- 
tions of  policy  in  reference  to  labor. 
The  board,  in  this  manner,  becomes 
in  effect  an  organization  for  the  analy- 
sis and  evolution  of  the  company 
p)olicy. 


Ill 

The  relation  of  the  general  manager 
to  the  executive  board  is  the  same  as 
that  of  the  President  of  the  United 
States  and  his  Cabinet.  In  order  that 
the  executive  responsibility  be  def- 
initely fixed  the  President  has  full 
authority  and  the  Cabinet  is,  in  fact, 
an  advisory  group.  In  practice,  how- 
ever, it  is  evident  that  the  opinion  of 
the  Cabinet  has  a  very  large  bearing  on 
the  action  that  may  be  contemplated 
by  the  President.  It  is  very  desirable 
to  have  responsibility  for  the  entire 
management  placed  on  one  individual 
with  full  authority.  This  is  not  ab- 
solutely essential,  but  the  advantage 
which  comes  from  having  no  divided 
responsibility  and  no  opportunity  to 
shift  responsibility  from  one  person  to 
another  is  so  great  as  to  make  this 
very  desirable.  While  the  executive 
board  accordingly  is  theoretically  only 
an  advisory  board,  in  practice  it 
functions  in  a  much  more  responsible 
manner,  just  as  the  Cabinet  does  in  re- 
lation to  the  President.  Definite  votes 
are  taken  and  men  go  on  record  as  to 
their  recommendations,  which  places 
the  general  manager  in  a  position  to 
attach  to  each  one  considerable  re- 
sponsibility for  any  action  which  has 
been  recommended  to  him,  even 
though,  in  fact,  he  understands  that  he 
accepts  full  responsibility  when  he 
decides. 

Not  all  general  managers  are  equally 
successful  in  working  ^v-ith  an  executive 
board.  Some  acquire  considerable 
ability  even  though  to  begin  with  they 
are  not  very  fortunate.  The  best 
policy  appears  to  be  for  the  manager  to 
place  propositions  before  the  board  and 
to  have  propositions  raised  before  the 
board  by  department  managers  with- 
out indicating  his  own  position  until 
the  subject  has  been  thoroughly 
threshed  out.     Then  if  the  board  has 
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not  come  to  the  same  conclusion  that 
he  has,  or  he  has  not  been  persuaded 
to  the  board's  conclusion  by  the  dis- 
cussion, he  is  in  a  position  to  postpone 
further  consideration  to  another  meet- 
ing; or,  knowing  the  ground,  to  en- 
deavor to  meet  the  considerations 
brought  forward  and  to  persuade  the 
board  to  his  way  of  thinking. 

If  this  plan  is  not  followed  and  the 
manager  indicates  his  position  early 
in  the  discussion,  the  danger  is  that  the 
board  tends  to  divide  itself  into  two 
groups  —  one  consisting  of  a  group 
waiting  to  ascertain  how  the  general 
manager  thinks  and  then  quickly 
falling  into  the  "band  wagon,"  and  the 
other  standing  out  as  independents  and 
placing  themselves  too  frequently  in  a 
position  of  objecting  to  the  general 
manager's  position.  Both  of  these 
conditions  are  unfortunate.  If  the 
general  manager  keeps  his  own  position 
in  the  background  as  far  as  possible, 
until  all  members  of  the  group  have 
definitely  taken  a  position,  he  not  only 
avoids  either  of  these  conditions  but 
also  builds  up  the  executives,  makes 
them  independent  in  their  thinking 
without  emphasizing  any  obstruction- 
ist attitude,  and,  furthermore,  places 
himself  in  a  position  to  benefit  a  great 
deal  more  from  the  discussion  and  atti- 
tude of  the  board  than  he  would  if  he 
revealed  his  position  early  and  was 
placed  in  a  position  of  either  unduly 
pressing  a  point  or  having  to  back 
down  from  a  position  which  he  had 
supported  with  enthusiasm  and  a  show 
of  determination. 

The  executive  board  might  appear  a 
very  roundabout  cumbersome  way  of 
securing  executive  action  when  the 
general  manager  could  accomplish  it 
all  by  an  edict .  Experience  has  ta  ught 
most  general  managers,  however,  that 
the  most  difficult  way  of  putting 
through  any  action  in  an  organization 
is  by  edict,  and  that  it  is  rarely  suc- 


cessful. They  have  learned,  on  the 
contrary,  that  the  easiest  way  is  to 
have  the  executives  in  the  organization 
sell  themselves  on  an  idea  so  that  it 
becomes  their  owm  which  they  are 
anxious  to  put  through  and  to  see  in 
effect. 

To  the  experienced,  accordingly,  an 
executive  board  instead  of  being  cum- 
bersome actually  facilitates  the  execu- 
tion of  managerial  plans  and  ideas, 
because  it  gives  to  the  executive  an 
organization  which  by  guidance  can 
sell  itself  on  the  ideas  of  the  executive 
if  they  have  merit.  The  writer  has, 
time  and  again,  seen  an  executive 
spend  days  figuring  out  how  to  place  a 
matter  before  an  executive  board  in 
such  a  manner  as  to  have  the  members, 
in  all  probability,  come  to  the  same 
conclusion  which  he  has  arrived  at  and 
to  do  so  by  their  own  thought  and 
action. 

IV 

In  order  that  aU  questions  may  be 
focused  in  definite  conclusions,  it  is 
essential  that  decisions  be  made  by 
vote  and  recorded.  This  raises  the 
question  of  the  danger  of  securing 
majority  and  minority  votes  and  thus 
placing  a  minority  group  in  position  to 
oppose  actively  or  by  inertia  action 
w^hich  has  been  recommended  by  the 
board.  The  question  is  a  serious  one 
on  its  face,  but  rarely  rises  in  practice. 
Questions  of  moment  rarely  come  to 
vote  until  after  exhaustive  discussion, 
and  the  importance  of  having  a  united 
front  is  well  recognized  by  executives 
of  the  type  that  comprise  such  boards, 
with  the  result  that  a  divided  vote  is 
an  exception.  The  wTiter  accordingly 
has,  in  several  hundred  sessions  of 
several  boards,  come  to  feel  that  the 
question  raises  no  practical  difficulties. 

If  a  problem  confronts  the  board  on 
which  opinion  is  divided,  the  chairman 
can  facilitate  matters  by  deferring  the 
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vote,  impressing  on  the  board  the 
importance  of  unified  opinion  and 
action. 

Fundamentals  in  operating  an  execu- 
tive board  which  must  be  rigorously 
observed  are,  definite  and  regular 
time  of  meeting,  established  proce- 
dure in  the  conduct  of  meetings,  and 
systematically  kept  minutes. 

Weekly  meetings  have  proved  very 
satisfactory.  A  week  is  not  too  long 
for  most  matters  of  the  kind  to  require 
executive  board  action  to  wait  pending 
decision.  Yet  sufficient  questions  ac- 
cumulate to  warrant  the  holding  of  a 
meeting.  The  week  is  also  a  good 
op>erating  period  for  which  to  report  in 
reference  to  production,  sales,  finance, 
costs,  etc. 

Whether  meetings  are  held  weekly 
or  at  less  or  more  frequent  intervals, 
they  should  be  held  regularly  on  a 
stated  day  and  at  a  certain  hom*.  The 
particular  day  that  should  be  selected 
is  also  important.  Some  prefer  an 
early  day  in  the  week  but  most  ad- 
vantages lie  mth  a  late  day,  for  ex- 
ample, Friday.  Either  an  early  or  late 
day  in  the  week  should  be  chosen 
because  the  members  are  not  likely  to 
be  absent  from  the  city  at  such  times. 
You  have  also  before  or  behind  you 
a  definite  operating  p>eriod,  as  unit 
records  are  kept  from  Monday  to 
Monday.  If  the  meeting  is  set  for  the 
morning,  10  or  10:30  is  a  good  time,  as 
it  permits  the  executives  to  dispose  of 
matters  that  have  accumulated  for 
their  attention  and  to  give  current 
instructions  for  the  day. 

It  is  essential  that  the  minutes  of  the 
meetings  be  kept  so  that  the  recom- 
mendations passed  be  made  matters  of 
record.  By  confining  the  minutes  to 
decisions  and  eliminating  all  reference 
to  discussions,  the  minutes  can  be 
made  very  compact  and  require  very 
little  time  in  their  preparation. 

In  reference  to  the  operation  of  an 


executive  board  the  only  principle  that 
can  be  laid  down  is  that  there  should 
be  a  definite  program  of  procedure  for 
the  meetings.  A  plan  of  operation 
which  has  been  found  very  successful 
is  to  have  each  member  of  the  board 
report  in  turn  in  reference  to  his  phase 
of  the  business,  first  presenting  the 
operating  reports,  secondly,  making 
requests  for  appropriations  for  his  de- 
partment, and  thirdly,  raising  matters 
of  policy  applying  to  his  work. 

To  illustrate,  let  us  assume  that  the 
superintendent  of  production  is  the 
first  man  on  the  list.  He  will  present 
the  production  reports  giving  the 
amount  produced  during  the  past 
period,  the  amount  shipped,  the 
amount  in  stock,  and  covering  such 
other  phases  as  are  significant.  With 
this  as  a  background  he  then  presents 
any  requests  he  may  have  for  appro- 
priations and  raises  questions  of  policy. 
The  board,  having  heard  the  basic 
reports,  is  in  a  position  to  act  intel- 
ligently in  reference  to  the  appropria- 
tions and  policy.  Having  disposed  of 
the  superintendent  of  production,  at- 
tention is  then  given  to  the  next  man, 
for  example,  the  superintendent  of 
sales.  In  this  manner  one  department 
after  another  is  covered  until  all  the 
phases  of  the  business  represented  in 
the  board  have  been  attended  to. 

Other  methods  of  functioning  can 
readily  be  conceived  of,  but  the  writer 
believes  that  the  one  presented  is  most 
practical. 


In  the  main  an  executive  board  does 
not  tend  to  develop  any  material  evils. 
In  some  instances  there  is  a  tendency 
for  members  of  the  board  to  defer 
action  on  certain  matters  that  they 
should  decide  themselves,  and  bring 
them  to  the  attention  of  the  board. 
This  tendency  does  not  develop  in  the 
case  of  the  stronger  men  and  if  it  does 
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reveal  itself  on  the  part  of  the  weaker 
men  it  can  be  quickly  checked  by  the 
board  itself.  If  the  board  does  not 
check  this  evil  it  will  soon  find  itself 
immersed  in  a  mass  of  detail  and  miable, 
therefore,  to  give  the  time  and  con- 
sideration necessary  to  the  larger  issues. 

In  this  connection  the  same  problem 
confronts  the  board  which  confronts  an 
executive,  namely  that  of  discriminat- 
ing between  the  tj'pe  of  problems 
which  should  be  handled  by  the  mem- 
bers themselves  and  the  kind  which 
should  be  referred  to  the  executive 
board. 

Another  tendency  is  for  the  board  to 
devote  too  much  time  to  discussion. 
This  phase  can  be  controlled  wholly  by 
the  general  manager.  If  he  is  an 
efiicient  chairman  and  keeps  the  dis- 
cussion focused,  bringing  it  to  a  definite 
conclusion,  no  diSiculty  will  be  ex- 
perienced. If  he  is  not  on  the  alert  in 
this  respect  the  discussion  will  tend  to 
be  needlessly  prolonged. 


Without  an  executive  board  the 
general  manager  must  spend  a  great 
deal  of  time  in  conference  with  the 
individual  executives.  These  in  turn 
are  constantly  seeking  conferences  ^\nth 
the  general  manager  to  take  up  matters 
which  they  wish  to  discuss  with  him. 
They  are  also  seeking  conferences  with 
each  other.  With  an  executive  board 
much  of  this  time  can  be  saved.  The 
general  manager  instead  of  calling  in  an 
executive  whenever  he  has  a  special 
matter  to  take  up  will  bring  it  up  at  the 
board  meeting  before  all  the  executives. 
The  department  executives  will  do 
likewise.  As  a  result  much  of  the 
business  which  would  ordinarily  be 
cleared  in  individual  conferences  is 
cleared  in  a  board  meeting.  Individ- 
ual conferences  are  not  wholly  abol- 
ished. To  do  so  would  not  be  de- 
sirable. They  are,  however,  greatly 
reduced  and  the  time  released  for 
constructive  work  on  the  part  of  the 
general  manager  and  his  executives. 


THE  fore:man  as  a  teacher 


BY  J.  W.  DIETZ* 


WHAT  are  the  characteristics  of 
a  real  teaching  job? 

First  of  all  the  reader  should  remem- 
ber that  it  is  possible  to  do  real  teach- 
ing without  desks  or  blackboards  or 
books  or  schools.  It  can  be  done 
right  in  the  shop,  right  on  the  job.  It 
is  done  on  the  football  field,  on  the 
trolley  car,  and  behind  the  counter. 

Some  folk  look  upon  education  as  a 
kind  of  storage  battery.  You  go  to 
school  to  get  charged,  leave  school,  and 
when  you  want  to  use  your  education 
you  turn  on  the  switch  and  tap  the 
information  stored  up.  Based  on  that 
kind  of  a  theory,  you  stop  learning 
when  you  leave  school.  We  all  know 
that  if  we  are  not  dead  from  the  collar 
button  up  we  have  the  chance  to  learn 
even,'  day. 

It  is  that  ideal  of  education — a  con- 
tinuous process — that  we  have  to  live 
up  to  in  business.  How  can  we  help 
people  to  keep  on  growing  and  develop- 
ing through  their  everj'day  jobs  and 
thereby  increase  the  productiveness  of 
industry.' 

TVTien  supervisor  and  worker  are 
discussing  why  we  do  this;  why  we  do 
it  this  way ;  why  we  do  it  now  and  what 
we  are  trj-ing  to  accomplish,  then  real 
development  of  both  employee  and 
super^visor  is  going  on  and  we  are  grow- 
ing men.  This  takes  patience  and  the 
capacity  to  coach  and  to  teach.  It 
means  that  knowledge  of  a  particular 
line  of  work  does  not  necessarily  wholly 
qualify  a  man  to  be  responsible  for 
getting  the  best  results  out  of  the  joint 
effort  of  other  men.  A  star  player 
does  not  always  make  a  good  coach. 

♦  Educational  Director,  We«t«m  Electrio  Company, 
New  York  City. 


It  has  to  be  somebody's  job  to  coach 
all  our  people  by  careful  instruction, 
watching  their  practice;  and  by  con- 
stant attention  to  detail,  improve  the 
performance,  and  be  with  them  right 
on  the  job.  That  is  the  problem  of 
the  immediate  superAnsor.  We  must 
get  that  super\-isor  to  realize  that  show- 
ing or  telling  his  people  about  their 
work  is  not  real  training.  Nor  is  put- 
ting them  up  against  it  hard  at  the 
start  the  answer.  Much  of  our  train- 
ing now  is  equivalent  to  a  football 
coach's  handing  a  book  of  rules  to  a 
green  player  and  sajnng:  "Here,  read 
these,  and  report  on  the  field  Satur- 
day for  the  game  \\ith  Princeton." 

We  have  to  get  away  too  from  the 
practice  of  "thromng  them  in  the 
water  and  letting  them  s'wnm."  It  re- 
sults in  too  many  poor  swimmers  and 
too  many  drownings.  On  the  other 
hand,  we  have  to  avoid  the  deadening 
effect  of  too  close  supervision. 

It  is  the  middle  ground  that  gets 
results.  "Learn  by  doing"  by  all 
means,  but  the  superxisor's  responsi- 
bility as  coach  is  to  guide  the  doing, 
profit  by  the  mistakes,  and  stimulate 
by  the  right  kind  of  praise  and  added 
responsibility.  The  supervisor's  job 
is  to  study  his  men  at  work,  to  see  that 
they  are  using  right  methods. 

If  you  give  too  detailed  instruction, 
the  chances  are  you  are  trjTng  to  do  all 
the  thinking  for  your  men.  One  of  the 
best  tools  we  have  to  use  on  this  teach- 
ing job  is  the  question.  A  good  pointed 
question  at  the  right  time  is  the  best 
little  brain  tickler  we  know  of. 

Tony  had  had  five  foremen .  He  was 
now  working  for  number  six.  "How 
do  you  like  your  new  boss?"  someone 
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asked  him.  "Like  him  best  of  all. 
Other  boss  all  say:  '  Tony  do  this;  Tony 
do  that ;  Tony  go  there.'  New  boss,  he 
says:  'Tony,  how  you  think  best  way 
to  do  this?'  Most  times  I  don't  know 
but  sometimes  boss  says  that's  right. 
I  like  new  boss  best."  There  you  have 
it  in  a  nutshell.  Tony  was  proud  to 
try  to  think  if  the  boss  thought  he 
coiild. 

And  human  nature  is  much  the  same. 
You  and  I  like  the  boss  to  consider  our 
suggestions.  Perhaps  the  boss  did 
know  the  right  answer  before  asking 
the  question,  but  it  was  the  teacher  in 
him  who  asked  the  question. 

Give  employees  practice  in  thinking 
and  making  decisions  and  you  are 
developing  them.  "Nothing  is  worth 
doing  which  is  not  worth  thinking 
about."  That  is  the  manufacturing 
process  called  "education" — guiding 
the  individual  to  get  experience  that 
will  help  him  be  more  efficient  in  his 
future  actions. 

What,  then,  is  the  test?  How  can 
we  judge  if  we  are  on  the  right  track? 
It  is  simply  this:  Is  the  rank  and  file 
made  up  of  employees  so  drilled  and 
coached  that  they  are  doing  their  jobs 
in  the  right  way,  showing  initiative 
and  resourcefulness  in  the  pinches,  and 
continuous  interest  and  even  enthu- 
siasm on  the  job? 

The  real  problem  of  education,  then, 
that  we  have  is  this  training  on  the 
everyday  job — do  that  well  and  we  have 
95  per  cent  of  the  answer.  The  other 
5  per  cent  is  supplementary,  valuable, 
important,  and  easy  after  the  95  per 
cent  is  well  done. 

How,  then,  can  each  employee  be 
helped  to  do  his  work  efficiently?  Or 
how  can  we  get  him  to  think  about  the 
things  he  daily  does,  sees,  or  handles? 
First  of  all,  he  must  have  the  capacity 
to  think  and  the  background  to  think 
right.  The  war  forced  us  into  some 
practices  that  are  hard  to  shake  oflF. 


Often  we  had  to  fill  vacancies,  machines 
or  benches,  with  no  opportunity  to 
select  those  best  qualified,  but  now 
we  have  got  to  get  back  to  selecting 
individuals  with  the  capacity  to  fit  and 
to  fill  our  particular  jobs. 

Now  let  us  see  what  we  can  do  about 
training  the  employee  on  his  specific 
job. 

1.  We  can  continue  to  do  what  is  being 
done  pretty  generally  in  business  now — take 
a  chance,  assume  that  the  new  employee 
will  come  out  0.  K.  In  other  words,  follow 
the  process  of  learning  through  mistakes. 

2.  We  can  expect  the  others  in  the 
group  or  department  to  help  out  the  new- 
comer by  showing  a  willingness  to  answer 
any  questions  raised  on  the  initiative  of  the 
employee  or  as  protection  in  their  own  work 
against  the  mistakes  of  the  newcomer. 

3.  Or  we  can  hold  the  supervisor  defi- 
nitely responsible  for  the  instruction  of  his 
people,  and  develop  him  as  an  instructor 
along  with  his  other  duties.  If  we  are  as 
frank  as  we  should  be,  to  get  the  most  out 
of  these  discussions  I  think  we  are  forced  to 
admit  that  practically  all  the  instruction 
which  is  being  done  now  is  done  by  one  of 
the  first  two  methods.  We  have  not  made 
it  possible  for  the  supervisor  to  concentrate 
on  this  problem  of  instruction  and  coaching. 
Nor  have  we  helped  him  much  to  improve 
this  part  of  his  job. 

When  his  department  is  large,  or  growing 
especially  rapidly,  he  will  need  full-time 
assistants  on  this  part  of  his  work,  or  a 
central  training  department  may  do  part 
of  it  for  him. 

It  is  the  foreman's  job  to  so  choose 
and  supervise  experience  that  the 
people  he  is  trying  to  help  will  be  able 
to  do  the  job  in  the  way  he  knows  it 
should  be  done. 

William  A.  Ahern  in  a  recent  number 
of  Industrial  Management  tells  so  •well 
his  experience  with  the  best  foreman 
he  ever  knew,  that  I  am  quoting  part 
of  his  article  below: 

The  best  foreman  I  ever  knew  was  a 
Bohemian  who  seldom  said  a  word  in  the 
shop,  partly   because  he  talked  with  an 
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accent.  The  time  he  might  have  otherwise 
used  in  talking  he  turned  over  to  his  brains, 
and  used  them  in  thinking.  And  this  is 
how  he  worked: 

\Mien  you,  as  a  new  employee,  first  came 
into  the  shop,  he  heard  your  story  as  to 
what  you  could  do,  looked  you  over,  looked 
through  you,  and  then  gave  you  a  piece  of 
work  which  had  certain  processes  of  more 
or  less  difficulty.  Then  he  forgot  all  about 
you  until  you  brought  the  finished  work  to 
him.  He  looked  it  over;  measured  it.  If 
it  was  extremely  bad  he  would  say,  without 
any  expression  on  his  face:  "That  is  not 
very  good."  Then  for  your  next  job  he 
would  set  you  roughing  out  about  three- 
quarters  of  the  stock  on  a  casting  for  a 
jig — something  that  would  not  delight  the 
heart  of  a  mechanic. 

If  you  brought  him  a  finished  piece  that 
was  fairly  true  to  dimension  but  had  a 
scratch  on  the  surface,  he  would  say  noth- 
ing. But  he  would  give  you  for  your  next 
job  filing  burrs  from  an  endless  multitude 
of  milled  pieces  to  teach  you  the  value  of 
smoothness. 

Suppose  the  job  he  gave  you  was  well 
done.  Then  he  would  not  say  anything 
either;  but  your  next  job  would  be  a  little 
bit  more  difficult  and  of  a  little  finer  grade 
of  work.  This  is  what  a  mechanic  wants. 
If  he  is  an  old  hand  at  the  business  he  wants 
to  have  his  skill  recognized  by  having  you 
depend  upon  it  for  a  higher  class  of  work. 
If  he  is  a  new  man  or  an  apprentice  he  likes 
to  have  the  opportunity  to  do  better  and 
better  work  so  that  he  will  learn  all  the 
quicker. 

So  every  man  went  away  from  that  fore- 
man's bench  knowing  that  his  accomplish- 
ment had  been  recognized,  though  the  fore- 
man had  not  said  a  word.  The  knowledge 
of  his  methods  soon  spread  through  the  shop. 
Old  hands  would  warn  new  hands  what  to 
expect. 

He  kept  you  coming  on  up  the  scale  of 
skill  all  the  time.  If  for  several  successive 
jobs,  where  each  was  harder  than  the  one 
before,  you  always  came  through  with  a 
good  product,  you  would  not  get  praise; 
but  soon  he  gave  you  something  that  was 
not  only  a  little  harder  but  a  good  deal 
harder  than  anything  you  had  ever  done. 
This  was  one  way  of  saying  that  you  had 


shown  not  only  experience  but  ingenuity 
and  brains,  and  that  he  could  depend  upon 
you  to  use  your  past  experience  as  a  guide 
in  taking  a  bigger  jump  than  you  ever  had 
taken  before.  He  was  openly  giving  you 
credit  for  the  essential  brains  of  the  machin- 
ist. You  went  away  from  him  determined 
to  do  that  job  and  do  it  well.  Your  reward 
was  a  recognition  of  your  trade  skill  and  in 
the  opportunity  he  gave  you  to  increase 
that  skill. 

If  at  any  time  in  your  progress  you  got 
careless  and  turned  in  an  unnecessarily  bad 
piece  of  work,  on  your  next  job  he  put  you 
temporarily  but  suddenly  back  to  doing  the 
preliminarj'  shaper  work  on  a  piece  for  some- 
one else  to  finish.  After  you  spent  a  few 
days  doing  that^kind  of  work  again,  that 
would  be  enough — you  would  give  anything 
to  be  back  on  a  man's  size  job  and  you  re- 
solved that  when  you  got  such  a  job  back 
j'ou  would  treat  it  like  a  man  and  a  me- 
chanic. 

This  was  in  war  time,  mind  you.  Butch- 
ers, barbers,  and  hay-reapers  drifted  in 
and  called  themselves  mechanics.  This 
foreman  got  the  same  proportion  of  lumpers 
as  other  foremen  got.  He  would  take  some 
of  the  greenest  men  and  in  a  remarkably 
short  time  he  would  have  made  them  hu- 
man beings.  His  labor  turnover  was  the 
lowest  in  the  shop,  very  low  even  in  com- 
parison with  pre-war  conditions.  The 
secret  of  it  was  that  he  carefully  kept  his 
men  alwaj-s  advancing.  They  knew  they 
were  getting  somewhere,  they  were  up- 
building themselves  as  well  as  production. 

He  did  the  coaching  work  by  choosing 
the  kind  of  work  to  assign  to  his  men. 
That  foreman  was  not  only  upholding  def- 
inite standards  of  quality  but  we  all  take 
off  our  hats  to  him  because  we  know  that 
every  one  of  his  men  knew  how  to  use  his 
head  better  and  every  one  of  his  men  was  a 
better  citizen  because  he  was  a  better  work- 
man. 

You  see,  what  he  was  doing  was  put- 
ting up  problems  to  his  men  to  solve. 
He  was  putting  them  up  to  them  to 
solve  in  the  order  of  their  diflBculty. 
He  tried  them  out  and  made  them 
prove  that  they  were  ready  for  the 
next  job.     And  you  notice,  too,  he  put 
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them  up  to  his  men  in  advance  of  a  lot 
of  detailed  explanations  and  instruc- 
tions. Talks  or  lectures  do  not  stick 
with  us  long.  You  will  not  remember 
what  I  have  said  unless,  out  of  your 
own  experience,  you  agree  with  me,  or 
if  you  disagree,  well,  go  back  tomorrow 
and  start  to  experiment  for  yourself  on 
these  two  points: 

1.  Help  your  men  to  think  by  telling 
them  less  and  asking  them  questions  that 
help  them  to  tell  you  or  show  you  more. 

2.  In  assigning  jobs,  try  to  choose  and 
assign  them  to  fit  the  varying  needs  of  your 
men. 

Give  only  enough  preliminary  instruc- 
tion so  they  will  understand  what  is 
expected,  what  the  limitations  are, 
how  to  safeguard  themselves,  their 
tools,  and  their  materials.  After  they 
have  tried  and  had  some  experience, 
then  discuss  it  with  them. 

Now  to  teach  by  this  method  is  not 
easy.  It  takes  more  time  and  more 
patience.  It  is  easier  to  kick  a  kid  off 
into  the  deep  water  at  the  end  of  the 
dock  and  hope  he  will  learn  to  swim. 
He  may  dro^\Ti  or  you  may  rescue  him 
and  bawl  him  out  because  he  did  not 
make  a  good  job  of  it.  That's  easy, 
for  the  foreman,  but  mighty  hard  on 
the  boy. 

The  problem  of  handling  the  new  em- 
ployee is  a  distinct  and  separate  one,  es- 
pecially important  from  the  employee's 
point  of  view,  and  a  vital  one  when 
we  consider  the  turnover  among  our 
employees  of  less  than  six  months'  serv- 
ice. This  early  training  pays  such  big 
returns  that  we  are  overlooking  one 
of  our  biggest  opportunities  in  not 
doing  a  better  job  with  the  newcomer. 
No  one  of  us,  looking  back  at  our  first 
few  days  with  our  company,  can  help 
recalling  many  of  the  incidents  that 
have  carried  through  all  the  later  years 
of  our  experience.  The  men  who 
showed  some  personal  interest  in  us 


and  some  concern  in  our  success  dur- 
ing those  first  few  days  are  the  ones 
who  have  been  our  friends  all  during 
our  company  life.  A  man  said  to  me 
the  other  day: 

When  I  started  I  was  not  in  Bert  Gulp's 
department,  but  if  it  had  not  been  for  the 
interest  he  took  in  helping  me  to  get  started, 
the  discouragement  over  my  work  and  the 
utter  hopelessness  of  my  ever  being  able  to 
understand  the  things  I  needed  to  know 
would  have  caused  me  to  quit  at  the  end  of 
the  first  week. 

The  man  who  made  those  remarks 
remembers  those  experiences  after  over 
20  years  of  service  with  the  company. 
The  fact  that  he  has  since  been  able  to 
accept  responsibilities  in  connection 
with  many  important  phases  of  our 
work  proves  that  his  discouragement 
was  not  due  to  lack  of  capacity  to  under- 
stand or  to  ferret  out  the  details  of  our 
business.  It  was  just  that  very  human 
feeling  that — "  Well,  nobody  here  seems 
to  care  whether  I  get  on  or  not,  in  fact 
they  look  on  me  as  a  good  deal  of  a  nui- 
sance." I  firmly  believe  that  this 
handling  of  the  new  people  that  come 
into  our  organizations  is  so  important 
that  we  cannot  trust  it  to  any  but  those 
who  have  the  personality,  the  patience, 
the  teaching  ability,  the  knowledge  of 
our  business,  and  sincere  interest  in 
men  that  wall  enable  them  to  conxnnce 
the  new  employee  that — "Well,  at 
last  I  have  got  into  a  place  that  is 
different." 

You  know,  the  other  fellow  can  pay 
just  as  high  wages  and  can  have  just 
as  good  working  conditions  as  we  can, 
but  it  is  within  our  power  as  executives 
to  put  all  of  our  dealings  with  our 
people  on  such  a  fair  and  personal  basis 
that  the  new  employee  aaiU  sense  this 
atmosphere  at  once.  This  is  a  problem 
that  can  be  solved  by  right  super\nsion, 
not  by  routines,  forms,  or  machinery. 
There  is  a  direct  relationship  between 
our  ability  to  hold  our  employees  and 
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this  matter  of  dealing  with  them  on  an 
individual  and  personal  basis. 

It  is  your  job  to  instruct  your  own 
people,  as  I  see  it,  but  there  are  times 
(and  I  hope  vre  will  have  such  times 
again)  when  the  volume  of  business 
demands  bringing  in  large  mmibers  of 
new  people.  Then  it  may  be  that 
enough  will  be  coming  in  at  one 
time  to  warrant  the  carrying  out  of 
these  plans  by  an  assistant  instructor, 
and  perhaps  in  a  separate  instruction 
shop  or  school.  But  as  foremen  you 
cannot  sidestep  your  responsibility  as 
instructor  here  because: 

1.  You  will  have  to  work  with  those 
carrj"ing  on  the  instruction  to  be  sure  that 
the  people  are  being  taught  what  they  need 
to  know. 

2.  You  will  have  to  check  up  carefully 
on  the  ability  of  those  trained.  That  is 
for  your  own  protection,  and  to  help  those 
carrying  on  the  training  service  for  you. 

Mistakes  and  errors  and  spoiled 
work  we  will  always  have.  For  the 
fellow  who  did  not  know  or  did  not 
think,  there  is  hope;  for  the  fellow  who 
knows  but  is  careless,  there  is  more 
work  for  the  skill  of  the  foreman  as  a 
teacher;  for  the  chronic  "don't  care" 
and  not -interested  kind,  find  a  different 
job — he  may  be  in  the  ■^Tong  kind  of 
work  or  he  may  be  constitutionally 
opposed  to  work — an  empty  pay  enve- 
lope and  an  empty  stomach  may  be  the 
only  tonic  that  will  reach  him. 

I  believe  every  employee  is  entitled 
to  at  least  a  short,  concise  statement 
covering  the  following  points: 

1.  Duties  and  responsibility  on  his  own 
job. 

2.  Relationship  to  other  work. 

3.  Some  questions  that  will  stimulate 
him  to  think  through  his  job  and  serve  as 
a  basis  for  discussion  and  check  with  his 
supervisor. 

4.  References  to  instructions  and  inter- 
esting information  that  would  be  useful  in 
nmning  the  job. 


How  can  we  develop  the  willingness 
and  ability  to  work  together  through  more 
intelligent  appreciation  of  the  work  of 
related  departments  and  the  objects 
to  be  accomplished  by  routine  tasks? 
You  and  I  are  interested  in  our  work 
because  we  have  a  share  in  making  the 
plans;  we  are  in  on  what  the  company 
is  trying  to  accomplish. 

Our  best  tool  here  is  the  conference. 
These  conferences  must  be  short,  fre- 
quent, and  snappy.  Better  a  half 
hour  discussion  weekly,  taking  up  one 
or  two  points  of  immediate  interest 
than  a  half  day's  meeting  once  a  month. 
These  groups  will  naturally  be  small 
and  must  be  restricted  to  those  having 
common  interests. 

These  small  group  conferences  may 
be  supplemented  by  an  occasional 
meeting  of  all  the  people  in  the  depart- 
ment. Here  the  foreman  and  his  assist- 
ants have  to  knit  together  all  their 
specialists,  and  show  them  how  closely 
they  all  are  related,  and  in  that  way 
get  the  feeling  of  confidence  that  comes 
from  kno\\-ing  that  they  are  all  working 
together  for  a  common  end. 

Among  well-trained,  individual 
workers  who  show  the  ability  to  work 
together  we  will  find  a  few  who  have 
the  capacity  for  leadership  and  the 
desire  and  willingness  to  accept  respon- 
sibility. This,  then,  is  another  of  our 
special  training  problems :  To  develop 
leaders  and  teach  them  the  business  as 
a  whole.  This  is  one  of  our  most  vital 
and  fascinating  problems.  Here  is  a 
place  where  we  cannot  afford  to  over- 
look any  "good  bets." 

ObA-iously,  you  have  got  to  have  tal- 
ent with  demonstrated  capacity  for 
leadership,  and  I  believe  that  the  dem- 
onstration should  be  made  under  our 
own  observation.  In  other  words,  no 
matter  how  much  experience  or  educa- 
tion a  man  has,  I  firmly  believe  in  jus- 
tice to  the  man  and  to  other  employees, 
that  investment  in  his  all-round  devel- 
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opment  should  not  be  made  until  he  has 
demonstrated  his  sincere  interest  in  the 
business  and  genuine  desire  to  know 
more  about  it.  After  careful  experi- 
menting and  observation  I  want  to  say 
positively  that  I  am  convinced  the 
right  place  to  demonstrate  ability  for 
the  work  of  any  business  is  right  -n-ithin 
the  business  itself. 

The  right  way  to  give  an  all-round 
training  and  knowledge  of  the  work  is 
by  a  variety  of  assignments,  each  of 
which  carries  responsibility,  and  on 
which  each  man  must  make  good 
before  he  takes  the  next  step.  The 
man  in  training  need  not  know  all  the 
steps  planned.  This  program  should 
be  open  to  every  boy  and  young  man 
who  stands  out  as  being  worthy  of  de- 
velopment. 

Definite  part  of  this  training  must 
be  the  opportunity  to  acquire  a  breadth 
of  view  through  a  knowledge  of  policies, 
products,  interdepartment  relation- 
ships, company  history  and  traditions, 
relations  to  the  customers,  place  in  the 
industry,  production  or  merchandising 
methods,  and  handling  of  men. 

I  suggest  the  following  opportunities : 
short  intensive  educational  trips;  \'isits 
to  progressive  organizations  (prefer- 
ably nearby  customers);  assignment 
of  the  men  to  special  studies  for  the  fore- 
man; conferences  mth  specialists  on 
routing,  planning,  materials,  costs,  etc. ; 
emergency  and  vacation  assignments; 
digests  and  reviews  of  current  articles 
or  books  of  interest  for  the  information 
of  the  foreman.  Or  in  other  words, 
taking  advantage  of  every  opportunity 
to  stimulate  growth  and  breadth  of 
view.  One  of  the  duties  of  every  fore- 
man is  to  see  that  such  educational 
opportunities  do  not  go  by  default,  due 
to  lack  of  definite  plans  to  take  advan- 
tage of  them. 

Important  as  is  the  everyday  job — 
and,  as  we  have  said  before,  that  is 
where  the  bulk  of  the  training  must  be 


done — there  are  some  helps  we  can  use 
outside  our  own  work. 

Set  up  as  we  are  in  most  industries 
today,  with  the  work  divided  and 
specialized,  it  is  difficult  for  an  employee 
to  find  out  how  his  work  fits  into  the 
company's  work  as  a  whole.  But  I 
believe  he  is  entitled  to  know  that  and 
will  do  a  better  job  if  he  does  know  it. 

Right  here  I  want  to  make  a  plea 
that  you  get  more  help  from  the  general 
foreman,  superintendents,  specialists, 
and  executives.  Especially  valuable 
is  this  help  when  it  comes  to  getting  a 
broader  point  of  view  before  the  young- 
er supervisors  who  are  working  in  your 
departments.  Personally,  I  believe 
this  can  be  done  best  in  small  groups 
where  the  discussions  can  be  informal. 
It  is  fine  to  have  these  younger  men  get 
first-hand,  the  point  of  \new  and  ac- 
quaintanceship of  executives  outside 
your  own  department.  I  believe  there 
has  not  been  more  of  this  sort  of  training 
because  you  men  have  not  asked  for  it. 

No  man  can  know  too  much  about 
his  company's  products  and  how  they 
are  made.  The  more  curious  he  is 
about  them  the  more  he  will  learn,  and 
the  more  he  learns  the  more  valuable 
he  becomes  to  his  company  and  to  him- 
self. Curiosity  of  the  right  sort  shows 
an  active,  inquiring  brain,  and  that  is 
the  kind  of  brain  that  every  live  busi- 
ness concern  is  anxious  to  encourage. 

In  a  big  plant,  that  becomes  some- 
what of  a  problem.  To  try  to  get  the 
answer  in  our  Chicago  Plant  we  have 
periodically  what  we  call  our  Haw- 
thorne Products  Show.  Space  is  ta- 
ken in  a  new  section  or  other  place  in 
the  shop  where  exhibits  are  set  up. 
Tlie  foremen  select  tj-pical  operations 
and  machines  or  make  up  exhibits 
which  will  show  the  work  of  their  de- 
partments. The  foreman  or  some  other 
department  representative  is  on  the 
job  to  answer  questions  and  explain 
the  machines  or  work. 
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This  show  is  open  several  evenings 
or  a  week,  and  the  interest  is  very 
keen.  Many  men  bring  their  wives 
and  older  boys  and  girls  with  them. 
During  the  day  many  foremen  take 
groups  of  their  assistants  through  the 
exhibits  to  show  them  clearly  how  their 
work  fits  into  the  game  as  a  whole. 

I  heard  a  couple  of  young  fellows 
talking  over  the  way  a  piece  of  appara- 
tus is  used  in  a  big  telephone  central 
office  switchboard.  "  I've  been  making 
those  relays  for  over  three  j^ears  and 
now  I  know  why  we  have  to  have  so 
many  different  kinds."  His  job  means 
more  to  him  now,  I  believe. 

He  found  out  what  plugs  and  jacks 
were,  how  desk  stands  go  together, 
what  the  inside  of  a  coin  collector  looks 
like,  and  how  the  finished  product 
works.  He  examined  numerous  types 
of  relays  and  drops;  saw  all  kinds  of 
transmitters  and  receivers,  assembled, 
partially  assembled,  and  in  pieces; 
watched  the  glass-blowers  who  make 
s^-itchboard  lamps;  saw  an  electric 
welding  machine ;  saw  another  machine 
•R-inding  condensers ;  watched  a  thread- 
rolling  machine  making  screws;  and 
examined  the  dies  that  form  the  metal 
sheath  of  our  lead-covered  cable.  He 
talked  across  the  room  right  through 
the  empty  air  from  one  telephone 
to  another  in  the  wireless  telephone 
exhibit.  He  looked  into  the  oscillo- 
graph and  saw  the  shape  of  the  elec- 
tric wave  that  goes  out  over  the  ■wire 
every  time  he  answers  "hello"  into 
his  telephone.  He  saw  an  automatic 
machine  typewTiting  a  telegraphed 
message  in  the  printing  telegraph 
exhibit. 

Where  the  shop  or  plant  is  smaller, 
I  believe  we  overlook  a  lot  of  good 
bets  by  not  arranging  with  the  foremen 
of  the  assembly  departments  to  bring 
in  small  groups  of  our  people  and  let 
them  see  for  themselves  why  certain 
limits  of  accuracy  and  quality  are  so 


important.  These  inspection  trips  or 
visits  can  be  arranged  by  your  men  and 
I  believe  they  T\ill  repay  you  in  cut- 
ting down  "fool  mistakes." 

There  are  clerical  workers  in  some  of 
our  oflSces  who  have  never  followed 
an  order  from  the  shipping  platform 
through  the  stockroom  and  back  up- 
stairs or  into  the  shop.  Plans  of  this 
sort  pay  returns  out  of  all  proportion 
to  the  amount  of  time  they  take. 

In  many  of  your  organizations  you 
have  employees'  magazines  or  news- 
papers. I  believe  lots  of  our  people 
will  be  glad  of  the  chance  to  read  inter- 
esting articles  about  the  things  they 
are  working  on.  As  foremen,  I  believe 
it  is  part  of  your  job  as  teachers  to  get 
that  sort  of  help  from  your  papers. 
You  can  get  it  if  you  go  after  it. 

To  illustrate,  here  are  two  articles 
from  our  magazine.  One  talks  about 
"The  Parts  of  a  Telephone  Instru- 
ment," the  other  about "  How  the  Com- 
pany Uses  Figures."  These  are  what 
we  call  "  Untechnical  Talks"  and  care  is 
used  in  making  them  short  and  clear. 
Take,  for  example,  the  chart  on  the 
elements  of  costs;  it  shows  all  the  fac- 
tors that  enter.  It  is  well  for  everyone 
concerned  to  know  these  things.  It 
takes  a  lot  of  the  mystery  and  mis- 
understanding out  of  the  game. 

One  of  the  things  we  have  yet  to 
overcome  is  the  tightwading  of  infor- 
mation. But  a  lot  of  progress  has  been 
made.  It  is  not  necessary  any  longer 
for  a  workman  to  steal  the  information 
he  needs  to  do  an  intelligent  job. 

^^^lere  there  are  larger  groups  of 
employees  there  are  frequently  com- 
mon interests  that  warrant  more  formal 
in.struction  such  as  can  be  given  in 
evening  classes.  After  a  good  many 
years  of  experimenting,  our  plans  along 
this  line  at  our  Chicago  Works  are 
pro\'ing  of  interest  to  about  800  of  our 
people,  many  of  them  from  shop  depart- 
ments. 
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This  year  12  courses  are  being  given : 
Electricity  and  Magnetism,  Telephone 
Practice  (Manual),  Telephone  Practice 
(Machine  Switching),  Practical  Math- 
ematics, Manufacturing  Principles, 
Mechanical  Drawing,  English  Gram- 
mar and  Composition,  Typewriting, 
Sewing,  Production  Principles,  Ac- 
counting and  Comptometer. 

The  school  is  not  in  any  way  intended 
to  duplicate  the  evening  class  work  of 
the  public  schools  and  various  tech- 
nical schools.  On  the  contrary,  Haw- 
thorne employees  are  encouraged  in 
every  way  to  take  up  work  outside 
whenever  they  can  get  instruction 
suitable  to  their  needs.  The  works 
classes  merely  aim  to  present  subjects 
which  either  are  not  covered  at  all  by 
outside  schools  or  which  are  not  so 
covered  as  to  adapt  them  to  the  specific 
needs  of  Hawthorne  people.  Our 
course  in  production  principles,  for 
example,  would  not  be  obtainable  any- 
where except  at  Hawthorne,  while  the 
typewriting  course,  although  similar 
to  outside  coiu-ses  on  the  same  subject, 
particularly  emphasizes  Western  Elec- 
tric practices  through  the  use  of  typical 
company  correspondence  as  examples 
and  exercises. 

Another  feature  of  the  classes  is  the 
hour  at  which  they  are  held — 5.45  to 
7.15  o'clock.  This  allows  the  students 
time  to  get  a  quick  lunch  after  quit- 
ting time,  and  yet  brings  the  classes 
early  enough  so  that  the  evening  is 
not  spoiled  for  other  possible  engage- 
ments. 

The  classes  are  under  the  general 
supervision  of  an  employees'  committee 
appointed  by  the  employees'  club. 

This  committee  appoints  the  princi- 
pal who  looks  after  the  enrolment  and 
formation  of  the  classes  and  bears  the 
usual  school  principal's  responsibility 
for  the  successful  conduct  of  the  school. 
The  instructors  are  our  own  people. 

Textbooks  are  not  used  except  for 


supplementary  reading.  Instead,  each 
course  is  outlined  in  lesson  sheets, 
which  are  supplemented  by  the  explana- 
tions of  the  instructor.  I  think  many 
ambitious  employees  are  discouraged 
in  their  voluntary  attempts  to  get  fur- 
ther education  because  what  they  get 
is  not  a  direct  enough  help  to  them  in 
their  present  work. 

One  thing  I  am  convinced  of  and 
that  is  this:  It  is  part  of  our  job  as 
supervisors  to  take  advantage  of  every 
agency  available  to  help  us  on  this  job. 
Many  of  our  companies  have  libraries 
and  there  are  in  every  neighborhood 
libraries  that  can  be  used  by  our  people. 
There  are  just  two  points  I  want  to 
make  here : 

1.  Narrow  down  a  long  list  of  books 
that  would  be  interesting  as  bearing  on 
your  own  department's  work  to  a  half- 
dozen. 

2.  In  those  books,  mark  or  refer  to  the 
parts  or  chapters  which  are  really^helpful 
and  worth  reading. 

Many  people  are  frightened  at  tech- 
nical reference  books  because  they 
think  one  has  to  start  in  at  the  begin- 
ning and  read  through  like  a  novel. 
Help  your  people  to  learn  to  hunt  for 
what  they  want.  Systematic  circula- 
tion of  current  periodicals  and  trade 
papers,  if  done  with  the  needs  and 
interests  of  individuals  in  mind  can  be 
made  very  helpful,  especially  to  super- 
visors. 

The  continuation  school  is  another 
agency  that  is  going  to  be  useful — if 
we  get  together  with  the  school  people 
and  keep  our  knowledge  of  individuals 
before  the  teachers  and  keep  them 
advised  as  to  the  real  needs  of  our 
industries.  Nor  must  we  overlook 
the  big  job  of  instruction  for  better 
citizenship.  We  are  all  concerned  in 
that  problem. 

Correspondence  instruction  is  an- 
other problem  about  which  our  pec- 


THE  FOREMAN  AS  A  TEACHER 


678 


pie  are  coming  to  us  for  advice.  You 
cannot  take  up  a  magazine  these  days 
without  being  hit  between  the  eyes 
with  that  problem.  I  believe  that 
here  is  a  place  where  you  want  to  cau- 
tion your  people  to  go  slow.  There  is 
lots  of  material  for  sale,  much  of  it 
excellent  if  the  employee  really  needs 
it  and  wants  it  badly  enough  to  make 
the  sacrifice  to  get  it. 

Certainly,  employees  under  21  years 
of  age  should  be  encouraged  to  take  up 
their  study-work  in  classes  with  the 
aid  of  an  instructor.  Correspondence 
instruction  is  a  last  resort  for  those  who 
are  forced  by  their  location  or  other 
conditions  to  get  their  instruction 
entirely  out  of  books.  Lots  of  money 
has  been  misspent  on  this  kind  of 
proposition. 

In  a  city  like  Philadelphia  it  will  pay 
to  co-operate  with  your  people  in  tak- 
ing full  advantage  of  the  many  oppor- 
tunities near  their  homes.  You  can 
help  by  having  information  about  such 
opportunities  available  in  your  depart- 
ment or  in  a  central  place  for  your 
company. 

The  problem  here  is  to  keep  in  touch 
with  the  employees'  outside  interests. 
Much  time  maybe  wasted  here  through 
misguided  efforts.  Do  not  let  the  boy 
who  should  be  studying  mathematics 
and  English  take  up  advertising  and 
salesmanship.  Follow  up  the  em- 
ployees' success  and  embody  the  re- 
ports in  their  records.  Important  by- 
products of  this  sort  of  co-operation  are 
increased  loyalty  on  the  part  of  em- 
ployees and  latent  ability  discovered 
for  the  company. 
The  following  are  a  few  fundamentals : 

1.  Much  success  as  teacher  will  depend 
on  the  raw  material  to  be  worked  upon. 
The  importance  of  selection  and  placement. 

2.  Best  teaching  loses  least  time  in 
acquiring  right  working  habits.  Arouse 
interest.  Ask  questions.  Stimulate  think- 
ing- 


S.  Proper  introduction  to  work  and  to 
organization. 

4.  Promote  when  you  can.  Get  the 
reputation  for  developing  your  men. 

5.  Use  every  agency  you  can  to  help. 

6.  Do  not  trust  your  memory  entirely. 
Record  information  about  qualifications 
and  performance. 

7.  Co-operate  witli  your  people  in  solving 
their  personal  problems. 

Any  company's  greatest  asset  is  a 
loyal  and  trained  body  of  men  and 
women.  It  is  our  privilege  and  our 
responsibility  to  safeguard  and  develop 
this  tremendous  investment  in  human 
talents.  Whatever  we  do  that  seems 
good  for  a  company  must  also  meet 
the  test  of  being  good  for  each  one  of 
us  as  individuals.  Out  of  friendly  con- 
tact, helpful  instruction,  frequent  con- 
ference, and  mutual  confidence  will 
grow  real  co-operation  and  useful,  in- 
telligent service  to  our  organizations. 

The  problem  of  today  is  of  greater 
importance  than  ever.  The  problems 
of  management  are  becoming  so  great 
and  so  complex  that  only  by  making 
use  of  the  creative  ability  and  initiative 
of  men  all  along  the  line  can  they  be 
solved  wisely.  Broadly  speaking,  our 
entire  business  must  function  as  a 
training  system.  This  means  that 
executives  must  think  about  their 
people  as  potentialities  for  the  com- 
pany as  a  whole  as  well  as  immediate 
producers  for  their  own  departments. 
As  a  business  grows,  executives  and 
supervisors  are  being  judged  by  the 
number  of  men  they  develop  and 
release  to  positions  of  higher  respon- 
sibility, as  well  as  by  the  longer  estab- 
lished standards  of  eflBciency  of  their 
departments. 

You  will  be  interested  in  a  letter 
which  the  president  of  our  company 
wrote  a  few  days  ago.  It  was  a  letter 
to  Mr.  Fred  Uhrig,  who  was  retiring 
from  active  ser\ice  after  40  years  of 
continuous  service.     After  telling  him 
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that  his  request    to  retire  had  been 
granted,  he  goes  on  to  say: 

You  have  seen  the  company  grow  from  a 
small  localized  business  to  one  of  the  great 
industrial  institutions  of  the  country.  The 
foundations  of  this  achievement  were  char- 
acter, courage,  and  skill.  You  have  been 
one  of  those  who  buUt  steadily  and  contia- 
uously  on  those  foundations.  You  have 
helped  make  the  company  what  it  is. 

I  could  not  let  this  occasion  pass  without 
expressing  to  you  the  company's  apprecia- 
tion of  the  loyal  and  faithful  service  you 
have  given  it  during  all  these  years. 

And  another  thought  is  prompted  by  my 
very  pleasant  personal  association  with  you 
in  past  years  and  the  esteem  in  which  you 
are  held  by  others  as  well  as  myself.  In 
om-  organization  there  are  many  able  young 
men  and  women  to  whose  traiaing  and 
development  you  contributed  much,  not 
because  you  thought  you  were  paid  to  do  it, 
but  because  of  a  fine  spirit  of  friendliness 
which  has  prompted  you  at  every  oppor- 
tunity to  extend  a  helpful  hand  to  the  em- 
ployees who  have  worked  under  you. 


For  this  and  for  many  other  good  reasons 
you  have  made  these  men  and  women — and 
a  lot  of  the  rest  of  us  as  weU — your  life- 
long friends,  and  I  should  like  you  always 
to  feel  that  a  warm  greeting  awaits  you 
wherever  our  organization  is  located. 

The  point  I  wish  to  make  is  simply 
this:  The  fact  that  this  man  had 
helped  in  the  training  and  development 
of  the  men  and  women  who  worked 
mider  him  is  fully  recognized  by  the 
president  of  his  company. 

It  is  only  as  we  recognize  the  train- 
ing and  development  of  men  as  a  defi- 
nite part  of  our  jobs  that  progress  mil 
be  made  and  our  success  is  going  to  be 
judged  in  part  on  this  service.  Much 
of  the  real  satisfaction  we  get  out  of 
life  after  all  is  through  helping  others. 

As  foremen,  as  coaches,  and  as  leaders 
of  men,  it  is  our  responsibility  to  help 
our  men  and  women  get  a  vision  of 
their  share  in  the  constructive  service 
of  industrj'  today. 


COMMERCIAL  LETTERS  OF  CREDIT  AS 
TRADE   WEAPONS 

BY    WILBERT    WARD* 


IN  every  sale  of  goods  on  credit 
between  parties  at  a  distance  from 
each  other,  the  seller  has  two  problems 
to  consider.  He  must  first  determine 
whether  he  has  sufficient  capital  or 
credit  to  tie  up  in  the  goods  during  the 
time  they  are  in  transit  and  during  the 
further  period  in  which  they  are  being 
converted  into  cash  by  the  buyer. 
He  must  decide  in  the  second  place 
whether  the  credit  risk  is  good  enough 
to  justify  him  in  relinquishing  control 
of  the  merchandise  in  return  for  a 
mere  promise  of  payment  in  the 
future. 

If  the  answer  to  either  of  these 
questions  is  in  the  negative,  the  seller 
will  decline  to  extend  credit  directly  to 
the  buyer  and  must,  if  he  is  to  do 
business,  make  some  acceptable  counter 
proposal.  A  great  deal  of  our  war- 
time export  business  presented  exactly 
this  situation  to  our  merchants.  To 
meet  it  they  frequently  chose  to  re- 
quest foreign  buyers  to  make  available 
to  them  written  instruments  issued  by 
or  on  behalf  of  the  buyers'  banks 
authorizing  the  sellers  to  draw  on 
certain  terms,  and  stipulating  in  legal 
form  that  all  such  drafts  would  be 
honored.  An  instrument  by  which  a 
bank  gives  formal  evidence  of  its  will- 
ingness to  undertake  such  an  operation 
for  one  of  its  customers  is  what  has 
come  to  be  known  as  a  "commercial 
letter  of  credit." 

The  question  that  now  arises  is 
whether  this  method  of  financing  was 
simply   a   war-time   expedient    which 

*  Chairman  of  the  Committee  on  Commercial  Letters 
o(  Credit  of  the  American  Acceptance  Council;  Assist- 
ant Caahier,  National  City  Bank,  New  York  City. 


should  be  abandoned  with  the  advent 
of  peace  or  whether  it  has  advantages 
which  make  it,  even  in  normal  times, 
a  superior  method  of  financing  foreign 
trade. 

During  the  war  period  when  credit 
expansion  was  the  order  of  the  day, 
the  number  of  export  merchants  and 
commission  houses  operating  in  New 
York  enlarged  in  proportion  to  the  in- 
creased volume  of  business.  In  that 
time  of  constantly  rising  merchandise, 
values,  and  easy  money,  it  was  not 
difficult  for  these  houses  to  secure 
commercial  letters  of  credit  from 
foreign  buyers  and  to  obtain  enough 
domestic  credit  from  local  suppliers  to 
bridge  the  gap  until  shipment  was 
made. 

During  the  present  period  of  credit 
contraction,  these  houses  have  found 
both  these  tasks  increasingly  difficult. 
The  domestic  seller  now  requires  cash 
against  railroad  bill  of  lading,  dock  or 
warehouse  receipt.  The  foreign  buyer 
feels  that  he  is  now  trading  in  a  buyer's 
market  and  is  entitled  to  ask  the  ex- 
port merchant  to  draw  on  him.  As 
the  gap  has  widened,  export  merchants 
and  export  commission  houses  have 
fallen  through  to  oblivion.  If  this 
situation  continues  only  houses  with 
ample  capital  and  liberal  bank  credit 
can  survive. 

Some  deflation  of  our  export  machin- 
ery was  inevitable  and  advisable. 
There  was  a  salutary  effect  to  be  de- 
rived from  the  elimination  of  incompe- 
tent and  dishonorable  merchants. 
That  accomplished,  there  is  left  a  body 
of  skilful  and  reliable  foreign  traders 
whose   continued    application    to   the 
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problem  of  exporting  our  surplus  prod- 
ucts is  a  national  necessity.  Their 
aid  is  needed,  not  as  clerks  or  even  as 
officials  in  large  export  houses,  but  as 
they  are  at  present — independent  mer- 
chants with  the  initiative,  versatility, 
and  adaptability  that  come  with  small 
owner-managed  concerns.  If  it  is 
possible  to  do  so — and  it  is — this  dis- 
tributing power  must  be  maintained 
for  the  beneficial  contribution  it  can 
make  to  the  problem  of  marketing  the 
last  20  per  cent  of  our  national  pro- 
duction,   which    is    the    profit-maker. 

It  is  a  fair  question  to  ask  whether 
the  richest  and  most  powerful  nation 
on  earth  should  add  to  the  difficulties  of 
our  prospective  customers,  already  al- 
most overwhelmed  by  the  exchange 
situation,  by  forcing  them  to  continue 
to  bear  the  burden  of  supplying  bank 
security.  Can  we  afford  to  require 
them  to  establish  commercial  letters  of 
credit  to  save  our  small  exporters  from 
extinction?  The  answer  is  not  the  one 
that  at  first  glance  would  appear  ob- 
vious. The  extension  of  the  use  of 
commercial  credits,  far  from  handi- 
capping our  foreign  trade,  will  be  found 
to  put  it  on  a  more  solid  basis  than  can 
be  attained  in  any  other  fashion. 
It  is  in  fact  only  in  this  way  that  it  can 
hope  to  retain  its  vitality  through  the 
period  now  facing  it. 

No  matter  how  overburdened  with 
goods  our  shelves  may  be,  no  matter 
though  the  deluge  of  inflowing  gold 
glutting  our  vaults  and  our  banks  cry 
out  for  business  to  finance,  we  cannot 
escape  disaster  unless  the  credit  we  ex- 
tend om-  foreign  customers  is  on  a  fun- 
damentally sound  basis.  Plan  after 
plan  has  been  devised  to  aid  oiu" 
export  trade,  by  the  extension  of 
governmental  aid  and  the  creation  of 
new  types  of  banking  institutions,  but 
they  have  all  been  sterile  of  results  be- 
cause they  cannot  escape  the  fimda- 
mental  proposition  that  what  we  need 


is  not  increased  banking  facilities,  but 
better  banking  risks.  If  the  commer- 
cial credit  plan  is  calculated  to  secure 
the  risk  in  better  fashion  than  is  possible 
under  any  other  plan;  if  it  can  be  used 
in  such  a  fashion  that  the  actual 
financing  will  be  done  by  American 
banks  and  the  funds  required  for  the 
transaction  be  obtained  from  the 
American  discount  market;  and  if  all 
this  can  be  accomplished  at  a  cost 
which  is  in  the  final  analysis  less  than 
any  other  method;  then  it  is  not  simply 
a  fair  policy  but  the  only  sound  policy 
to  adopt. 

Modern  business  has  never  seen  an 
era  in  which  it  has  been  so  difficult  to 
gauge  a  credit  risk.  The  whole  world 
is  in  a  political  and  economic  condition 
so  abnormal  that  ordinary  signs  and 
precedents  have  lost  their  virtue. 
The  movement  of  events  is  too  rapid 
to  afford  adequate  protection  to  one 
who  is  not  in  intimate  contact  with  the 
local  conditions  surrounding  a  debtor. 
Even  in  normal  times  the  source  to 
which  a  merchant  should  naturally 
turn  for  credit  is  his  local  banker. 
His  banker  not  only  can  judge  the 
safety  of  the  individual  risk  but,  with 
his  institution  being  the  reservoir  of 
the  liquid  funds  of  the  community, 
can  sense  the  credit  situation  in  its 
larger  aspects.  Certainly  then,  when 
American  merchants  turn  to  the 
foreign  field  under  conditions  which 
accentuate  the  credit  risk,  there  is  no 
other  way  in  which  they  can  obtain  the 
protection  which  is  afforded  through 
its   evaluation   by  the   buyer's   bank. 

In  both  domestic  and  foreign  trade, 
any  method  of  financing  which  places 
on  the  seller  the  burden  of  furnishing 
the  capital  or  credit  to  carry  merchan- 
dise during  the  period  of  transit,  and 
particularly  during  the  period  required 
to  liquidate  it  after  arrival,  is  in- 
herently weak.  Credit  may  be  over- 
expanded,  though  the  sellers  are  amply 


COMMERCIAL  LETTERS  OF  CREDIT 


577 


good  for  the  credit  given  them.  It  is 
the  ability  of  the  buyer  to  liquidate 
his  purchase  which  supplies  the  pre- 
ventative against  overexpansion.  If 
the  seller  draws  on  the  buyer,  and 
then  discounts  the  draft,  the  buyer 
can  accept  the  draft  upon  presentation, 
but  postpone  until  maturity  considera- 
tion of  how  he  is  to  pay  it.  If,  however, 
at  the  time  he  places  his  order,  he  is 
required  to  see  his  bank,  and  make  his 
arrangement  for  the  ultimate  liquida- 
tion of  the  draft,  he  will  be  forced  to 
consider  his  transaction  from  its  finan- 
cial aspect  from  the  outset.  He  will 
also  have  the  benefit,  at  that  time,  of 
the  vision  of  his  banker,  who  might 
suggest  factors  which  had  not  hitherto 
entered  into  his  calculation.  Recent 
American  experience  with  the  trade 
acceptance  has  demonstrated  its  in- 
effectiveness as  a  safeguard  against 
inflation;  the  commercial  letter  of 
credit  appears  calculated  to  supply  the 
corrective. 

Mr.  T.  P.  Alder,  Treasurer  of  The 
United  Products  Company,  has  given 
convincing  testimony  on  this  point. 
He  says : 

In  October,  1919,  at  Atlantic  City, 
during  the  International  meeting  called  by 
the  Chamber  of  Commerce  of  the  United 
States,  the  President  of  a  large  financial 
institution  of  New  York  City  made  a 
statement  to  the  effect  that  the  American 
exporter  was  entitled  to  be  paid  cash  upon 
delivery  of  his  shipping  documents  to  the 
banker  and  that  such  payment  should  be 
without  recourse  to  the  exporter,  and  that 
American  foreign  trade  could  not  be  main- 
tained or  increased  if  the  bankers  insisted 
that  recourse  to  the  exporter  continued 
until  all  the  bankers  participating  in  the 
financing  of  the  transaction  were  paid. 

Had  this  policy  been  followed  it  is 
quite  likely  that  American  foreign 
trade  would  now  be  in  a  very  much 
more  satisfactory  position  both  from 
a    banking    and    from    a    commercial 


point  of  view.  It  might,  in  fact  it  un- 
doubtedly would,  have  curtailed  orders 
to  some  extent  during  the  recent  book 
period,  but  both  the  American  banks 
and  the  American  exporters  would  not 
have  been  in  the  condition  of  carrying 
unpaid  accounts  and  unliquidated 
merchandise  abroad,  as  has  been  the 
case  during  the  past  year.  This  un- 
satisfactory condition  is  largely  due  to 
the  lack  of  proper  or  adequate  financ- 
ing by  the  foreign  buyer  at  the  time 
the  orders  were  placed.  Had  the 
foreign  buyer  been  required  to  arrange 
with  his  bank  for  the  necessary  financ- 
ing at  the  time  the  orders  were  placed, 
excessive  purchases  would  have  been 
curtailed  and  the  losses  to  American 
exporters  and  banks  would  have  been 
very  much  reduced,  and  the  general 
result  would  be  that  American  foreign 
trade  would  be  in  a  prosperous  finan- 
cial position,  ready  to  take  full  advan- 
tage of  renewed  foreign  buying. 

The  American  exporter  cannot  evade 
his  responsibility  for  the  present  situ- 
ation, for  many  ordcs  were  accepted 
without  due  regard  to  the  necessity  of 
financing  by  the  buyer,  and  many  of  the 
recent  losses  have  been  the  result  of 
such  failure  to  properly  investigate  the 
actual  situation  and  take  the  necessary 
protective  measures. 

In  the  same  way  as  the  local  banker 
can  sense  the  local  credit  situation  as  a 
whole  and  thus  parcel  out  accommoda- 
tion to  local  merchants  according  to 
their  merit,  so  our  international  banks 
can  estimate  the  amount  of  credit  that 
the  local  banks  of  any  one  foreign 
country  are  entitled  to  command  from 
us.  It  is  exceptional  for  the  large 
American  banks  to  extend  credit 
directly  to  foreign  merchants  or  manu- 
facturers. Even  where  a  direct  re- 
lationship is  established  it  is  usually 
under  the  guaranty  of  the  foreign 
customer's  local  bank.  On  the  other 
hand,  it  is  the  practice  of  our  inter- 
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national  bankers,  as  of  such  bankers 
everywhere,  to  offer  credit  to  de- 
serving foreign  banks.  Our  bankers, 
through  their  credit  departments, 
keep  in  touch  with  each  other's  com- 
mitments of  this  character.  In  this 
way  the  volume  of  American  bank 
credit  which  is  made  available  for  the 
bankers  of  any  foreign  country  and 
through  them  to  its  merchants,  ex- 
pands under  the  stress  of  competition 
and  contracts  when  its  total  exceeds 
the  margin  of  prudence.  Our  inter- 
national banks,  tlu"ough  their  branches 
and  affiliations,  are  sensitive  to  changes 
in  foreign  financial  barometers  long 
before  our  merchants  can  see  the  clouds 
overhead.  They  can  tell  equally  well 
when  the  storm  has  passed  before  the 
evidence  of  clearing  skies  has  reached 
our  merchants.  It  is  difficult  to  con- 
ceive a  way  in  which  the  amount  of 
our  short-time  credit  to  which  any 
foreign  country  may  be  entitled  can  be 
so  safely  controlled  as  by  rationing  it 
to  its  merchants  through  its  bankers. 

Recently  a  Kansas  flour  mill  re- 
ceived simultaneously  tentative  orders 
from  a  Scandinavian  and  a  Central 
European  market.  The  Scandinavian 
merchant  offered  to  arrange  in  re- 
imbursement for  his  purchase  an 
acceptance  credit  through  his  own 
bank  and  its  correspondent  bank  in 
America.  The  central  European  mer- 
chant stated  that  the  cost  of  obtaining 
a  bankers'  credit  was  prohibitive  and 
that  he  could  not  do  business  unless  the 
seller  were  content  to  draw  on  him  at 
sight.  There  could  be  no  better  illus- 
tration of  the  practical  operation  of 
the  factors  which  have  been  outlined 
in  this  article  than  is  afforded  by  this 
example.  It  is  everywhere  recognized 
that  the  political  and  economic  con- 
dition of  Scandinavia,  and  of  her  banks 
and  merchants,  is  more  stable  than 
that  of  Central  Europe.  The  result 
b  that  Scandinavian  bankers  are  en- 


abled to  obtain  from  American  banks 
and  to  offer  to  our  prospective  Scandi- 
navian customers,  sufficient  banking 
credit  to  enable  them  to  furnish  com- 
mercial letters  of  credit  to  American 
merchants.  On  the  other  hand,  the 
amount  of  credit  which  American 
banks  are  willing  to  give  to  Central 
European  banks  under  present  con- 
ditions is  of  necessity  limited.  Un- 
doubtedly the  Central  European  banks, 
in  rationing  the  small  stock  of  credit  at 
their  disposal,  charge  their  customers  a 
larger  commission  than  would  be  usual 
in  normal  times,  but  it  is  more  than 
likely  that  the  small  Central  European 
importer  is  deterred  from  offering 
credits,  not  because  of  the  cost,  but 
because  the  Central  European  bank  is 
unwilling,  under  present  conditions,  to 
give  him  part  of  its  slender  stock  of 
credit  at  any  price. 

The  American  merchant  who,  in  the 
com"se  of  negotiation  with  prospective 
foreign  customers  at  the  present  time, 
is  met  with  the  plea  that  the  buyer  is 
unwilling  to  establish  a  commercial 
credit  in  favor  of  the  seller,  should 
scrutinize  with  the  greatest  care  the 
reasons  advanced  for  the  refusal.  In 
almost  every  case  it  will  be  found  that 
the  refusal  results  from  the  inability  of 
the  buyer  to  obtain  the  requisite  credit 
from  his  local  bank,  or  from  the  in- 
ability of  the  local  bank  to  command 
credit  from  American  banks.  The 
result  is  that  our  American  merchant 
is  being  invited  to  undergo  a  credit 
risk  that  banks  which  are  in  a  better 
position  than  he  to  appraise  it,  have 
declined.  It  may  be  that  by  de- 
clining to  do  business  except  on  com- 
mercial credit  terms  our  merchants 
will  lose  business,  but  the  business  they 
lose  will,  for  the  most  part,  be  of  the 
sort  that  it  is  better  for  them  not  to 
undertake. 

When  our  merchants  are  asked  to 
draw   directly    on   foreign   buyers   at 
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sight,  cash  against  documents,  there  is 
always  present  the  risk  of  ha\'ing  deal- 
ings ■^\-ith  a  rascally  buyer  who  will  re- 
fuse to  pay  the  draft  on  presentation 
in  the  expectation  that  the  seller  will 
offer  a  rebate  rather  than  seek  a  mar- 
ket elsewhere.  In  these  times  of 
A-iolent  and  sudden  fluctuations  of 
values  and  exchanges  the  interval  be- 
tween dispatch  and  arrival  may  render 
the  transaction  so  unprofitable  that  a 
buyer  who  would  resist  this  temptation 
may,  in  desperation,  decide  to  risk  the 
moral  and  legal  consequences  of  re- 
jection rather  than  assume  the  ruinous 
obligation  of  paj-ment.  ^^lien  short- 
term  credits,  involving  the  surrender 
of  the  merchandise  to  the  buyer, 
are  required,  the  risk  is  largely  accentu- 
ated. Obviously  only  a  local  banker 
who  can  watch  the  buyer  during  the 
interval  between  his  receipt  of  the 
goods  and  payment,  has  an  adequate 
opportunity  to  scrutinize  and  safe- 
guard such  accommodation.  There  is 
an  obvious  advantage,  then,  in  passing 
short-term  credits  through  the  medium 
of  the  buyer's  local  bank,  if  the  local 
bank's  correspondent  in  the  United 
States  can  handle  short-term  credits 
in  sufficient  volume. 

It  must  not  be  forgotten  in  this 
connection  that  the  burden  of  furnish- 
ing the  funds  for  short-term  credits  falls 
ultimately  on  the  banks  in  any  event. 
If  the  seller  draws  directly  on  the 
buyer,  the  seller  expects  his  bank  to 
discount  the  draft.  If  a  commercial 
credit  is  employed  the  only  difference 
is  that  while,  in  the  first  case  the  bank 
has  extended  credit  to  its  domestic  cus- 
tomer, in  the  latter,  it  has  extended  it 
to  the  foreign  bank.  The  drain  on  its 
funds  is  identical  in  either  case. 

Banks  are  simply  the  reservoirs  of 
the  floating  liquid  wealth  of  the  com- 
munity. The  extent  to  which  they 
have  funds  of  their  own  to  lend  depends, 
then,  upon  the  volume  of  trade  which 


is  building  up  the  bank  deposits  which 
give  the  banks  their  lending  power. 
In  an  era  of  falling  prices  these  deposits 
decrease  and  the  lending  power  of  the 
banks  diminishes  accordingly.  If  there 
were  no  way  in  which  our  banks  could 
finance  foreign  trade  except  to  lend 
their  funds,  the  volume  of  foreign 
trade  would  of  necessity  have  to 
shrink  with  the  contraction  of  the  lend- 
ing power.  The  Federal  Reserve  Act 
has  adequately  safeguarded  our  foreign 
trade  against  such  a  situation  by  per- 
mitting national  banks  to  lend,  not 
cash,  but  credit;  by  accepting  drafts 
dra^Ti  against  them,  haAnng  not  more 
than  six  months  sight  to  run,  which 
grow  out  of  transactions  involving  the 
importation  or  exportation  of  goods. 

Member  banks  may,  with  the  ap- 
proval of  the  federal  reserve  board, 
accept  such  bills  up  to  100  per  cent  of 
their  paid-up  and  unimpaired  capital 
stock  and  surplus.  Under  the  regu- 
lations at  present  in  force,  federal 
reserve  banks  may  rediscount  any 
such  bill  having  a  maturity  at  time  of 
discount  of  not  more  than  three  months, 
exclusive  of  days  of  grace,  which  has 
been  dra-mi  under  a  credit  opened  for 
the  purpose  of  conducting  or  settling 
accounts,  resulting  from  a  transaction 
or  transactions  involving  the  shipment 
of  goods  between  the  United  States  and 
any  foreign  countrj',  or  between  the 
United  States  and  any  of  its  depend- 
encies or  insular  possessions,  or  be- 
tween foreign  countries.  The  board 
has  further  ruled  that  six-months 
bankers'  acceptances  issued  in  import 
and  export  transactions  are  eligible  for 
open  market  purchases  by  federal  re- 
serve banks. 

National  banks  may  properly  enter 
into  agreements  for  the  financing  of 
transactions  of  this  character,  by  which 
they  obligate  themselves  to  accept 
drafts  which,  in  the  aggregate,  extend 
over  a  period  longer  than  six  months. 
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The  period  covered  by  such  an  agree- 
ment and  of  any  acceptance  made  in 
connection  with  it  must  not  exceed  the 
usual  or  customary  period  of  credit 
required  to  finance  the  underlying 
transaction,  or  the  period  reasonably 
necessary  to  finance  it. 

The  most  common  objection  inter- 
posed by  a  foreign  buyer  to  a  seller's 
request  for  a  commercial  letter  of 
credit  is  its  cost.  In  answering  this 
objection  the  seller  does  not  necessarily 
have  to  choose  between  declining  the 
business  or  choosing  to  take  the  risk  of 
drawing  on  the  buyer.  He  can  regard 
the  cost  of  obtaining  a  credit  as  an  in- 
surance premium  and  agree  to  assume 
it  himself.  On  a  basis  of  comparative 
costs  this  plan  provides  cheaper  and 
more  comprehensive  insm-ance  than  is 
furnished  by  any  other  plan  which  has 
been  suggested.  While  local  custom 
and  the  safety  of  the  individual  risk 
are  the  deciding  factors  determining 
the  charge  which  the  opening  bank 
exacts  from  the  accredited  buyer  for 
its  own  commission,  it  is  usually 
aroimd  J^  of  1  per  cent  for  sight 
credits.  The  basic  international  rate 
charged  by  correspondents  for  effecting 
documentary  payments  is  3^  of  1  per 
cent,  and  this  rate  is  shaded  where 
there  is  any  considerable  volume  of 
business.  For  confirming  credits  it  has 
been  customary  abroad  to  double  the 
commission,  and  that  practice  is  in 
course  of  adoption  here.  By  combin- 
ing these  three  charges,  therefore,  the 
total  cost  of  a  confirmed  sight  credit 
would  be  approximately  ^  per  cent. 

Unfortunately  there  is  no  basis  on 
which  to  compare  this  cost  with  the 
cost  of  insuring  the  credit  risk  in  the 
normal  fashion,  because  there  are  no 
companies  which  make  a  general 
business  of  undertaking  this  class  of 
risk.  The  British  Government  at- 
tempted in  1920  to  insure  the  credits  of 
its  merchants  who  were  dealing  with 


the  weaker  nations  of  Central  Eiu'ope, 
by  subsidizing  a  company  which  had, 
however,  to  place  such  restrictive  con- 
ditions upon  the  risks  that  the  plan 
proved  abortive. 

During  the  past  year  a  solution  has 
been  attempted  by  some  middle- 
western  American  merchants  by  the 
formation  of  a  co-operative  insurance 
company.  This  company  plans,  how- 
ever, to  insure  simply  the  risk  of  the 
buyer's  insolvency,  and  that  only  in  the 
case  of  buyers  in  the  zones  covered  by 
its  service,  who  had  been  investigated 
and  found  to  be  financially  responsible. 
It  does  not  plan  to  insure  the  risk  of 
rejection  which  customarily  causes 
more  trouble  and  loss  than  insolvency. 
It  is  not  yet  possible  to  ascertain 
the  cost  of  this  insurance,  as  it  is 
planned  that  the  initial  premium  is  to 
be  determined  by  the  normal  average 
exports  and  is  to  be  adjusted  at  the  end 
or  during  the  coiirse  of  the  year  to  the 
actual  transactions  covered.  This 
plan  is  open,  therefore,  to  the  ob- 
jection that  it  covers  only  a  small 
portion  of  the  risk  and  that  only  in 
connection  with  certain  approved 
names,  and  that  it  is  impossible  to  cal- 
culate its  cost  at  the  time  of  the  sale. 

It  is  entirely  safe  to  say  that  the 
cost  of  this  or  any  other  insurance 
plan  cannot  be  brought  below  that  of 
the  commission  charged  for  establish- 
ing bankers'  credits,  because  the  banks 
need  set  up  no  new  machinery  to 
undertake  the  operation  but  can  absorb 
the  operation  in  their  regular  daily 
routine.  The  commercial  letter  of 
credit,  therefore,  furnishes  compre- 
hensive insurance  through  existing 
agencies  at  a  minimum  cost,  and  affords 
just  the  sort  of  protection  that  both 
British  and  American  merchants  have 
found  indispensable  imder  existing 
conditions.  This  protection  is  worth 
pajnng  for,  and  American  houses  can 
better  afford  to  pay  it  themselves  than 
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to  take  the  risk  that  otherwise  exists. 

The  O.  and  W.  Thum  Company  of 
Grand  Rapids,  Michigan,  makers  of 
Tanglefoot  fly-paper,  in  1915  reached 
an  understanding  with  practically  all 
of  their  foreign  agents  that  they  would 
supply  commercial  letters  of  credit  on 
New  York  banks,  agreeing  in  turn 
with  their  customers  to  pay  the  bank- 
ers' commission  for  issuing  the  credits. 
This  company  has  also  given  its  agents 
the  alternative  of  opening,  instead  of 
sight  credits,  acceptance  credits  of  30, 
60,  or  90  days  or  even  longer  periods, 
the  rate  of  discount  being  diminished 
accordingly.  It  regards  the  slight  ex- 
pense of  paying  bankers'  commission 
as  more  than  offset  by  the  advantages 
gained. 

It  runs  counter  to  business  ex- 
perience to  expect  that  the  concentra- 
tion of  our  export  business,  in  the 
hands  of  a  comparatively  few  powerful 
houses  which  are  able  to  finance  their 
entire  volume  of  business  on  their  own 
account,  would  lessen  the  eventual  cost 
to  the  rest  of  the  world  of  dealing  with 
us.  These  merchants  would  have  to 
calculate  in  their  cost  the  hazard  of 
accepting  a  mercantile  instead  of  a 
banking  credit  risk.  In  addition  the 
ability  to  finance  foreign  shipments  is 
a  valuable  facility  for  which  foreign 
buyers  would  have  to  pay.  Like  a  tax 
which  is  ostensibly  paid  by  the  importer 
but  which  is  actually  passed  on  to  the 
retailer  and  eventually  to  the  consumer, 
the  cost  of  doing  business  is  reflected 
in  the  price.  There  is  but  one  way  to 
bring  our  quotations  to  the  lowest  com- 
petitive levels  and  that  is  to  bring 
every  element  which  enters  into  the 
quoted  price  into  its  most  economical 
form.  Taking  into  consideration  all 
the  factors  involved,  including  risks, 
there  is  no  form  in  which  our  foreign 
trade  can  be  financed  which  will  lay  so 
light  a  tax  upon  it  as  the  commercial 
letter  of  credit  plan. 


The  history  of  business  is  replete 
with  instances  in  which  economical  and 
convenient  methods  of  doing  business 
had  to  be  waived  in  favor  of  more 
burdensome  ones  as  a  concession  to 
prejudices  of  the  buyers.  Is  it  likely 
that  the  seller's  request  for  a  commer- 
cial letter  of  credit  may  be  regarded  by 
the  buyer  as  a  reflection  on  his  credit 
standing?  As  a  matter  of  fact,  it  is 
quite  the  reverse.  The  buyer  and 
seller,  in  dividing  the  burden  of 
foreign  trade,  must  apportion  to  each 
other  the  tasks  which  each  is  best 
equipped  to  perform.  If  the  seller  is 
not  strong  enough  to  finance  the  ship- 
ment and  the  buyer  is,  then  the  request 
that  the  buyer  should  use  his  credit 
standing  to  finance  a  shipment  by 
furnishing  the  seller  a  commercial 
letter  of  credit  compliments  the  buyer 
by  admitting  his  superior  standing. 
If  the  seller  is  strong  enough  to  finance 
the  shipment  and  still  seeks  the  credit 
it  is  because  he  wants  the  principle  of 
insurance  to  apply  to  his  credit  risk, 
just  as  it  does  to  his  fire  risks  and  his 
marine  risks. 

There  is  no  more  reason  for  the 
buyer  to  resent  the  efforts  of  the 
seller  to  insure  himself  against  unfore- 
seen financial  reverses  than  for  the 
master  of  a  ship  to  resent  the  action  of 
the  cargo  owner  in  seeking  insurance 
against  the  unforeseen  perils  of  the  sea. 
It  is  assumed  that  the  master  has  proj)- 
erly  manned,  equipped,  provisioned, 
and  fitted  out  his  vessel,  and  that  she 
is  seaworthy  and  capable  of  performing 
her  intended  voyage.  So  it  is  also 
assumed  that  the  buyer  is  conducting 
his  business  with  ordinary  prudence 
and  has  surrounded  it  with  the  custom- 
ary safeguards  which  careful  business 
men  employ.  In  either  case,  unless 
these  precautions  are  taken,  no  man  is 
justified  in  entering  into  a  business  re- 
lationship with  him. 

The  best  evidence  that  the  adop- 
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tion  of  the  commercial  letter  of  credit 
method  of  financing  is  not  a  reflection 
on  the  buyer's  credit  standing  is  that 
the  instrument  is  used  in  the  world 
financial  centers  where  merchants  are 
strongest.  No  nation  has  employed 
it  as  extensively  as  the  British,  and  its 
most  persistent  use  in  this  country  has 
been  by  the  strongest  and  best  reputed 
American  merchants  in  financing 
their  importations  of  merchandise  to 
this  country.  There  is  no  occasion  on 
the  part  of  any  merchant  to  feel  that 
the  resort  to  the  commercial  letter  of 
credit  method  of  financing  his  pur- 
chases is  a  reflection  on  his  credit 
standing. 

One  of  the  national  banks  which 
has  taken  a  leading  part  in  our  tran- 
sition from  a  provincial  to  an  inter- 
national banking  viewpoint  said,  in  a 
pamphlet  printed  shortly  after  the 
passage  of  the  Federal  Reserve  Act, 
that  there  was  little  chance  that  this 
country  would  ever  come  into  compe- 
tition with  the  established  inter- 
national bankers  of  London,  Paris, 
and  Berlin.  Yet  on  April  1,  1920, 
according  to  a  sm-vey  made  by  the 
American  Acceptance  Council,  the 
total  volume  of  American  bank  and 
bankers'  acceptances  outstanding  was 
$799,001,237.41.  At  the  end  of  the 
next  year  this  amount  had  shrunk  to 
$664,092,113.39.  This  shrinkage  was 
in  some  part  accounted  for  by  the  fall 
in  commodity  prices,  which  made  it 
possible  to  finance  a  much  larger  turn- 
over of  goods  with  the  same  or  less 
amount    of    credit.      Unquestionably 


our  acceptance  business  has  suffered 
heavily  in  the  last  year  from  the  handi- 
caps which  have  arisen,  not  from  any 
defect  in  the  principle  of  operation,  but 
from  the  friction  and  disputes  which 
have  resulted  from  the  haphazard  de- 
velopment of  the  commercial  credit 
instruments  out  of  which  most  of  our 
acceptances  arise.  It  is  fair  to  say, 
however,  that  while  the  foreign  finan- 
cial centers  shared  with  us  fully  the 
unpleasant  experiences  of  1920,  it  is 
the  American  banker  and  the  Ameri- 
can merchant  alone  who  have  taken 
effective  steps  to  eliminate  the  possi- 
bility of  their  future  recurrence. 

Mr.  Hartley  Withers,  the  English 
economist,  in  his  book  on  "The  Mean- 
ing of  Money,"  published  in  1909, 
credited  Americans  with  the  cherished 
ambition  to  see  New  York  established 
some  day  as  the  monetary  center  of  the 
universe,  and  with  natural  resources 
and  population  sufficient  to  achieve 
their  wish,  if  they  could  learn  the 
necessary  lessons  and  develop  the 
necessary  character.  "And,"  he  said, 
"an  American  can  learn  anything,  if 
he  thinks  it  worth  while." 

It  took  the  commercial  letter  of 
credit  some  centuries  to  reach  us. 
When  it  arrived,  it  was  a  crude  imple- 
ment on  which  to  place  reliance,  either 
as  shield  or  sword.  W^e  have,  within 
a  decade,  forged  it  into  a  formidable 
weapon,  uniquely  adapted  to  con- 
solidating the  position  which  we  cannot 
fairly  say  we  have  won,  but  rather 
which  fate  has  kindly  put  into  our 
hands. 


PRODUCTION  METHOD  OF  CHARGING  DEPRECIATION 


BY  EARL  A.  SALIERS  * 


DURING  recent  years  production 
in  some  lines  has  been  abnor- 
mally large  while  in  others  it  has  been 
unusually  small;  moreover,  output  has 
in  some  instances  varied  greatly  from 
season  to  season  and  year  to  year. 
This  situation  has  given  rise  to  a  de- 
mand for  a  method  of  charging  depre- 
ciation to  operation  which  will  increase 
the  charge  with  increased  productivity 
and  decrease  it  with  decreased  produc- 
tivity, thus  making  the  depreciation 
cost  per  unit  fairly  uniform  regardless 
of  the  ups  and  downs  of  the  market. 

There  is  much  to  substantiate  such 
a  demand.  Experience  has  demon- 
strated the  need  for  increased  rates  of 
depreciation  when  working  two  or  more 
shifts  per  day,  and  the  Treasury  De- 
partment, for  tax  purposes,  now  recog- 
nizes the  propriety  of  a  depreciation 
charge  made  to  fluctuate  in  harmony 
■with  fluctuations  in  production.  The 
British  Royal  Commission  on  Income 
Tax  granted  application  for  special 
depreciation  rates  in  certain  cases 
where  increase  in  output  was  shown  to 
aflFect  the  producing  instruments. 

At  the  outset  it  must  be  recognized 
that  there  are  certain  difficulties, 
theoretical  as  well  as  practical,  in  the 
application  of  this  plan.  The  depre- 
ciation charge  aims  to  return  the  cost 
of  the  asset  less  salvage,  and  this  can 
be  accomplished  more  easily  when  the 
return  is  secured  by  means  of  some 
mathematically  determined  method 
than  when  it  is  made  to  depend  upon 
the  fluctuations  of  production.  In 
any  event  the  future  length  of  life  of 

•  Assistant  Professor  of  Accounting  in  the  ShefScld 
Scientific  School  of  Yale  University,  New  Haven, 
Connecticut. 


the  asset  in  question  is  more  or  less 
uncertain,  and  when  the  production 
method  is  employed  an  additional  ele- 
ment of  uncertainty  is  introduced. 

Notwithstanding  these  objections 
circumstances  may  be  such  as  to  give 
the  production  method  a  great  appeal 
to  the  business  man;  while  in  some 
forms  of  industry  it  is  the  essentially 
correct  method  to  pursue,  regardless 
of  market  conditions.  It  reduces  some- 
what the  heavy  burden  of  fixed  charges 
during  periods  of  business  depression 
when  managers  are  struggling  to  keep 
afloat,  and  in  so  far  as  depreciation 
expense  is  actually  reduced  as  the  re- 
sult of  reduced  activity  the  production 
method  is  theoretically  correct. 

Some  forms  of  depreciation,  however, 
continue  to  accrue  at  a  rate  which  is 
little  affected  by  production.  Other 
forms  of  depreciation  are  more  or  less 
directly  conditioned  upon  production; 
so  that  it  is  probably  correct  to  say 
that  depreciation  costs  decrease  and 
increase  as  production  decreases  and 
increases,  but  not  in  the  same  ratio. 
In  other  words,  the  percentage  of 
fluctuation  of  true  depreciation  cost 
from  the  normal  is  not  as  great  as  are 
the  fluctuations  of  production  from  the 
normal  or  average  production.^  This 
means  that,  theoretically,  at  least, 
periods  of  subnormal  production 
should  be  burdened  with  a  deprecia- 
tion charge  which  is  smaller  in  total 
but  larger  per  unit  of  output  than  that 
charged  in  j)eriods  of  normal  produc- 
tion, while  the  reverse  would  hold 
true  for  periods  of  excessive  produc- 

'  This  statement  does  not  apply  to  companies  engaged 
in  the  exploitation  of  natural  resources,  such,  for  in- 
stance, as  coal  mining  companies. 
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tion.*  Obsolescence  and  inadequacy 
are  in  no  way  related  to  production 
while  wear  and  tear  is  more  or  less 
directly  a  function  of  it,  according  to 
the  nature  and  use  of  the  asset  in 
question.  Without  entering  into  the 
question  of  the  advisability  of  consid- 
ering obsolescence  as  a  charge  to 
operation,  the  following  is  of  direct 
interest : ' 

Does  not  light  production  warrant  a 
scaling  of  depreciation  ?  Are  manufacturers 
not  justified  in  minimizing  their  losses  by 
adjusting  depreciation  charges  to  the  flow 
of  depreciation?  Fifty  per  cent  production 
does  not  warrant  the  abandonment  of  de- 
preciation charges  or  even  a  50  per  cent  re- 
duction, if  obsolescence  proceeds  irrespec- 
tive of  production,  but  cannot  a  point  be 
determined  somewhere  between  50  per 
cent  and  100  per  cent  of  the  normal  depre- 
ciation aUowance  which  would  correctly 
represent  the  situation  of  semi-normal 
production? 

A.  Lowes  Dickinson  suggests  that 
the  straight-line  method  of  production 
lends  itself  readily  to  a  "sliding  scale 
adjustment  by  which,  as  is  proper,  the 
provision  for  depreciation  may  be 
varied  in  accordance  with  the  amount 
of  business  done."  ^  He  does  not  enter 
into  details,  however,  as  to  the  method 
of  preparing  such  a  sliding  scale. 

The  production  method  is  better 
adapted  to  certain  classes  of  assets  than 
to  others.  Thus  automobile  trucks, 
delivery  wagons,  etc.,  can  be  conven- 
iently depreciated  on  a  per  mile  run 
basis.  One  company  calculates  depre- 
ciation on  Ford  automobiles  used  by 
salesmen  at  2  cents  per  mile.     It  has 

'  When  operations  are  carried  on  under  very  great 
pressure,  as  in  time  of  war,  this  statement  may  not 
apply,  because  repairs  cannot  be  made  and  machinery 
which  is  run  under  great  strain  deteriorates  rapidly. 
In  such  cases  the  ratio  of  depreciation  cost  to  produc- 
tion may  be  greater  than  under  normal  conditions. 

•  "Depreciation:  Its  Treatment  in  Production,"  p. 
10.  Issued  by  the  Chamber  of  Commerce  of  the  United 
States,  Washington,  D.  C. 

*  "Aooounting  Practice  and  Procedure,"  p.  169. 


found  that  for  30  cars  the  depreciation 
has  averaged  1.9  cents  per  mile  per 
car. 

Certain  problems  arise  when  we 
undertake  the  work  of  allocating  de- 
preciation costs  to  output  which  fluc- 
tuates in  a  more  or  less  erratic  fashion 
with  changing  demands.  Thus  there 
are  certain  classes  of  assets  which  do 
not  depreciate  in  harmony  with  the 
amount  of  output ;  in  some  instances  it 
is  conceivable  that  the  rate  of  depre- 
ciation may  vary  inversely  with  the 
output.  Thus  if  we  may  consider  good- 
will as  an  asset  subject  to  depreciation 
it  appears  that  periods  of  declining 
business  indicate  a  more  rapidly  ac- 
cruing depreciation  cost,  and  vice  versa. 
Again,  certain  kinds  of  furnaces  may 
depreciate  less  rapidly  if  kept  heated 
continually  than  if  allowed  to  cool  each 
day. 

Yet  it  remains  fimdamentally  true 
that  the  expense  incurred  by  reason  of 
the  gradual  wearing  out  of  wasting  as- 
sets through  their  use  in  furthering  the 
processes  of  production  is  a  part  of  the 
cost  of  production  and  is  chargeable 
against  the  goods  produced.  Use  of 
physical  assets  in  production  involves 
their  deterioration  and  this  means  that 
ultimately  these  wasting  assets  must 
be  replaced.  Unless  the  proper  amount 
of  depreciation  is  added  to  cost  selling, 
prices  will  not  be  placed  sufliciently 
high  to  provide  for  ultimate  replace- 
ment. However,  the  question  in  which 
we  are  primarily  interested  is  not 
whether  the  product  should  be  charged 
with  depreciation,  for  this  is  now  uni- 
versally regarded  as  the  correct  pro- 
cedure, but  what  rule  should  govern 
the  allocation  of  depreciation  to  output 
over  periods  of  varying  productivity. 
In  this  connection  two  important 
points  require  consideration: 

1.  To  what  extent  does  depreciation  ex- 
pense correspond  in  amount  with  the 
amount  of  output? 
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2.  Is  total  depreciation  expense  incurred 
during  periods  of  subnormal  productivity 
a  cost  of  manufacture,  or  should  such  part 
of  total  depreciation  cost  as  is  proportion- 
ate to  idle  time  be  charged  directly  to 
profit  and  loss?  ^Miat  ought  the  answer  to 
this  question  to  be  if  the  total  amount  of 
depreciation  charged  oflF  is  made  more  or 
less  dependent  upon  the  amount  of  output? 

The  answers  to  these  questions  are 
here  given: 

1.  It  is  e\ndent  that  those  assets  which 
are  employed  directly  in  the  productive 
processes  are  the  ones  which  wiU  be  most 
affected  by  any  changes  in  the  rate  of  out- 
put. These  include  machinery,  systems  of 
power  transportation,  power  plant,  etc. 
Buildings  might  be  affected  if  great  pres- 
sure of  producti\nty  necessitating  two  or 
more  shifts  per  day  exists,  but  it  is  very 
doubtful  whether  the  ordinary  variations 
in  the  amount  of  the  output  have  any  ap- 
preciable effect  on  the  rate  of  depreciation 
of  buildings.  Only  in  case  of  buildings 
which  are  subject  to  the  vibrations  of 
heavy  machinery  would  these  be  a  factor  in 
increasing  materially  the  rate  of  depre- 
ciation. In  general  it  may  be  said  that 
fixed  assets  other  than  those  employed 
directly  in  the  productive  processes  should 
not  be  the  subject  of  depreciation  charges 
based  upon  the  amount  of  the  output.  If, 
however,  the  depreciation  is  considered  as 
a  single  rate  on  the  entire  plant  the  author 
is  of  the  opinion  that  in  no  case,  outside  of 
certain  excepted  industries,  should  this 
rate  be  increased  or  decreased  by  more 
than  25  per  cent  of  the  normal  amount  to 
allow  for  the  effects  of  overtime  and  idle 
time.  Depreciation  is  not  an  inflexible 
fixed  charge,  but  it  is  a  fixed  charge  which 
can  safely  be  diminished  only  within  rather 
narrow  limits,  and  a  business  man  is  merely 
delajTng  the  day  of  settlement  if,  because 
of  slow  business,  he  cuts  down  the  depre- 
ciation charge  proportionately  to  the  dimi- 
nution in  output  in  order  to  present  a 
favorable  income  statement  at  the  end  of 
the  year  or  in  order  to  diminish  the  appar- 
ent cost  of  each  unit  of  output. 

2.  Since  the  depreciation  charge  cannot 
be  reduced  proportionately  to  the  reduction 


in  output,  each  unit  of  output  must  be  bur- 
dened with  a  proportionately  greater  de- 
preciated cost,  or  else  the  excess  above 
what  would  be  charged  against  the  reduced 
output  were  it  charged  with  only  its  normal 
amount  of  depreciation  must  be  charged 
directly  to  profit  and  loss.  Were  the 
amount  charged  to  depreciation  made 
strictly  proportionate  to  output,  then  all 
depreciation  should  be  charged  to  manu- 
facturing. But  we  have  shown  that  with 
decreased  production  the  depreciation  cost 
per  unit  of  output  is  increased,  and  it 
follows  that  costs  per  unit  will  necessarily 
increase  if  the  whole  depreciation  cost  is 
allocated  to  cost  of  manufactured  product. 
Here  one  of  two  possible  theories  of  over- 
head must  be  applied.  One  group  of  ac- 
countants holds  to  the  theory  that  over- 
head, although  a  fairly  constant  charge, 
must  be  spread  over  the  cost  of  output  re- 
gardless of  the  amount  of  output.  Another 
group  maintains  that  only  that  part  of 
overhead  should  be  applied  to  output  in 
times  of  slack  production  as  is  found  by 
multiplying  the  total  overhead  by  a  frac- 
tion whose  numerator  is  the  actual  number 
of  hours  worked  and  whose  denominator 
is  the  normal  number  of  hours,  that  is,  the 
number  that  would  be  worked  were  there 
no  idle  time. 

It  is  the  writer's  opinion  that  costs 
of  manufacture  should  be  standardized 
so  far  as  possible,  and  that  therefore  it 
is  better  to  charge  output  of  slack  pe- 
riods -n-ith  only  its  normal  overhead 
burden,  the  balance  undistributed 
being  carried  direct  to  profit  and  loss. 
\Mien  this  plan  is  pursued  there  is  the 
danger,  of  course,  of  selling  at  prices 
which  will  not  retm-n  operating  costs 
plus  profit,  but  this  disadvantage  is 
outweighed  by  the  advantage  of  hav- 
ing cost  figures  which  are  standard- 
ized and  which  mean  the  same  thing 
regardless  of  the  total  amount  pro- 
duced. 

Companies  engaged  in  the  exploita- 
tion of  natural  resources  find  the  pro- 
duction method  of  writing  oflf  depre- 
ciation especially  applicable  to  their 
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peculiar  conditions.  Thus  the  National 
Coal  Association  has  approved  the  state- 
ment of  its  committee  on  a  standard 
system  of  accounting  and  analysis  of 
cost  of  production  to  the  effect  that 
every  coal  mine  consists  of  owned  or 
leased  coal  deposits,  plant,  equipment, 
and  development;  that  the  cost  of 
these  factors  differs  in  different  in- 
stances; that  they  all  depreciate  to- 
gether as  the  coal  is  exhausted;  and 
that  when  the  coal  is  exhausted  or  the 
right  to  the  coal  has  elapsed,  the  plant 
and  equipment  have  little  value  and 
the  development  is  lost.  Therefore, 
runs  the  committee's  report : 

By  dividing  the  cost  of  the  mine  by  the 
total  number  of  tons  practically  recover- 
able through  present  shafts  and  openings, 
the  rate  per  ton  necessary  to  redeem  such 
cost  will  be  found. 

In  coal  mining  the  exact  unit  for  the 
measurement  of  work  done  is  the  ton  of 
coal  mined.  It  is  also  the  exact  unit  for 
measuring  depletion  of  mineral,  wear  and 
tear  from  use  of  equipment,  and  exhaustion 
of  development.     .     .     . 

A  coal  mine  being,  as  emphasized,  made 


up  of  several  elements,  all  depreciating  as 
the  coal  is  mined,  such  depreciation  is 
composite,  accruing  at  a  rate  concurrent 
with  the  rate  of  extraction.  The  necessary 
rate  per  ton  being  determined,  the  aggregate 
depreciation  for  any  accounting  period 
should,  of  course,  so  far  as  practical,  be  dis- 
tributed among  the  various  elements  in 
proportion  to  their  respective  costs  or 
value. 

The  doctrine  that  measures  depreciation 
of  coal  mine  plant  and  equipment  in  terms 
of  time  (excepting,  of  course,  some  lease- 
hold propositions)  is  fallacious,  as  tested  by 
the  further  assertion  that  a  completely 
equipped  mine  could  be  maintained  indefi- 
nitely without  depletion  or  wear  and  tear 
if  no  coal  were  mined,  by  minor  repairs. 

This  last  assertion  is  certainly  doubt- 
ful; nevertheless  there  is  much  in  the 
nature  of  the  mining  business  which 
substantiates  the  general  theory  con- 
tended for  in  this  statement.  When 
additions  to  plant  and  equipment  be- 
come necessary  an  additional  deprecia- 
tion rate  should  be  established  based 
on  the  remaining  estimated  quantity  of 
mineral  yet  to  be  extracted. 


INDUSTRIAL  ADMINISTRATION 


BY    D WIGHT   T.   FARNHAM* 


THE  one  thing  that  every  successful 
president  of  a  corporation  knows 
is  that  he  holds  his  job  on  sufferance 
from  a  constituency  just  as  well  defined 
and  just  as  powerful  as  the  constitu- 
ency of  any  United  States  Senator. 
He  knows  that  if  he  continues  to  please 
that  constituency  his  emoluments  and 
his  opportunity  for  service  will  con- 
tinue. He  realizes  that  if  he  fails  to 
satisfy  that  constituency  he  ^\nll  be 
discredited  as  a  successful  business 
man  and  perhaps  ■^vall  be  out  of  a  job. 
Finally  he  knows  that  the  only  thing 
that  will  satisfy  that  constituency, 
which  consists  of  the  stockliolders  who 
elected  him,  is  the  payment  of  dividends 
— large,  frequent,  and  regular,  and  the 
safety  of  the  principal  invested  in  the 
business. 

It  is  unfortunate  that  this  is  so — just 
as  it  is  unfortunate  that  the  human 
race  is  not  ready  for  the  altruistic 
political  state,  but  since  such  is  the 
case,  the  successful  administrator  must 
shape  his  business  policy  upon  that 
fact,  just  as  the  successful  statesman 
must  build  upon  human  nature  as  it 
is — not  upon  human  nature  as  it  should 
be. 

In  England  a  distinction  has  long 
been  made  between  the  administrator 
and  the  executive.  The  administrator 
is  the  man  who  gathers  the  facts  and 
from  a  study  of  them  formulates  the 
business  policy.  The  executive  is  the 
man  who  carries  out  this  policy.  The 
administrator  is  analjlical — he  is  an 
economist,  he  is  in  touch  with  finance 
and  world  affairs.  From  a  study  of 
the  past  and  of  the  present  he  predicts 

♦Vice-President  of  C.  E.  Knoeppel  and  Company, 
Inc.,  New  York  City. 


the  future.  In  a  word,  he  possesses 
"business  experience"  and  "sound 
judgment"  and  upon  his  decision  rests 
the  success  of  the  business. 

On  the  other  hand,  the  executive  is 
the  psychologist — although  nine  times 
out  of  ten  he  would  be  horrified  if  such 
a  term  were  applied  to  him.  His  job 
is  to  carry  out  the  policy  decided  upon 
by  the  administrator.  He  must  per- 
suade the  workmen  to  accept  the  cut 
in  wages.  He  must  stimulate  his 
factory  managers  and  foremen  to  in- 
creased plant  production  or  to  in- 
creased indiAndual  production  in  spite 
of  lack  of  orders,  depending  upon 
whether  the  administrator  decides 
maximum  output  or  minimum  pro- 
duction costs  and  curtailment  of 
expense  are  the  order  of  the  day. 
He  must  stimulate  his  sales  managers 
and  their  salesmen  to  increased  efforts. 
He  must  encourage  here,  persuade 
there,  and  be  stern  somewhere  else. 
He  is  handling  men,  and  every  man 
presents  a  different  human  equation. 
The  successful  executive  must  solve 
each  such  human  equation  and  stimu- 
late the  man  to  do  his  best  whether  it 
be  by  flattery  or  by  a  descent  in  force. 
The  successful  executive  studies  his 
human  material,  applies  the  stimulus 
needed,  and  gets  results. 

In  the  smaller  concerns  one  man 
often  functions  as  both  administrator 
and  as  executive.  In  the  larger  con- 
cerns the  president  or  the  chairman  of 
the  board  is  more  likely  to  be  the 
administrator  and  the  general  manager 
the  executive.  In  the  largest  corpora- 
tions it  is  common  to  find  a  statistical 
department  under  a  comptroller  feeding 
the    administrative    facts    on    to    the 
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president  or  to  the  chairman  of  the 
executive  board. 

The  formulation  of  a  successful 
business  policy  is  an  intricate  matter. 
As  business  is  at  present  organized  the 
administrator  is  very  often  intrusted 
with  a  going  concern  which  that 
super-salesman — ^the  promotor — has 
unloaded  upon  a  trusting  public  in 
search  of  gain.  The  business  may  or 
may  not  live  up  to  the  pictm-e  painted 
by  the  artist  who  has  separated  people 
from  their  savings  in  lieu  of  stock 
certificates.  It  probably  does  not — 
but  it  is  the  duty  of  the  administrator, 
as  nearly  as  possible,  to  attain  the 
ideals  which  exist  in  the  minds  of  the 
51  per  cent  who  invested  their  capital. 

The  first  step  is  a  determination  of 
the  reason  for  existence  of  the  business. 
That  is  what  the  careful  founder  of  a 
small  business  does  before  he  risks  his 
money  in  a  new  enterprise.  He  figures 
out  whether  there  is  likely  to  be  a 
market  for  the  product,  examines 
similar  products  already  in  the  field, 
prices  them,  estimates  the  cost  to 
produce  and  sell,  determines  what 
profit  can  reasonably  be  expected,  and 
decides  whether  or  not  to  risk  his 
savings  of  a  lifetime.  I  wonder  how 
many  men  responsible  for  the  success 
of  large  corporations  intrusted  to  their 
care  have  honestly  asked  themselves 
whether  or  not  the  enterprise  possessed 
a  right  to  exist,  and  have  then  sat 
down  and  tried  to  figure  it  out  on  a 
scientific  basis?  Of  course,  the  con- 
cern born  with  a  golden  spoon  in  its 
mouth  in  the  form  of  a  monopoly  of 
raw  materials  or  of  a  basic  patent  need 
not  concern  itself  with  such  matters  so 
immediately.  But  the  ordinary  cor- 
poration whose  siu-vival  rests  upon 
meeting  the  prices  of  competitors, 
upon  superior  salesmanship,  upon  repu- 
tation for  quality  or  the  like,  must  in 
these  times  face  the  facts  squarely  and 
honestly. 


The  Competitive  Chart  (Figm-e  1) 
which  shows  graphically  the  value  of 
the  product  to  the  ultimate  consumer 
is  the  surest  way  to  determine  a 
company's  raison  d  'etre  and  to  indicate 
the  steps  which  must  be  taken  to 
insure  its  attainment — as  nearly  as 
circumstances  permit — of  the  ideals 
for  which  it  was  created.  This  chart 
begins  by  locating  the  net  prices  to 
ultimate  consumers  of  the  company's 
major  products  in  contrast  vnih  those 
of  competitors.  These  values  are  then 
modified  by  additions  or  subtractions 
representing  the  value  to  the  consumer 
of  the  length  of  service  in  use  of  the 
competing  articles,  the  estimated  capi- 
talized value  of  the  demand  created 
by  advertising,  by  special  discounts  to 
jobbers,  by  appearance  and  style 
value,  by  special  features  and  the  like. 
Much  of  this  value  cannot  be  accu- 
rately determined,  of  course,  but  the 
preparation  of  the  chart  insures  an 
analysis  of  competitors'  products  in 
detail — which  is  likely  to  result  in 
improvement  of  the  product  and  the 
disclosure  in  detail  of  just  what  is 
being  done  to  push  its  sale.  The 
result  is  likely  to  be  anything  from  a 
modified  advertising  sales  or  manu- 
facturing policy  to  a  liquidation  of  the 
business. 

In  case  the  business  is  found  to 
possess  an  adequate  reason  for  exist- 
ence— which  can  only  consist,  in  the 
final  analysis,  of  the  creation  of  some 
sort  of  service  through  which  both 
seller  and  purchaser  profit — the  prep- 
aration of  the  competitive  chart  will 
usually  make  it  possible  to  predict 
with  certainty  just  what  changes  are 
necessary  to  place  the  product  upon  a 
par  with  that  of  competitors  and  what 
such  changes  Tvill  do  to  the  net  profits. 
For  instance,  if  the  final  evaluation 
line  on  the  chart  shows  that  relatively 
customers  secure  the  product  of  a 
dangerous  competitor  for  $3  as  against 
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Figure  1.     Competitive  Chart 


the  company's  own  price  of  $3.50, 
something  must  be  done  to  offset  the 
disadvantage.  If  the  price  is  cut  50 
cents  the  net  profit  per  unit  is  reduced 
correspondingly,  and  it  is  compara- 
tively easy  for  the  administrator  to 
figure  out  what  effect  this  wU  have 
upon  his  total  earnings  by  multiplying 
the  loss  of  profit  per  unit  by  the  num- 
ber of  units  which  he  set  as  a  standard 


to  be  sold  when  the  sales  quota  was 
worked  out.  I  have  known  such 
analytical  charts  to  revolutionize  the 
whole  policy  of  a  company,  to  result  in 
the  resetting  of  quotas  and  a  change  in 
sales  policy,  to  residt  in  a  change  in  the 
sales  organization,  and  even  to  result 
in  the  redesign  of  a  machine.  One 
company  which  has  nearly  a  hundred 
factories  located  throughout  the  world 
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prepares  competitive  charts  showing 
the  cost  to  consumer  of  its  own  and  of 
all  competing  products  upon  the  basis 
described  in  every  market  of  the  world. 
Such  analysis  is  to  the  usual  business 
like  a  general  physical  overhauling  by  a 
physician.  The  patient  may  not  think 
it  necessary  to  dispense  with  an 
ulcerated  tooth,  some  infected  tonsils, 
or  certain  pleasant  but  dangerous 
habits,  which  may  result  in  the  ad- 
dition of  some  20  years  to  his  life. 
Preventive  medicine  is  just  as  much  a 
good  thing  for  industry  as  it  is  for  the 
average  human  being. 

All  this  naturally  leads  to  the  budget 
and  to  the  financial  forecast.  The 
first  rule  of  budgetting  is  that  the 
future  can  best  be  predicted  from  a 
study  of  the  past.  The  first  step  is 
the  preparation  of  an  expenditure  book. 
A  simple  form  which  is  very  widely 
used  is  illustrated  by  the  following 
table. 

The  second  page  of  this  book  con- 
tains a  "break  down"  of  direct  labor 
expenditure,     the    third     of     indirect 


labor  expenditure,  etc. — each  going 
into  just  so  much  detail  as  the  value  of 
the  information  in  question,  as  an 
active  factor  in  the  shaping  of  adminis- 
trative policy,  warranted. 

Once  past  expenditure,  in  relation  to 
units  produced,  has  been  thoroughly 
studied,  and  reasonable  sales  and 
production  standards  set  up  for  six 
months  or  a  year  ahead,  it  is  compara- 
tively easy  to  estimate  the  expenditure 
during  that  time — in  other  words,  to 
establish  the  budget.  An  estimate  of 
prices  which  can  reasonably  be  ex- 
pected to  be  obtained  makes  it  possible 
to  take  the  next  step — the  prediction 
of  profits.  Profits  represent  the  dif- 
ference between  sales  volume  multi- 
plied by  selling  price,  less  sales  expense 
and  cost  to  manufacture,  which  is  in 
turn  made  up  of  the  expense  for  labor, 
material,  and  overhead  thus: 

Profits  =  [(S.  V.XS.  P.)-S.  E.]-C.  M. 
Cost  to  Manufacture  =  i-i-3H-0. 

•  The  dividends  which  can  be  paid 
depend  upon  the  factors  stated  above 


Year 

Month 

Jan. 

Feb. 

Expenditure  for 

Units 
Produced 

5,000  tons 

1919 

10,000 
11,000 
14,000 
13,000 
12,500 

5,000 
6,000 
7,000 
5,000 
5,500 

20,000 
21,000 

1920 

Indirect  Labor 

1921 

1919 

1920 

1921 

Direct  Material 

1919 

1920          . .      . . 
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and  upon  the  previously  assumed 
obligations  of  the  company — interest 
on  notes,  mortgages,  and  the  like 
■which  must  be  met  before  it  is  good 
business  to  distribute  earnings.  Con- 
servatively conducted  companies  set 
up  reserves  during  good  times  to 
insure  the  continuity  of  dividends 
during  the  hard  times,  which  it  is  now 
agreed  occur  in  regular  cycles.  Some 
companies  have  even  set  up  reserves 
to  keep  their  workmen  at  least  par- 
tially employed  during  panic  years. 
Any  administrator  who  has  handed 
out  unusually  large  dividends  dm-ing 
fat  years  and  then  has  had  to  listen  to 
the  inevitable  outcries  of  those  stock- 
holders who  have  had  to  reduce  their 
standard  of  living  when  dividends  were 
passed,  will  have  no  doubt  as  to  the 
wisdom  of  setting  up  reserves  to  insiu'e 
stable  earnings. 

The  financial  forecast  is  the  next 
logical  step  for  the  administrator  who 
desires  to  build  for  the  future.  A 
typical  chart  forecasting  a  company's 
requirements  is  shown  by  Figure  2. 
From  this  it  will  be  observed  that  from 
the  standard  sales  volume  established 
in  setting  the  quota,  from  the  standard 
price,  and  from  the  standard  expendi- 
tures established  by  budgetting,  sea- 
sonal balances  are  predicted  which 
indicate  during  just  what  months  the 
banks  must  carry  the  business,  and 
just  how  fast  such  loans  may  reason- 
ably be  expected  to  be  taken  up.  The 
advantage  of  going  to  a  bank  with  a 
definite  and  reasonable  plan  of  this 
sort  can  hardly  be  overestimated.  In 
times  like  the  present,  it  has  resulted  in 
securing  accommodation  instead  of  in 
bankruptcy. 

Perhaps  the  easiest  way  to  visualize 
these  control  charts  in  relation  to  each 
other  and  in  relation  to  the  physical 
parts  of  the  business  is  to  study  the 
analytical  index  of  them  prepared  for  a 
large  steel  company : 


Analytical   Index    of   Administrativb 
Control  Charts 
(Dotted   lines    on    each    chart    indicate 
standards.     All     charts     monthly     unless 
otherwise  noted.) 

I.  Company  Earnings 

1 .  Total  net  profits  (profits,  expenditures, 

sales) 

2.  Net  profits  by  products  (profits,  ex- 

penditures, sales) 

(a)  Open  hearth      1 

(b)  Blooming  mill   >  One  curve 

(c)  Rolling  mill       J 

(d)  Manufacturing  department,  A 

(e)  "  "  B 

(f)  "  "  C 

(g)  Miscellaneous  profits 

II.  Financial 

1.  Financial  forecast 

2.  Balance  (total  receivables  over  total 

payables) 

3.  Accounts    receivable    (less    than    30, 

30-60, 60-90, 90  da.-6  mo.,  6  mo.  up) 

4.  Inventory     values     (analyzed,     unit 

material    values    contrasted    with 
market  prices) 

5.  Expenditures 

(a)  Direct  labor 

(b)  Indirect    labor    (superintendence, 
maintenance,  etc.) 

(c)  Material  (appears  in  finished  prod- 

uct) 

(d)  Supplies  (all  other  materials) 

(e)  Charges   (insurance,  depreciation, 

and  taxes) 

(f)  Administration  (salaries,  traveling 

expenses,  office,  communication 
expense) 

(g)  Sales    (salesmen's    salaries,    sales- 

men's expense  accounts,  salesmen's 
commissions  and  discounts,  ad- 
vertising, communication  expense) 

(li)  General 

(i)    Total  I 

6.  Weekly  pay-roll  (men  and  dollars) 

III.  Sales 

1 .  Total  sales  in  dollars  (per  cent  admin- 

istration and  sales  expense  to  sales) 

2.  Departmental  sales  in  dollars  versus 

units  sold 

>  For  detailed  analysis  of  eaob  of  these  expenditures 
see  expenditure  book. 
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(a)  Open  hearth 

(b)  Blooming  mill 

(c)  Etc.  (as  per  1-2) 

3.  Territorial  sales  (number  units  sold, 

price  obtained,  sales  expense  in  each 
territory) 

4.  Orders  versus  shipments  (daily) 

.'5.  Competitive     chart      (life,     product, 
advertising,  service) 

IV.  Plant 

1.  Departmental  outputs — actual  versus 

standard  by  units,  (I,  a-f) 

2.  Cost  versus  sales  price,  per  unit  of 

major  products  arranged  by  depart- 
ments 

3.  Unabsorbed    burden — total    and    by 

departments  (this  shows  loss  due  to 
production  less  than  standard) 
i.  Departmental  losses 

(a)  Spoiled  material  in  dollars  and  in 
per  cent  of  output 

(b)  Idle  time  in  dollars  and  per  cent  of 
total  time 

5.  Departmental  and  total plantefficiency 

V.  Labor 

1.  Turnover  (total,  by  departments) 

2.  Labor  control 

(a)  Surplus  of  quits  over  hired 

(b)  Wages  in  district 

(c)  Welfare  analysis 

3.  Departmental  working  force  (weekly) 

The  first  chart  (I-l)  shows  the 
monthly  profits  for  several  years  past 
in  relation  to  expenditures  and  sales  in 
dollars.  From  these  figures  the  future 
is  predicted  and  dotted  in,  in  pencil. 
The  prediction  of  the  future  is  not  as 
complicated  as  it  seems.  It  repre- 
sents, on  a  larger  scale,  what  the  con- 
serv^ative  buyer  of  the  small  business 
figured  out  on  the  back  of  an  envelope 
before  he  invested  his  life's  savings. 
Nearly  every  large  business  around 
Cleveland  is  doing  this  a  year  ahead 
and  it  is  being  done  in  other  sections 
of  the  country.  England  has  been 
budgetting  government  expenditures 
for  years,  and  the  federal  government  is 
being  forced  to  prepare  a  similar  budget. 
There   is   nothing   like   budgetted  ex- 


penditures to  stop  waste  of  money  as 
every  family  knows  that  has  budgetted 
household  expenses.  Conversely,  there 
is  no  greater  spur  to  productive  and 
sales  effort  than  the  realization  that 
you  will  fail  if  you  do  not  get  busy. 

The  next  charts  shown  in  the  ana- 
lytical index  (I-a,  b,  c,  etc.)  show 
the  sources  of  the  past  profits  and 
expenditures,  allow  sales  quotas  ex- 
penditures and  profits  to  be  appor- 
tioned to  departments  or  to  major 
products  as  seems  best. 

The  next  section  (II)  deals  with 
financial  matters.  The  financial  fore- 
cast (1)  has  already  been  described. 
The  balance  chart  (2)  shows  the  excess 
— in  plus  or  minus  figures  extending 
above  and  below  a  zero  line — of  re- 
ceivables over  payables. 

It  would  be  possible  to  go  into  great 
detail  in  analyzing  and  charting  the 
monthly  statement.  Ratio  and  other 
charts  of  great  interest  may  be  worked 
out.  Such  charts,  however,  belong 
properly  in  the  office  of  the  comp- 
troller. It  is  our  purpose  to  place  in 
the  administrative  chart  book  only 
charts  vital  to  the  existence  of  the 
business.  The  administrator  of  a  great 
modern  industry — the  man  who  deter- 
mines its  policy  and  who  paints  for  the 
executives  the  picture  of  the  broad 
general  policy  to  be  followed,  leaving 
the  production  of  action,  and  the  ways 
and  means  of  securing  action  to  them — 
is  far  too  busy  to  be  bothered  with 
details.  In  the  administrative  chart 
book  upon  his  desk  there  should  be 
only  such  charts  as  are  absolutely 
necessary  to  insure  that  his  attention 
ih  called  promptly  to  such  variations 
from  normal  as  vitally  affect  the 
successful  attainment  to  the  fullest 
possible  extent  of  those  ideals  for 
which  the  business  was  created.  The 
detail  charts  should  be  in  the  offices  of 
the  executives.  The  exception  prin- 
ciple should  be  applied  to  administra- 
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tive  control  charts  to  the  fullest 
possible  extent. 

Great  minds  think  simply,  in  large 
units  and  in  straight  lines.  Anyone 
who  has  ever  heard  a  man  of  the  Otto 
Kahn  or  Frank  Vanderlip  tj-pe  speak, 
knows  that  he  expresses  in  a  sentence  a 
basic  fact  which  would  take  an  ordi- 
nary'speaker — a  lover  of  exact  detail  and 
of  IjTical  cadences — all  the  evening  to 
express,  and  then  the  basic  fact  would 
have  been  so  submerged  in  a  flood  of 
words  that  the  audience  would  have 
entirely  missed  the  point.  The  ad- 
ministrative chart  book  must  neither 
waste  the  time  of  the  administrator 
nor  must  it  risk  obscuring  the  simple 
and  x-ital  fact  in  a  mass  of  detail  for  the 
sake  of  exactness  in  minor  matters. 

The  important  fact  to  the  small 
clerk  as  he  goes  over  his  personal  check 
stubs  and  his  unpaid  bills  each  month 
is  whether  or  not  what  he  owes  is 
equal  to  what  is  owed  him.  Similarly 
a  great  industry — since  the  great  in- 
dustry is  merel}'  the  multiplication  of 
the  indi%'idual — should  know  how  it 
stands.  To  that  end  we  have  in- 
serted the  balance  chart  indicated,  as 
one  easily  and  quickly  prepared,  and  as 
indicative  of  a  corporation's  position 
as  regards  quickly  liquable  assets  as 
against  rapidly  maturing  obligations. 
Once  the  balance  line  starts  downward, 
then  is  the  time  for  the  administrator 
to  call  upon  the  comptroller  or  to  turn 
to  his  statements  for  full  information. 
Administrative  charts  are  not  in- 
tended to  tell  the  whole  story.  They 
are  intended  to  serve  merely  as  a 
burglar  alarm  to  indicate  danger  at 
once,  and  so  simply  and  insistently, 
that  facts  cannot  escape  the  attention 
of  the  administrator  who  is  responsible 
to  the  stockliolders  for  the  main- 
tenance of  a  successful  policy. 

The  accounts  receivable  chart  (3) 
has  to  do  A^nth  collections.  It  is  made 
up  from  a  sheet  that  lists  individually 


all  firms  whose  accounts  have  run  for 
more  than  30  days.  This  sheet  is 
corrected  monthly  and  with  very 
little  clerical  work  makes  it  possible  to 
ascertain  the  delinquents  and  to  follow 
them  up  systematically. 

The  next  group  of  charts  (4)  shows 
the  inventory  values,  the  total  amount 
of  money  tied  up,  the  amount  tied  up 
in  each  class  of  goods,  the  value 
placed  upon  each  such  unit  in  pricing 
inventories,  and  the  market  value  of 
each  such  unit  being  shown. 

Such  a  chart  would  have  prevented 
distress  in  many  a  business  diu-ing  1920 
when  habits  of  lavish  purchase — 
whenever  it  was  possible  to  secure  the 
goods — formed  diu-ing  a  long  period  of 
war-time  shortage,  resulted  in  most 
firms  being  caught  with  much  bigger 
stocks  than  they  had  any  right  to  have 
with  rapidly  sinking  values.  I  could 
cite  case  after  case  where  a  stock  of 
supplies  suflBcient  for  5,  10,  20  and  even 
30  years'  normal  production  were 
foimd  when  the  crash  came.  Also  such 
charts  encourage  the  separation  of 
speculative  buj-ing  from  the  business 
of  manufacture  and  merchandising — 
a  step  essential  to  the  long  life  and 
continued  prosperity'  of  industry. 

The  expenditure  charts  (5)  show  just 
how  much  is  going  out  each  month  and 
where  it  is  spent.  Their  sum  equals 
the  figure  sho^^-n  in  chart  I-l.  The 
detail  shown  at  the  right  is  not  charted 
but  is  secured  when  necessarj'  from  the 
expenditure  book.  The  weekly  pay 
roll  (5)  is  inserted  to  furnish  a  rough 
check  weekly  on  the  expenditure  for 
personal  service. 

The  third  section — Sales  (III) — gives 
the  total  sales  in  dollars  and  the  per- 
centage of  administrative  (See  II-5- 
g)  and  sales  expense  to  sales.  This 
is  valuable  both  for  the  information  it 
contains  and  as  a  spur  to  increased 
sales  or  to  curtailment  of  sales  expense 
and  overhead.     (See  Figure  S.) 
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Monthly  and  Cumulative,  Are  Indicated  bt  the  Dotted  Line) 


The  next  .series  of  charts  (2)  shows 
the  departmental  sales  in  contrast 
with  the  units  sold.  Many  a  business 
has  died  on  its  feet,  unconscious  that  it 
was   ailing,    simply   because    its   sales 


volume  in  dollars  continued  good  on 
account  of  boosted  prices  and  in- 
creased material  and  labor  cost  when 
the  quantity  of  sales  was  falling  daily. 
Under    such    circumstances    salesmen 
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continued  to  congratulate  themselves 
and  to  draw  their  commissions  when 
sales  were  being  lost  to  rivals  hourly. 
Sales  A'olume  in  dollars  is  a  very  un- 
safe index  for  the  administrator. 

The  scrutiny  of  territorial  sales  as 
sho\\Ti  under  III-3  makes  it  possible 
to  contrast  the  volume  of  sales  ob- 
tained by  the  various  district  managers, 
the  prices  being  secured  by  their 
salesmen,  and  the  cost  of  securing  sales. 
The  comparison  of  this  information 
for  different  territories  usually  starts  an 
investigation  which  is  far-reaching  and 
productive  of  economy  and  efficiency. 

In  section  IV,  plant  control  is  re- 
duced to  its  simplest  terms.  How 
much  is  each  department  producing  as 
compared  ^\■ith  what  scientific  study 
has  determined  is  possible?  How  do 
imit  costs  of  the  major  products 
compare  with  the  prices  received  for 
them?  \Miat  amounts  are  charged  to 
profit  and  loss  in  each  department 
because  that  department  is  producing 
less  than  standard  output?  ^\Tiat  are 
the  monthly  losses  in  materials?  In 
idle  time?  Finally  is  the  plant  operat- 
ing at  100  per  cent  efficiency  under 
standards  determined  by  scientific 
methods,  and  if  not,  which  departments 
are  falling  below  standard?  ^Yith  this 
information  set  before  him  every 
month  it  would  be  a  poor  administrator 
who  could  avoid  a  realization  of  the 
exact  state  of  affairs  in  the  plant.  (See 
Figure  4.) 

Section  V  covers  the  labor  sitiiation. 
Industrial  relations  work  is  more  or 
less  neglected  at  present,  unfortxmately, 
but    returning    prosperity    will    again 


bring  it  to  the  fore.  The  wise  ad- 
ministrator is  already  getting  his 
factory  in  order  and  knows  what  the 
turnover  is  by  departments;  is  keeping 
track  of  his  sur]ihis  of  quits  over  hired, 
of  wages  in  the  district,  and  of  other 
incentives  offered  in  his  community. 
Such  matters  are  covered  by  the  charts 
shown  in  the  Analytical  Index  imder 
the  Labor  section. 

Very  much  greater  detail  could  be 
covered  by  such  charts.  There  is 
always  the  danger  that  when  an  ex- 
ecutive is  inoculated  with  the  chart 
virus  that  he  vaW  bury  himself  in 
charts  to  the  point  where  he  cannot  see 
the  woods  for  the  trees.  That  danger 
must  be  carefully  guarded  against  if 
clear  vision  is  to  be  maintained.  It 
would  be  easy  for  the  captain  of  the 
ship  to  lock  himself  in  his  cabin  and  to 
have  the  position  of  his  ship — as 
nearly  as  it  could  be  determined  by  his 
subordinates — indicated  to  him  upon  a 
chart.  He  needs  a  chart,  but  he 
needs  more  than  a  chart.  He  must 
lay  out  a  course  by  which  to  steer; 
but  must  also  battle  v  ith  the  elements 
and  learn  conditions  at  first  hand.  If 
he  did  not,  sooner  or  later  his  only  too 
perfect  chart  might  show  the  exact 
spot  where  he  and  all  who  trusted  him 
ceased  to  exist.  The  responsibilities 
of  the  administrator  of  a  great  business 
— of  the  man  who  must  shape  its 
policy  and  lay  its  coTirse  through 
hidden  dangers — are  even  greater. 
Experienced  na\ngators  do  not  try  to 
run  a  ship  bb  intuition  and  by  hunch. 
WTiy  trj'  to  conduct  a  business  that 
wav? 


DISTRIBUTION— ITS  ANALYSIS  AND   CONTROL 


BY  CHARLES  J.  BRAND* 


THE  biggest  problem  confronting 
the  nation  is  a  reorganization  of 
our  credit,  transportation,  marketing, 
and  price-making  conditions,  particu- 
larly the  tariff,  so  that  agriculture  can 
recover  from  its  present  disadvanta- 
geous and  depressed  condition. 

Distribution  has  undoubtedly  broken 
down  in  the  case  of  farm  products 
during  1920  and  1921.  Loss,  distress, 
and  increase  in  debts  has  been  the  lot 
of  a  large  part  of  the  farming  com- 
munity. ^^^lat  are  the  chief  reasons? 
First,  the  presence  of  exportable  sur- 
pluses in  the  great  staples  like  cotton, 
corn,  wheat,  wool,  and  livestock  prod- 
ucts which  importing  countries  that 
really  need  them  cannot  afford  to  buy. 
Why  can  they  not  afford  to  buy? 
Because  their  currencies  are  gravely 
depreciated  while  ours  is  at  such  a 
premium  that  in  Germany,  for  in- 
stance, a  bushel  of  our  wheat  costs, 
what  seems  to  the  buyer  $12.50,  to 
him  an  outrageous  price.  This  comes 
about  because  internally  the  pur- 
chasing power  of  the  mark  tends  to 
remain  as  of  yore,  while  in  the  export 
trade  the  fuU  force  of  a  depreciated 
exchange  value  is  felt;  because  many 
nations  are  not  yet  pohtically  stable; 
because  the  reparations  issue  continues 
unsettled,  injecting  a  deadening 
element  of  uncertainty  into  the  whole 
European  business  situation;  because 
daily  fluctuations  in  exchange  are  so 
violent  as  to  make  the  simplest  and 
most  direct  transactions  wild  gambles; 
because  expensive  armies  and  navies 
are  being  maintained  practically  on  a 
war  basis,  forcing  heavy  taxation  and 
the  issue  of  additional  currency  and 

*  \'ice-Pre8ident,  American  Fruit  Growers.  Inc. 


other  evidences  of  debt  which  none  of 
these  impoverished  countries  can  afford ; 
because  we  ourselves  are  the  greatest 
customers  for  manufactured  goods 
from  Europe  and  we  are  not  able  to 
buy  as  usual  under  existing  domestic 
conditions. 

The  price  of  the  exportable  surplus 
tends  absolutely  to  fix  the  price  of  the 
whole  domestic  supply.  While  tariffs 
protect  manufactured  goods  whose  rate 
of  production  is  under  control,  they  do 
not  protect  farm  products  entering  the 
world  markets  when  production  exceeds 
home  needs. 

Another  reason  for  the  breaking 
dowTi  of  distribution  is  the  reduced 
purchasing  power  of  the  people.  This 
has  hit  the  farmer  hardest  of  all  be- 
cause deflation  has  cut  the  per  acre 
value  of  his  crops  60  per  cent  in  two 
years — from  $35.76  per  acre  in  1919  to 
$14.48  in  1921.  The  farm  population 
of  the  country  is  about  37  per  cent  of 
the  whole.  It  constitutes  the  pur- 
chaser of  practically  40  per  cent  of  the 
nation's  domestically  used  manufac- 
tures. How  can  we  expect  good 
times  unth  this  buyer  out  of  the 
market? 

The  laboring  class  has  also  been 
hard  hit  as  to  buj-ing  power.  There 
are  millions  out  of  employment  and 
still  wages  in  many  trades  and  in- 
dustries are  being  maintained  on  levels 
so  high  that  buyers  cannot  afford  to 
buy  and  employers  cannot  afford  to 
employ.  Men  fortunate  enough  to 
have  places,  in  many  instances  not 
only  do  not  do  a  day's  work  for  a  day's 
pay,  but  delude  themselves  and  others 
into  thinking  that  nursing  the  job  along 
increases  the  number  of  jobs  or  the 
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amount  of  work  that  will  be  left  for 
others  to  do.  It  does  not.  It  merely 
makes  the  cost  of  work  done  so  high 
that  people  only  hire  enough  help  to  do 
that  which  is  practically  unavoidable. 

Another  reason  for  the  distribution 
breakdown  was  that  the  banks  could 
not  safely  finance  the  speculative 
buyers  in  the  usual  measure.  Wise 
banking  did  not  permit  it,  and  where 
money  was  advanced  in  volume  banks 
have  suffered  through  the  losses  made 
by  their  clients.  In  many  cases  their 
clients  have  been  forced  into  liqui- 
dation. 

Practically  every  apple  speculator 
in  the  United  States  lost  money  on  the 
19'-20  crop.  The  same  was  true  of 
buyers  and  holders  of  other  crops. 

Large  stocks  of  high  cost  goods  made 
hea\y  inventory  losses  and  played 
their  part  in  the  collapse,  as  did  the 
natural  effort  on  the  part  of  many 
dealers  to  hold  up  prices  to  save  losses 
and  make  their  gains  by  handling 
small  total  quantities  at  relatively 
large  profits.  The  attitude  of  some  is 
shown  by  the  answer  of  a  Greek  fruit 
store  operator.  'SMien  asked  if  he 
could  afford  to  pay  such  high  rent, 
he  said,  "I  guess  we  can,  we  charge 
enough,  don't  we?" 

High  freight  rates  contributed  their 
part  to  the  debacle.  We  realize  the 
plight  of  the  carriers.  Transportation 
rates  must  be  brought  do^\-n,  and  yet 
at  the  same  time  some  railroads  must 
be  rehabilitated  and  all  must  be  kept 
on  an  efficient  operating  basis  both  as 
to  roadway  and  equipment. 

Taken  as  a  whole,  we  need  to  take 
every  possible  step  to  effect  that  in- 
finite complexity  to  which  we  refer  as 
the  return  to  normal.  Supply  must  be 
made  to  function  simultaneously  with 
demand  and  in  more  exact  accord  with 
it.  Closer  co-operation  between  re- 
tailer, wholesaler,  and  producer,  be  he 
farmer  or  manufacturer,  is  essential  in 


order  to  effect  a  greater  parity  of  prices, 
something  which  in  many  instances 
does  not  at  present  exist.  Even  the 
most  sanguine  in  business  hesitate  to 
make  claims  that  we  are  the  \'ictims  of 
underproduction.  It  is  quite  gener- 
ally conceded  that  the  contrary  is  the 
case. 

Expansion  during  and  immediately 
after  the  war  has  resulted  in  a  con- 
dition wherein  overproduction  will  be 
a  danger  during  the  next  few  years  un- 
less all  that  is  produced  is  more  care- 
fully and  economically  distributed  to 
reach  every  consumer  and  unless 
business  and  industrial  conditions  are 
such  as  to  minimize  unemployment, 
thus  keeping  up  reasonable  purchasing 
power  on  the  part  of  consumers. 
Every  producer  is,  of  necessity,  in- 
terested in  this. 

The  farmer  long  has  been  looked 
upon  as  the  tail  of  the  business  kite 
in  inaugm-ating  progressive  reforms. 
The  basic  industry  of  the  country, 
employing  almost  40,000,000  people, 
has  been  disregarded  as  a  factor  in 
most  business  probl^^ms.  It  is  time 
that  we  change  our  estimates  of  the 
farmer,  ^^^lile  it  is  true  that  agri- 
culture as  a  whole  is  in  a  vast  state  of 
disorganization,  nevertheless,  certain 
sections  of  it  are  blazing  the  way  to  new 
and  better  things  and  are  introducing 
new  ideas  in  the  distribution  of  prod- 
ucts that  will  bear  investigation  by 
men  in  general  business. 

Oiu-  concern  might  be  termed  a 
"farmer"  organization.  Fundamen- 
tally it  is  little  different  from  large 
manufacturing  businesses.  Instead  of 
producing  by  machinery,  we  and  our 
clients  produce  fruits,  vegetables,  and 
the  like  in  nature's  workshop,  the  soil. 
This  production  must  be  sold  and  dis- 
tributed in  fimdamentally  the  same 
manner  as  shoes,  clothing,  or  hardware 
are  sold  and  distributed.  The  details  of 
operation  arc  different,  but  our  business 
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is  run  on  the  same  principles  as  that  of 
any  other  producer. 

We  organized  nearly  three  years 
ago  to  meet  a  distinct  need  in  the  dis- 
tribution and  marketing  of  perishables. 
This  need,  long  apparent,  was  brought 
forcefully  home  to  me  in  the  organi- 
zation of  the  United  States  Bureau  of 
Markets  which  I  served,  as  chief,  for 
a  term  of  more  than  six  years. 

The  distribution  system  of  the 
country,  I  observed,  did  not  function 
evenly.  Not  only  in  perishables  but 
in  other  lines  including  staple  commod- 
ities, a  condition  of  oversupply  in  one 
section  and  imdersupply  in  another 
would  be  repeatedly  uncovered. 

For  example,  take  a  city  Avnth  a 
dozen  wholesale  distributors  each  one 
bujnng  independently.  Each  dis- 
tributor desires  to  do  a  maximum  of 
the  possible  business.  \Mien  times 
were  good  and  he  ordered  heavily — far 
beyond  his  normal  supply — the  total 
orders  of  the  12  dealers  were  then 
vastly  in  excess  of  the  total  require- 
ments of  that  market  which  had  a 
specific  limit.  Result:  One  or  two 
of  the  wholesalers,  through  aggressive 
selling,  disposed  of  their  stocks.  The 
majority'  encoimtered  a  glutted  market 
and  either  sold  at  a  loss  or  diverted  to 
other  markets  at  added  expense  or 
were  forced  to  dump  their  excess 
supplies  as  occasionally  happens.  Re- 
action then  follows  and  production  is 
curtailed.  The  next  season,  if  the 
described  conditions  prevail  on  a  large 
scale,  the  market  is  short  and  the  cycle 
of  overproduction — oversupply — starts 
all  over  again  as  soon  as  the  farmers 
can  get  their  new  crops  into  the 
ground.  The  e\'ils  of  such  a  situation 
are  readily  seen. 

A  situation  somewhat  similar  to  this 
developed  in  the  country  as  a  whole 
about  the  middle  of  1920.  Manu- 
factiu"ers  suddenly  discovered  that  the 
public  had  stopped   buying,   that   re- 


tailers and  wholesalers  were  over- 
stocked with  goods  that  refused  to 
move.  The  newspapers  called  it  a 
"buyers'  strike."  In  one  sense  it 
was;  in  a  truer  sense  it  was  a  case  of 
over  saturation.  Like  a  sponge  the 
market  had  taken  up  all  the  water  it 
could  hold  in  its  then  existing  con- 
dition. Not  only  the  wholesaler  and 
the  retailer,  but  the  consumer,  was 
overloaded  because  the  supply  had 
been  permitted  to  exceed  the  demand, 
considering  the  high  range  of  prices. 
Production  had  to  slow  up.  All 
business  suffered,  and  still  suffers,  in 
the  process  of  returning  to  normal. 
Farming  has  been  hit  harder  than  any 
other  industry'  and  all  vnW  continue 
in  a  depressed  state  until  the  value 
basis  on  which  the  farmer  can  exchange 
his  crops  for  the  commodities  he  wants 
and  needs  recedes  to  a  fairer  level,  or 
his  prices  rise  to  a  fair  exchange  value. 

These  spells  are  not  unusual;  they 
are  chronic,  and  make  their  appear- 
ance at  regidar  intervals.  They  move 
in    cycles    as    sure    as    the    seasons. 

Everj'  community  has  a  relatively 
fixed  maximum  capacity  for  anj-thing. 
So  has  the  country  as  a  whole.  Ten 
thousand  men,  under  normal  living 
conditions,  will  average  a  fixed  con- 
sumption in  a  fixed  period,  regardless 
of  whether  the  goods  are  luxuries  or 
necessities.  Consumption,  as  a  rule, 
cannot  be  forced  without  an  inevitable 
reaction  which  restores  the  normal. 
Adequate  distribution  means  main- 
tenance of  normal  and  thus  insures 
steady,  uninterrupted  production  with- 
out high  spots  here  and  low  spots  there. 
Assuming  proper  selection  and  di- 
versification of  crops  and  even  distri- 
bution, price — expressing  a  right  in 
exchange  value  for  other  commodities — 
should  be  the  go\'ernor  which  regulates 
production. 

An  ideal  condition  would  be  one  in 
which   goods  with  a  regular  demand 
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were  allotted  to  territories  according 
to  the  established  consumptive  capac- 
ity. This  would  mean  that  all  pro- 
ducers of  a  certain  article,  shoes  for 
example,  would  get  together  and  make 
definite  apportionments  of  the  total 
shoe  production  according  to  actual 
community  needs.  Local  dealers,  in 
tiu"n,  would  make  a  similar  apportion- 
ment among  themselves.  Under  our 
competitive  system  and  the  laws  that 
regulate  it  I  cannot  conceive  of  this 
ever  becoming  the  case.  And  even  as 
an  ideal  it  would  have  serious  draw- 
backs as  long  as  human  nature  is  such 
as  it  is  and  always  will  be. 

The  best  we  can  do,  therefore,  is  to 
get  as  near  to  the  ideal  as  possible  with 
our  existing  shortcomings  and  facili- 
ties. This  "near  as  possible,"  I  would 
say  is  intelligent  adjustment  of  pro- 
duction to  probable  consumptive  needs 
and  regulation  of  distribution  by 
producers  or  their  representatives  in 
such  a  manner  as  will  assure  to  them 
evenness__  of  supply  the  country  over. 
Quick  turnovers  which  closely  follow 
the  true  demand,  moderate  profits  and 
large  volume,  instead  of  slow  turnover 
with  high  loss  through  waste  and 
spoilage,  and  small  volume  with  high 
markups  are  what  the  situation  and 
the  products  call  for. 

Consider  the  matter  of  producer 
control  of  distribution  and  sales. 
This  is  what  our  company  has  set  out 
to  establish  to  a  modest  extent  merely 
to  put  it  in  line  with  the  producer's 
real  problems  and  to  give  it  a  small, 
certain  nucleus  of  high  quality  tonnage, 
not  as  a  co-operative  organization  of 
growers,  but  as  a  distinct  corporate 
venture  operated  on  distinctly  cor- 
porate lines. 

Under  o^Tiership  or  lease  we  have 
some  14,000  acres  being  cultivated  in 
different  sections  of  the  country. 
These  "production  plants"  are  widely 
scattered  purposely  to  bring  about  a 


distribution  of  risks  and  relatively  to 
stabilize  an  otherwise  hazardous  in- 
dustry— a  problem  I  will  not  deal  with 
as  it  is  peculiarly  oiu*  own. 

To  distribute  our  products  in  the 
way  we  believed  they  should  be  dis- 
tributed required  a  more  or  less 
elaborate  machine.  At  a  glance  it 
was  apparent  that  the  volume  of  our 
production  would  not  be  sufficient  to 
support  such  a  wide-flung  system. 
The  usual  channels  of  distribution 
were  open  to  us,  but  as  I  have  indicated, 
we  were  convinced  that  the  old  system 
was  faulty.  In  short,  we  were  in  the 
position  of  the  average  American 
manufacturer;  we  visioned  a  distri- 
bution and  sales  plan  which  was 
highly  desirable  but  which  was  too 
big  for  our  volume  to  profitably 
justify  it. 

Many  a  business  man  is  now,  or  has 
been,  in  an  identical  position.  Be- 
cause of  restrictions  imposed  by 
limited  capital,  by  limited  volume,  by 
the  very  smallness  of  his  business,  he 
hesitates  to  launch  into  big  under- 
takings and  worries  along  somehow 
with  the  facilities  at  hand.  This 
business  man  might  well  call  to  mind 
that  trite  old  saying  of  his  school  days 
about  there  being  more  than  one  way 
to  skin  a  cat.  There  is  more  than  one 
way  to  get  adequate  distribution 
under  your  own  control. 

With  us,  it  was  impracticable  to 
bring  the  volume  of  our  production  up 
to  the  requirements  of  the  plan  of 
distribution  we  had  in  mind.  So  we 
looked  for,  and  found,  two  other  ways 
of  augmenting  the  amount  of  produce 
it  would  be  necessary  for  us  to  handle : 

1.  By  buying  in  the  open  market  par- 
ticularly to  supply  our  wholesale  houses 
and  the  trade. 

2.  By  distributing  products  on  a  com- 
mission basis  for  growers'  organizations  or 
other  growers  not  supplied  with  satisfactory 
market  outlets. 
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To  make  the  first  policy  profitable 
it  is  necessary  that  the  buying  be  done 
at  the  source  of  supply.  Experts  are 
engaged  in  this  work,  men  who  would 
be  certain  that  the  quality  of  the  goods 
offered  would  be  up  to  our  own  stand- 
ards and  worthy  of  carrying  our  brand 
or  trade-mark  name.  By  being  per- 
manently in  the  market  in  this  ca- 
pacity it  is  possible  for  us  to  build  up  a 
regular  trade.  The  organization  or 
individual  producer  from  whom  we 
purchase  receives  the  same  price,  or 
better,  for  his  produce  as  he  would  get 
from  the  independent  wholesale  dealer 
or  speculator,  and  we  for  our  risk  and 
trouble  make  an  earning  depending  on 
the  later  course  of  the  market  and  the 
wisdom  we  displayed  in  buying  our 
supplies. 

The  second  policy  is  pursued  with 
organizations  of  growers  and  with 
individual  growers  smaller  than  our- 
selves who  do  not  have  an  adequate 
distribution  system  nor  the  capital  to 
establish  one,  nor  sufficient  tonnage  for 
eflBcient  operations,  but  yet  growing 
fruits  and  vegetables  under  their  own 
brand  names.  With  these  we  deal 
primarily  as  distributors,  under  con- 
tract. That  the  produce  of  these 
growers  might  go  onto  the  market 
over  their  own  brand,  and  at  the  same 
time  be  credited  to  our  distributing 
organization,  we  created  a  master 
brand.  This  master  brand  is  our  own 
and  is  applied  to  the  top  quality  of  all 
products  subject  to  grading.  It  is  our 
guaranty  of  standard  quality.  Ac- 
companying it  is  the  brand  of  the  in- 
dividual growers'  organization,  which 
enables  our  customers  to  maintain 
their  identity  in  the  market.  The 
dealer,  though  he  buys  from  us,  can 
tell  just  whose  goods  he  handles  and 
can  state  preferences  if  he  so  desires. 

Incidentally,  we  are  the  first  so  to 
trade-mark  perishables  like  fruit  and 
vegetables.     A  special  electrical  brand- 


ing machine  was  perfected  by  one  of 
our  organization.  This  stamps  the 
brands  neatly  upon  the  skin  of  the 
orange  or  grapefruit,  or  whatever  it 
may  be,  by  means  of  an  electrically 
heated  device  striking  gently  against 
the    fruit   through    an    inked   ribbon. 

This  plan  of  augmenting  volume 
gives  us  a  nation-wide  distribution 
system  functioning  the  year  around 
and  returning  to  us  a  small  distribu- 
tor's profit — a  system  which  would 
only  be  possible  otherwise  to  the  very 
largest  corporations.  All  growers 
whose  products  are  handled  through 
this  system  reap  its  benefits,  and  in 
addition  the  smaller  grower  profits  to 
an  extent  through  a  campaign  of  na- 
tional advertising  inaugurated  by  us 
which  he  could  not  afford  to  launch  on 
his  own  account.  The  master  name 
links  his  goods  with  the  advertisements. 

Looking  at  this  plan  narrowly  it 
might  be  argued  that  we  are  simply 
cutting  our  own  throats  by  helping  our 
competitors  market  their  products. 
Certainly  these  competitors  benefit  or 
they  would  not  participate  in  the 
system.  But  we,  too,  benefit  both  by 
earnings  and  in  the  better  distribu- 
tion of  our  own  products. 

The  continent  is  our  market;  our 
sales  cost  is  appreciably  lessened;  our 
selling  effectiveness  greatly  strength- 
ened. Properly  distributed  products 
always  find  a  market  if  there  is  one. 
Under  our  plan  we  can  locate  that 
market  and  reach  it  quickly,  and  gener- 
ally advantageously. 

Our  functions,  therefore,  are  four- 
fold: those  of  producers,  wholesalers, 
distributors,  and  sellers.  In  these 
capacities  in  1920  we  handled  more 
than  36,000  carloads  of  fruits  and 
vegetables,  of  which  not  more  than 
2500  carloads  were  gro'mi  by  ourselves. 
The  objection  that  we  were  "not  big 
enough"  to  perfect  real  distribution 
has  been  overcome. 
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As  to  the  plan  of  distribution  itself: 

Branch  houses,  whicli  might  also  be 
termed  wholesale  and  jobbing  houses, 
are  located  in  New  York,  Pittsbiu"gh, 
Chicago,  and  St.  Louis;  Philadelphia, 
a  fifth,  may  be  added  shortly.  In 
cities  of  lesser  size  and  with  a  consump- 
tive capacity  not  sufficient  to  support 
a  branch  establishment,  we  located 
salaried  agents  to  handle  our  products 
in  carload  lots.  In  still  smaller  commu- 
nities, where  business  is  not  big  enough 
to  support  a  salaried  agent  we  deal 
directly  \v-ith  the  trade  or  through 
established  broker  agents  on  an  agreed 
basis  of  so  much  per  car,  the  amount 
varying  for  different  crops. 

The  idea  is  this:  When  sales  in  a 
district  now  assigned  to  a  broker 
agent  develop  to  a  certain  fixed 
volume  that  district  will  be  placed  in 
charge  of  a  salaried  agent.  Branch 
houses  will  be  added  likewise  as  the 
need  arises.  As  we  grow  our  distribu- 
tion system  will  grow  with  us. 

The  advantages  of  this  plan  are 
many.  It  directly  results  in  regu- 
lation of  supply  by  demand.  The 
salaried  agent  is  constantly  in  touch 
with  his  market.  He  resides  there. 
He  knows  much  about  its  require- 
ments, the  amount  of  produce  being 
shipped  in  by  other  shippers,  and  he 
can  judge  approximately  what  per- 
centage of  the  total  demand  should  be 
rightly  filled  by  our  brands.  He  is 
in  daily  touch  with  our  shipping  point 
sales  managers,  his  whole  distribu- 
tion territory,  and  with  headquarters 
by  telegraph  and  telephone,  and  so 
regulates  the  flow  of  supply  to  him. 
Handling  only  carload  lots  to  agents 
reduces  freight  bills.  Wholesale  and 
jobbing  branches  send  out  broken  or 
mixed  cars,  as  ordered,  in  short  haul 
territory. 

No  traveling  salesmen  are  employed. 
They  are  not  necessary  under  the 
district  agent  plan. 


Large  quantities  of  produce  are 
disposed  of  in  auctions.  These  are 
infallible  barometers  of  the  trend 
of  demand.  An  experienced  agent 
watches  his  auctions  as  closely  as  the 
speculator  watches  the  stock  market. 
He  knows  the  signs  which  forecast 
oversupply,  or  undersupply,  or  normal, 
and  duly  informs  headquarters  of  con- 
ditions. This  close  observance  of  the 
market  is  especially  necessary  in  our 
business.  We  cannot  store  many  prod- 
ucts. Shippers  of  perishables  must 
either  sell  quickly  or  take  losses  by 
reason  of  decay  and  waste. 

At  times  local  conditions  vary 
greatly  from  national  conditions. 
Heavy  frosts,  storms,  and  other 
natural  disturbances  may  destroy  the 
crops  of  one  or  more  largely  agricul- 
tiu"al  sections,  seriously  crippling  the 
buying  power  of  that  district  for  a 
year  or  longer.  A  strike  in  a  basic 
industry  may  similarly  alter  conditions 
in  another  section,  restricting  buying 
and  limiting  the  market.  In  the  same 
manner  certain  grape  producing  centers 
were  exceptionally  prosperous  follow- 
ing prohibition,  and  the  demand  for 
higher  priced  goods  in  those  sections 
increased.  Our  salaried  agents  ob- 
serve and  report  immediately  upon  all 
of  these  fluctuations  in  demand.  We 
take  instant  action  one  way  or  the 
other.  To  any  national  distributor 
whose  product  has  a  quick  tiu^nover 
such  conditions  are  worth  watching 
carefully. 

While  pressing  sales,  one  of  the  im- 
portant duties  of  the  wholesaler  is  to 
keep  his  retail  customers  from  be- 
coming overstocked  and  so  glutting  the 
market.  To  do  this  we  must  convince 
his  trade  that  supplies  may  be  had 
promptly  ujjon  order.  Our  shipping 
divisions  and  sales  offices  look  after 
loading  in  production  areas  to  make 
sure  that  we  can  make  good  our 
claims.     This  shipping  force  sees  that 
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products  are  properly  packed,  properly 
routed,  and  saves  innumerable  delays 
and  resultant  losses.  Cars  which 
formerly  were  diverted  three,  four,  and 
more  times  are  now  routed  direct  to  the 
main  market,  there  split  up  for  sub- 
markets,  and  our  products,  generally 
speaking,  get  to  the  consumer  at  a 
minimum  of  overhead  cost. 

The  two  main  obstacles  in  the  path 
of  efficient  and  economical  distribu- 
tion are  excessive  freight  rates  and 
lack  of  co-ordination  between  retailer 
and  producer  in  the  matter  of  price. 
These  obstacles  confront  every 
business,  and  they  can  only  be  over- 
come by  all  business  co-operating. 
They  make  up,  as  I  have  said,  the 
other  side  of  the  distribution  problem. 

We  growers  are  dealing  directly 
with  the  railroads  in  an  effort  to 
bring  about  a  mutually  satisfactory 
solution  of  the  rate  question.  I  feel 
that  other  industries  should  do  like- 
wise. High  transportation  costs 
mean  higher  retail  prices;  they  in 
turn  mean  reduced  consumption,  and 
reduced  consumption  means  cur- 
tailed production  and  another  boost  in 
costs. 

This  condition  is  reducing  con- 
sumption and  stifling  production. 
Nor  is  it  helping  the  railroads  be- 
cause their  volume  of  business  is  fall- 
ing proportionately.  Every  time  the 
producer  curtails  his  output  his  unit 
costs  go  up,  retail  prices  go  up,  and 
demand  goes  down.  It  is  not  an 
agreeable  task  to  speculate  where  this 
endless  cycle  will  eventually  bring  us. 

This  is  not  a  farmers'  problem, 
but  a  prol)lem  for  all  business.  Even 
if  the  farmer  were  the  only  one  directly 
concerned  it  would  still  be  a  problem 
for  all  business,  for  when  the  farmer 
is  prosperous  the  whole  country  pros- 
pers; when  the  farmer  quits  prosper- 
ing the  whole  country  slumps. 

Parity   between    retail    and   whole- 


sale prices  must  be  established  if 
business  is  to  thrive  consistently. 
With  us,  as  in  other  lines,  the  retailers 
would  rather  get  $100  for  10  crates  of 
oranges  than  $100  for  20  crates. 
Publicity  through  advertising  which 
reaches  the  consumer  is  a  powerful 
weapon;  direct  contact  with  the  re- 
tailer— with  us  through  our  agents — 
and  educational  work  in  turnover,  is 
another. 

Unless  the  retailer  wakes  up  to  his 
danger  I  believe  that  direct  control  of 
retail  agencies  by  the  producer,  when- 
ever this  is  possible,  will  be  the  in- 
evitable outcome.  Some  manufac- 
turers have  already  taken  steps  in  this 
direction.  The  rise  of  chain  store 
systems  all  over  the  country  is  a  straw 
which  shows  the  way  the  wind  is 
blowing. 

But  this  price  enigma,  like  the 
freight  rate  problem,  cannot  be  solved 
by  one  concern  acting  alone  nor  by  a 
number  working  at  cross  purposes. 
Producers  must  put  up  a  solid  front  to 
meet  it,  keeping  in  mind  at  the  same 
time  that  a  prosperous  retail  trade  is 
one  of  the  primary  requisites  of  good 
trade. 

It  is  very  well  for  business  men  to 
talk  of  efficiency  in  production, 
quality  in  goods,  and  the  like.  But 
these  in  themselves  will  not  stand 
alone.  Distribution  must  be  given 
serious  consideration  during  the  next 
few  years,  and  even  then,  no  system, 
however  perfect,  will  be  able  to  func- 
tion at  its  best  unless  those  two  big  ob- 
stacles to  reasonable  price  and  profit — 
the  excessive  freight  rate  and  the  indiffer- 
ent, shortsighted  retailer  are  removed. 

We  make  no  claim  that  the  distribu- 
tion system  we  have  successfully  put 
into  operation  is  a  panacea  for  all  the 
ills  of  the  perishable  trade.  By  no 
means  is  it  perfect.  It  is  simply  as 
efficient  as  we  have  been  able  to  make 
it  under  existing  conditions. 


EXECUTIVE  TRAINING   AND  THE 
ENGINEERING  SCHOOL 

BY  JOHN  S.  KEIR* 


RECENTLY  there  came  to  one  of 
our  urban  universities  a  repre- 
sentative of  a  large  mining  company 
with  this  request : 

We  want  a  man  to  come  to  our  plant  to 
give  a  tlioroughgoing  com^e  in  economics  to 
a  group  of  our  junior  executives.  These 
executives  are  all  high-grade  engineers  and 
adept  in  their  chosen  field,  but  there  is 
scarcely  one  among  them  who  can  discuss 
logically  with  the  operatives — the  men  in 
the  mines — questions  dealing  with  the 
fundamentals  of  economics.  The  miners, 
on  the  other  hand,  are  well- versed  in  this 
field  and  almost  daily  approach  their  imme- 
diate superiors  with  problems  involving  at 
least  some  phase  of  it.  The  miners'  empha- 
sis is  largely  laid  on  the  economics  of  Karl 
JMarx  and  it  is  this  problem  with  which  we 
wish  to  make  ouj-  junior  executives  capable 
to  deal. 

In  the  main,  this  request  is  not  so 
unique  as  may  appear  at  first  glance. 
In  many  places  in  the  engineering 
world  there  has  arisen  a  demand,  not 
so  much  for  men  who  are  expert  in 
design  in  their  particular  corner  of  the 
engineering  field,  but  for  men  who 
combine  a  degree  of  technical  knowl- 
edge with  a  broad  conception  of,  and 
training  for,  business  problems. 

Experience  has  shown  that  practi- 
cally all  types  of  engineers  at  some  time 
are  called  upon  to  meet  big  problems 
involving  a  background  other  than 
design.  A  recent  survey  of  the  engi- 
neering graduates  of  the  Carnegie 
Institute  of  Technology  shows  that  less 
than  30  per  cent  remain  in  the  field  of 
their  specialization,  and  that  approxi- 
mately 58  per  cent  ultimately  s^s-ing 

*  Professor  of  Industrial  Economics,  Carnegie  In- 
stitute of  Technology,  Pittsburgh,  Pa. 


over  into  executive  positions.  In 
almost  any  type  of  effort  the  engineer 
is  faced  with  questions  of  personnel — 
in  others  he  may  have  to  meet  prob- 
lems of  supply — of  transportation,  and 
what  not.  And  in  almost  no  case  is 
there  anji;hing  in  his  specific  engineer- 
ing training  that  touches  upon  such 
phases. 

A  partial  mitigation  of  this  situation 
lies  in  the  fact  that  graduates  of  repu- 
table engineering  institutions  tend  to  be 
high-grade  men.  Psychologists  tell  us 
that  men  who  are  able  to  complete 
successfully  courses  in  calculus  are  all 
of  Class  A  intelligence.  Calculus  is 
nearly  always  the  weeding  out  course 
in  engineering  institutions  and  men 
holding  engineering  degrees,  therefore, 
are  pretty  likely  to  be  men  who  have 
demonstrated  this  Class  A  ability. 
Consequently,  because  of  their  native 
mental  capacity  many  engineers  have 
been  able  to  solve,  and  solve  well,  the 
diverse  problems  witli  which  they  are 
confronted.  Nobody  questions  the 
executive  ability  of  Herbert  Hoover, 
mining  engineer.  On  the  other  hand, 
however,  the  extreme  of  the  design 
type,  the  inventor,  is  a  notoriously  bad 
manager.  Between  these  two  extremes 
the  graduates  of  our  engineering  schools 
range  up  and  down  the  scale.  The 
problem,  then,  that  the  engineering 
school  is  called  upon  to  solve  is  to  pro- 
x-ide  a  training  sufficiently  technical  to 
be  professional;  yet  it  must  be  so 
colored  by  business  training  as  to  turn 
out  a  product  that  meets  the  new 
demand.  Or  to  turn  it  around,  to 
produce  a  man  trained  for  an  execu- 
tive position  and,  at  the  same  time 
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equipped  with  a  considerable  amount  of 
of  the  exact  knowledge  of  the  engineer. 
This  is  stating  the  case  in  the  broadest, 
most  general  terms. 

The  idea  of  executive  education  is 
by  no  means  new.  Old,  established 
schools  like  the  Wharton  School,  Uni- 
versity of  Pennsylvania,  and  the  Har- 
vard School  of  Business  Administration 
have  for  some  years  successfully  pre- 
pared men  for  executive  positions. 
They  offer  com-ses  of  training  for  men 
in  the  fields  of  insurance,  accounting, 
brokerage,  manufacturing,  etc.  Surely 
no  one  could  argue  that  the  engineering 
school  should  attempt  specialized  cur- 
ricula for  so  wide  a  scope.  Where, 
then,  is  the  place  of  engineering  schools 
in  the  teaching  of  executives?  This 
paper  takes  the  ground  that  the  sphere 
of  their  greatest  usefulness  lies  in  the 
phases  of  production. 

Production  executives  range  from 
gang  bosses  to  general  superintendents 
or  work  managers,  though  in  the  latter 
case  production  may  be  only  one  phase 
of  his  responsibilities.  The  first  ques- 
tion to  be  decided  is  the  point  in  this 
line  at  which  the  type  of  education  we 
have  been  discussing  should  be  aimed. 
The  line  may  be  broken  into  two  parts : 

1.  Up  to  and  including  the  grade  of  fore- 
man. 

2.  Executive  positions  over  and  above 
the  grade  of  foreman. 

The  basis  for  this  division  is  the 
amount  of  hand  skiU  necessary  to 
swing  the  job.  It  seems  to  be  a  matter 
of  general  agreement  that  to  be  success- 
ful a  foreman  must  be  just  a  little  more 
skiKul  than  the  man  under  him. 
Frederick  W.  Taylor  in  his  "Shop 
Management"  makes  the  point  that  it 
shall  be  one  of  the  limited  duties  of 
functional  foremen  he  describes  to  be 
able  to  show  the  men  how  to  do  a  job 
in  hand  if  the  need  arises. 

There   is   probably   no   engineering 


school  in  the  country  that  is  equipped 
to  teach  the  amount  of  hand  skill  in- 
volved in  foremanship.  The  best 
school  is  the  shop  itself  for  this  type 
of  training.  But  where,  then,  is  the 
place  of  the  school  in  foreman  training? 
There  are  two  places  where  it  might  be 
useful!  First,  in  an  intensive  course 
of  one  or  tM'o  years'  duration  to  give 
to  men  who  have  had  shop  experience 
such  technical  and  general  work  as 
they  may  desire;  second,  in  night 
school  work.  Of  the  two  the  latter  is 
probably  the  more  important.  For 
schools  that  are  equipped  ■with  shops 
emphasis  may  be  laid  on  production 
phases  that  the  foreman  would  prob- 
ably not  encounter  in  individual  shops, 
but  which  might  be  of  value  to  him. 
Or  if  shop  equipment  be  lacking  the 
school  could  surely  supply  such  mathe- 
matics or  similar  courses  as  the  men 
might  desire.  For  example,  a  perusal 
of  the  curricula  offered  by  those  plants 
which  have  adopted  a  definite  policy 
of  foreman  re-education,  and  the  num- 
ber is  increasing,  shows  a  surprisingly 
large  per  cent  devoted  to  problems  of 
the  human  element. 

The  experience  of  men  who  have  con- 
ducted foremen's  courses  seems  to  indi- 
cate that  the  foremen  are  not  so  much 
interested  in  material  that  applies 
directly  to  their  job.  Rather  they 
take  more  readily  to  the  kind  of  infor- 
mation that  has  only  an  indirect  appli- 
cation. The  foremen  look  to  these 
courses  to  supply  them  with  the  exposi- 
tion of  data  they  would  not  encoimter 
ordinarily,  in  their  ovm  experience  or 
reading.  For  example,  the  leader  of 
one  discussion  group  found  that  the 
foremen  were  intensely  interested  in  a 
discussion  of  instincts  in  industrj'  and 
were  only  mildly  attracted  to  a  discus- 
sion of  methods  of  increasing  produc- 
tion. 

Cannot  foremen's  courses  be  carried 
on  at  the  regularly  organized  schools 
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and  thus  avoid  the  costly  duplication 
which  exists  in  so  many  cities,  due  to 
lack  of  co-ordination  between  the 
schools  and  industry?  Or  possibly  the 
existence  of  plant  schools  is  a  very  defi- 
nite expression  of  the  opinion  that  the 
regularly  organized  schools  are  not  able 
to  handle  such  work. 

In  regard  to  the  second  part  of  the 
line,  the  engineering  school  has  a  much 
larger  place.  As  a  cross  section  let  us 
examine  the  position  of  production 
manager  and  show,  if  we  can,  how 
executive  training  may  be  directed 
toward  this  position. 

First,  what  does  a  production  mana- 
ger do — what  is  his  job.'  During  the 
Wilson  administration  somebody  very 
cleverly  said  that  the  only  existing 
connection  between  the  Capitol  and 
the  ^^^lite  House  was  Pennsylvania 
Avenue;  leaving  out  the  political  con- 
notations of  this  remark,  the  Penn- 
sylvania Avenue  between  the  shop  and 
the  sales  department  is  the  production 
manager.  He  supplies  the  information 
upon  which  the  sales  department  bases 
promises  of  deliveries,  and  it  is  his 
responsibility  to  keep  the  shop  so 
tuned  up  that  promised  deliveries  are 
met. 

Another  phase  of  his  job  is  the  classi- 
fication of  all  orders  and  the  listing  of 
these  orders  in  accordance  mth  their 
relative  importance.  For  example, 
emergency  orders  take  precedence  over 
orders  for  tools,  while  orders  for  tools 
in  turn  take  precedence  over  orders  for 
stock  parts,  and  so  forth.  This  may 
seem  to  be  in  the  nature  of  glorifying 
the  ob\'ious,  but  someone  must  be 
responsible  for  the  decision  in  such 
matters — and  this  responsibility  lies 
with  the  production  manager. 

Clearly  the  production  manager  is 
\-itally  concerned  with  the  progress  of 
orders  through  the  shop  and  the  gen- 
eral status  of  production.  There  are 
many  dexaces  by  which  he  may  keep  a 


check  on  progress  and  shop  conditions. 
Progress  reports,  route  sheets,  bulletin 
boards,  and  special  reports  all  enable 
him  to  keep  his  fingers  on  the  pulse  of 
production.  Whatever  the  de\'ice, 
however,  the  function  of  checking  up  on 
the  progress  of  production  is  the  same. 

In  many  shops  in  addition  to  his 
aheady  rather  complex  duties,  the 
function  of  routing  all  materials 
through  the  shop  is  added.  He  must 
oftentimes,  then,  arrange  for  major 
and  minor  assemblies — to  see  that  the 
feeder  lines  function  properly  and  the 
main  lines  are  held  to  schedule.  He 
must  know  the  quality,  kind,  and 
soiu-ces  of  all  materials,  and  when  all  his 
data  is  in  hand  he  reduces  it  to  a  work- 
ing basis  in  the  form  of  a  route  sheet. 
Finally,  in  being  responsible  for  rout- 
ing, he  must  analyze  the  drawings  of  the 
engineering  department  and  possibly 
this  function  comes  first  in  order,  for 
obviously  he  must  know  what  is  wanted 
before  he  can  plan  to  produce  it. 

On  the  basis  of  this  general  discussion 
what  must  the  production  manager 
know — what  manner  of  man  must  he 
be?  And  where  can  the  school  be  of 
service  in  the  training  for  such  a 
position? 

For  the  day-by-day  problems  of  any 
executive  no  school  can  train  specifi- 
cally. But  it  may  give  to  him  certain 
fundamental  bodies  of  information  on 
which  he  may  consciously  or  uncon- 
sciously draw  in  making  his  decisions, 
and  it  may  be  able  to  teach  him  sources 
to  which  he  may  go  for  further  infor- 
mation. Practically  no  school  can  do 
more  than  this. 

Bearing  the  limitations  of  the  school 
in  mind  the  production  manager  should 
have  some  grounding  in  the  following 
classes  of  information  or  training  look- 
ing towards  certain  habits  of  mind: 

In  the  first  place,  he  must  be  reason- 
ably familiar  with  shops  and  processes. 
By  means  of  its  shops  the  engineering 
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school  ought  to  be  able  to  start  him  at 
least  in  this  field.  It  would  seem  that 
the  forge-shop,  the  pattern-shop,  the 
machine-shop,  and  the  foundry  are 
basic  to  many  types  of  production,  but 
this  may  be  varied  ^vnth  the  schools' 
equipment.  For  example,  if  a  man 
were  going  into  electrical  production 
he  might  specialize  in  electrical  shops, 
with  which  most  engineering  schools 
are  equipped.  But  obviously  this 
specialization  would  have  to  be  limited; 
first,  by  the  demand  in  any  given  dis- 
trict which  the  school  may  be  particu- 
larly serving,  and  second,  by  the  very 
apparent  limitation  placed  by  the 
equipment  of  any  one  school. 

The  purpose  of  shop-training  famil- 
iarizes the  student  only  with  materials, 
tools,  and  shop  practice.  It  makes  no 
attempt  to  make  him  a  skilful  lathe 
hand,  for  instance.  Supplementing 
this  shop-work  should  be  co-operative 
field  work  of  two  types: 

1.  General,  in  which  the  student  is  taken 
through  as  wide  a  variety  of  plants  as  possi- 
ble to  give  him  a  good  background  of  gen- 
eral production  conditions. 

2.  Specific,  in  which  the  student  con- 
ducts research  on  some  management  prob- 
lem in  a  going  concern. 

This  research  should  be  along  some 
line  of  management  on  which  the  co- 
operating concern  actually  desires  in- 
formation and  recommendation.  The 
student's  report  should  not  be  accepted 
by  the  school  unless  it  is  also  acceptable 
to  the  concern.  For  example,  in 
schools  where  this  plan  is  already  in 
operation,  students  have  conducted 
research  in  specific  plants  on  such  man- 
agement features  as  wage  systems, 
developing  a  balance  of  stores  pro- 
cedure, reconstruction  of  office  pro- 
cedure, causes  of  lack  of  co-ordination 
between  actual  and  estimated  costs, 
and  the  conducting  of  continuation 
schools. 


The  advantages  offered  to  the  stu- 
dent by  management  research  are 
manifold.  He  gets  a  chance  to  see  the 
whole  mechanism  of  a  growing  concern 
before  he  enters  industry.  This  is  an 
opportunity  he  would  probably  not 
obtain  for  some  years  after  getting  into 
the  business  world,  as  his  first  positions 
are  liable  to  be  semiexecutive  or 
routine  in  nature.  It  stimulates  him 
to  make  more  intelligent  and  discrimi- 
nating analyses  of  classroom  work.  It 
helps  him  to  develop  tact  and  self- 
reliance  under  actual  production  condi- 
tions. It  has  a  certain  vocational 
value  as  the  student  often  finds  his 
talents  lie  in  other  fields  than  the  one 
he  originally  planned  to  enter.  It 
furthermore  establishes  invaluable  con- 
tacts for  him. 

From  the  \'iewpoint  of  industry,  the 
research  is  helping  plants  to  get  work 
done  which  they  wanted  done.  And  it 
is  helping  to  insure  that  there  are  men 
entering  industry  ■n'ith  a  realization 
that  management  is  a  complex  thing 
made  up  of  widely  divergent  elements 
— elements  that  cannot  be  manipulated 
by  anybody,  anj^'here,  anyhow.  As  a 
case  in  point,  if  by  actual  contact  in  a 
producing  plant  the  student  gets  some 
idea  of  the  why  of  the  operative's  \'iew- 
point  toward  management  problems,  he 
is  making  a  valuable  addition  to  his 
equipment  as  a  potential  executive. 
Co-operative  field  work  calls  for  the 
closest  co-operation  between  the  school 
and  the  industrial  plants.  In  most  com- 
munities industry  is  glad  to  lend  this 
co-operation  pro^^ded  the  school  knows 
exactly  what  it  wants  and  why  it  wants 
it.  So  fundamental  is  this  work,  how- 
ever, that  only  experienced  mstructors, 
men  who  have  been  in  shops  and  who 
know  industry's  point  of  \'iew,  should 
be  assigned  to  it.  The  burden  of  proof 
is  on  the  school  and  it  cannot  afford  to 
risk  bungling  by  using  "green"  men. 

In  connection  ■nnth  shop  work,  the 
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school  can  also  conduct  courses  in  the 
chemistry  of  materials  and  the  strengUi 
of  materials.  It  may  be  noteworthy 
that  both  are  part  of  the  engineer's 
training. 

There  is  a  current  rumor  to  the  effect 
that  there  are — lies,  damn  lies,  and 
statistics.  Be  that  as  it  may,  the  pro- 
duction manager  often  must  read  his 
shop  and  interpret  production  through 
the  medium  of  reports  and  drawings, 
i.e.,  shop  statistics.  The  school  can 
serve  this  function  by  courses  in  draw- 
ing, statistics,  and  accounting,  empha- 
sizing the  interpretation  phase.  The 
converse  of  this  is  that  the  production 
manager  must  himself  oftentimes  make 
up  reports  of  various  kinds.  Here 
again  statistics  and  accounting  plus  a 
thorough  grounding  in  the  fundamen- 
tals of  English  are  of  value  to  him. 

Too  much  emphasis  cannot  be  laid 
on  the  ability  to  write  good  reports. 
In  the  writing  of  reports  there  are  cer- 
tain features  of  prime  importance: 
First,  be  siu-e  the  report  serves  some 
necessary  purpose;  second,  it  should  be 
concise.  Schools  of  journalism  make 
the  point  that  the  questions — \Vlio, 
\\Tiat,  \Mien,  and  ^Vliy? — should  be 
answered  in  the  first  paragraph.  In 
any  event,  a  summary  of  general  facts 
and  conclusions  in  the  first  few  para- 
graphs is  nearly  always  good  strategy, 
as  the  reader  generally  will  assume  that 
the  proofs  for  these  conclusions  follow 
in  the  body  of  the  report.  A  third  im- 
portant factor  is  the  use  of  comparative 
data.  Above  all,  the  report  should  be 
put  in  such  shape  as  to  guarantee  its 
being  read.  The  ability  to  -RTite  a 
good  report  is  of  the  greatest  value, 
particularly  as  it  is  often  one  of  the 
first  jobs  of  men  entering  industry,  and 
is  a  pretty  siu-e  way  of  attracting  the 
attention  of  superior  officers.  This 
follows  because  a  concise  report  means 
that  the  subexecutive  thought  out  and 
analyzed  the  situation  that  confronts 


him.  Often  it  will  mean  that  he  has 
mastered  his  job  and  is  prepared  to 
take  on  greater  responsibilities.  The 
most  strenuous  efforts  that  the  schools 
can  make  in  this  regard  are  not  out  of 
place,  as  they  stress  one  of  the  funda- 
mentals. The  engineering  school  has 
an  advantage  here  inasmuch  as  a  great 
deal  of  its  work  lends  itself  to  the  ne- 
cessity for  carefully  analyzed  reports 
put  up  in  professional  form. 

The  production  manager  of  necessity 
must  be  able  to  see  ahead  and  to  plan 
for  the  future.  Planning  capacity  is  a 
rather  nebulous  thing  at  which  to 
direct  education.  However,  there  are 
certain  lines  of  information  which  may 
be  of  service  as  a  factual  background, 
in  planning,  if  nothing  more,  for  the 
aim  of  most  executives  is  increased 
production  or  a  high  level  of  production. 
Courses  in  commercial  and  corporation 
law,  domestic  markets,  freight  traffic, 
office  management,  industrial  manage- 
ment, and  banking  certainly  offer  the 
factual  value  cited  above  and  should 
be  an  aid  to  fast  progress. 

The  problem  of  recent  years  which 
has  been  most  intriguing  to  the  interest 
of  industrial  managers  is  the  problem 
of  human  relations.  Nearly  every  exec- 
utive meets  it  at  some  time  or  other 
and  certainly  the  production  manager 
does.  Here  the  school  can  be  of  service 
in  summarizing,  correlating,  and  organ- 
izing the  best  of  the  material  in  the 
field  for  presentation  in  a  personnel 
management  coxirse.  Here  again,  how- 
ever, only  principles  should  be  stressed. 

As  a  part  of  the  work  dealing  with 
human  relations,  courses  in  industrial 
insurance,  labor  relations,  and  psychol- 
ogy could  no  doubt  be  used  to  excellent 
purpose.  So  far  those  phases  of  the 
executive's  education  have  been  dealt 
with  which  could  be  rather  readily 
recognized  as  serving  a  comparatively 
specific  field.  But  there  are  courses 
which  serve  all  fields  and  only  some  in 
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a  larger  degree.  Courses  in  chemistry, 
physics,  and  mathematics  are  funda- 
mental to  all  efficient  scientific  work, 
the  degree  to  which  they  are  carried  for 
executive  training,  however,  being  a 
matter  of  opinion.  No  one  now  under- 
estimates the  importance  of  being  able 
to  express  himself  clearly  and  the  place 
of  English  in  the  production  manager's 
job  has  been  indicated. 

Survey  courses  covering  the  United 
States  from  an  industrial  viewpoint 
and  specific  industries  in  greater  detail 
are  surely  not  out  of  place  for  the  men 
who  are  entering  the  industrial  field. 

History  and  political  science,  not  so 
specifically  but  certainly  as  truly,  are 
of  value  to  nearly  any  executive. 

Woven  through  practically  aU  of  the 
elements  in  the  training  for  production 
manager,  is  the  thread  of  engineering 
subjects.  Courses  in  mechanics  and 
others  of  a  similar  nature,  adapted  to 
the  needs  of  the  commercial  engineer, 
are  one  of  the  bases  of  the  plan  as  a 
whole.  To  put  it  in  terms  of  the  textile 
industry,  the  commercial  courses  are 
the  warp  threads,  the  engineering 
courses  the  filler  threads.  The  engi- 
neering school  loom  with  this  raw 
material  is  weaving  a  product  of  a 
different  pattern  than  that  of  the 
standard  engineering  courses  on  the 
one  hand,  and  the  standard  schools  of 
commerce  on  the  other. 

In  graphic  form  the  accompanying 
chart  attempts  to  point  out  a  little  more 
directly  the  point  just  covered. 

Attention  is  in\'ited  to  the  fact  that 
in  the  last  analysis  programs  of  educa- 
tion and  individual  courses  in  particu- 
lar are  valuable  only  in  so  far  as  they 
offer  solid  food  and  not  a  nursing  bottle 
diet.  For  example,  you  may  call  a 
course  accounting  and  in  reahty  be  giv- 
ing double-entry  bookkeeping;  or  you 
may  call  a  course  industrial  manage- 
ment and  be  giving  just  nothing  at  all. 
Course  content,  therefore,   should  be 


subject  to  the  most  careful  scrutiny  by 
capable  judges  if  the  school  is  to  offer  a 
real  training  for  executives  that  shall 
justify  the  existence  of  such  an  educa- 
tional program.  It  is  realized,  of  course, 
that  the  functions  of  a  production 
manager  will  vary  wnth  different  shops 
and  different  types  of  industry.  Of 
necessity,  then,  the  analysis  of  the 
production  manager  job  attempted 
above  is  a  very  general  one. 

The  scheme  for  training  industrial 
executives  along  the  lines  suggested  in 
the  foregoing  paragraphs  has  been 
criticized  on  the  ground  that  the  school 
should  prepare  for  the  immediate  job 
after  graduation  and  let  the  ultimate 
take  care  of  itself. 

To  this  criticism  there  are  three  possi- 
ble answers.  Again  using  the  produc- 
tion manager  by  way  of  illustration: 
first,  there  are  any  number  of  small 
jobs  under  the  production  manager 
into  which  the  graduate  may  fit  im- 
mediately. But  certainly  any  informa- 
tion that  is  useful  to  the  production 
manager  would  be  equally  useful  to  the 
underling  and  possibly  speed  the  day 
when  he,  too,  may  be  a  production 
manager.  Second,  this  criticism  is 
based  on  the  general  misunderstanding 
that  the  production  manager  must 
necessarily  be  a  member  of  a  large 
corporation. 

The  function  of  production  manager 
probably  exists  in  all  plants  large  or 
small,  though  it  may  not  be  clearly 
recognized,  or  the  need  for  such  an 
office  apparent.  For  example,  in  a 
small  gas  mantle  concern  in  Philadel- 
phia the  sales  manager  spends  most  of 
his  time  while  not  on  the  road  in  exer- 
cising just  this  function,  though  it  is 
not  called  such.  In  a  comparatively 
short  time  our  graduate  may  be  in  a 
similar  position.  This  is  particularlj' 
true  if  he  is  stepping  into  his  father's 
business. 

The  third  reply  is  a  more  general  one. 
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In  the  last  analysis,  of  course,  a  great 
deal  depends  upon  the  individual.  Any 
course  of  education  at  all  professional 
in  its  nature  recognizes  this  fact.  Law 
courses  prepare  a  man  equally  to  be  a 
barrister  in  Gopher  Prairie  or  to  be 
Chief  Justice  of  the  Supreme  Court.  If 
the  training  for  executives  is  to  be  for 
specific  jobs  in  specific  shops,  it  is 
probable  that  the  student  is  wasting 
his  time  in  school.  He  might  better 
start  in  the  shop  at  once. 

The  question  may  very  well  be  asked: 
"But  what  does  the  engineering  school 
offer  in  the  field  of  executive's  training 
that  the  schools  of  commerce  are  not 
giving  or  are  not  able  to  give?"  In 
some  phases  of  executive  education, 
nothing  at  all.  But  the  field  of  produc- 
tion is  largely  an  engineering  matter  in 
the  last  analysis,  or  at  any  rate  the  re- 
lationship is  very  close. 

What  the  engineering  school  can 
offer  here,  and  herein  lies  the  differ- 
ence, is  the  advantage  of  actual  shop 
experience  with  tools  and  materials. 
Nearly  all  engineering  schools  are 
equipped  with  shops  of  some  sort. 
Practically  no  school  of  commerce  can 
offer  this  type  of  training  directly.  In 
the  commerce  schools  the  student 
learns  to  think  in  the  broad,  general 
terms  of  economic  subjects.  The  en- 
gineering student  with  his  knowledge 
of  mathematics,  machine  design,  and 
allied  subjects,  can  talk  and  think  in 
terms  of  machines.  Furthermore,  the 
man  with  a  background  of  engineering 
can  talk  and  think  in  the  same  terms  as 
the  expert  who  is  designing  the  machine 
or  testing  the  material  that  comes  out 
of  the  plant.  Again,  while  the  com- 
merce school  man  might  see  the  need 
for  certain  changes  in  productive  proc- 
esses he  lacks  the  basic  technical  knowl- 
edge to  work  them  out.  Finally,  if  in 
addition  to  his  technical  work  the  stu- 
dent be  given  a  certain  amount  of 
commercial  school  courses  he  is  better 


able  to  fit  that  technical  work  to  the 
needs  of  operating  and  industrial  en- 
terprise. 

By  way  of  summary,  it  may  be  well 
to  recapitulate  the  main  points  toward 
which  this  paper  has  been  striving. 
The  first  of  these  was  the  statement 
that  industry  is  calling  on  the  engineer- 
ing school  for  men  who  have  broader 
education  than  the  exact  and  technical 
phases  of  design  problems.  The  second 
main  consideration  was  that  the  engi- 
neering school  may  be  the  place  to  train 
industrial  executives,  men  who  are  not 
engineers,  but  who  have  built  part  of 
the  exact  knowledge  of  the  engineer  into 
a   thorough    commercial   background. 

In  conclusion  it  should  be  pointed 
out  that  while  in  theory  it  is  possible  to 
isolate  the  element  of  production  from 
the  other  elements  in  the  general  field 
of  management,  in  reality  this  cannot 
be  done  so  readily.  Production  is 
bound  to  overlap  the  other  two  ele- 
ments, viz.,  sales  and  finance.  Educa- 
tion aimed  at  production  is,  therefore, 
bound  to  educate  for  sales  and  finance 
in  many  instances.  After  all,  the  vital 
thing  is  viewpoint.  Older  types  of 
schools  of  commerce  have  tended  to 
ignore  production,  which  is  the  heart  of 
industry.  Potential  executives  enter- 
ing industry  with  the  production  view- 
point should  make  better  sales  managers 
and  financiers  because  of  that  view- 
point. The  gap  between  ownership 
and  the  management  of  production 
units  has  often  been  greater  than  the 
gap  between  management  and  labor. 

The  commercial  engineer,  then,  fills 
two  possible  needs.  If  he  stays  in  pro- 
duction he  has  received  training  for 
production.  If  he  enters  sales  or 
finance,  he  takes  with  him  a  production 
viewpoint,  a  viewpoint  which  should 
help  vital  parts  of  industry  to  mesh 
together.  Surely  this  is  in  line  with  the 
get-together  spirit  characteristic  of  our 
modern  American  industrial  life. 


MODERN   SCIENTIFIC  MANAGEMENT  FROM 
MANUFACTURING  TO   RETAILING 

BY  JOHN  M.   VAN   VORIS* 


SCIENTIFIC  Management"  is  a 
term  which  can  no  longer  be  used 
in  its  exclusive  application  to  the  world 
of  industry  and  production.  Its  funda- 
mental principles  are  daily  becoming 
better  kno^\Ti  and  more  widely  applied 
to  the  field  of  retail  merchandising, 
particularly  in  the  large  department 
stores.  The  past  few  months  of 
business  deflation  and  waning  demand 
have  brought  retailers  to  a  keener 
appreciation  that  better  methods  are 
necessary  to  meet  the  demands  of  the 
immediate    future. 

The  essential  requirement  in  busi- 
ness today  is  the  control  of  retailing  in 
such  a  way  as  to  eliminate  waste  in 
every  possible  manner  so  that  goods 
may  be  placed  on  the  market  at  the 
lowest  possible  price  but  at  a  fair 
margin  of  profit. 

The  idea  of  scientific  management 
and  the  application  of  its  principles 
through  careful  planning  is  not  a  new 
one.  It  was  first  brought  out  in  its 
modern  form  about  twenty-five  years 
ago  by  Frederick  W.  Taylor  who  has 
since  become  generally  known  as  the 
father  of  scientific  management. 
Starting  in  the  Midvale  Steel  Com- 
pany it  has  gradually  spread  through 
the  field  of  industry  until  almost  every 
factory,  which  boasts  of  efficient  oper- 
ation, has  adopted  some  form  of  the 
Taylor  principles.  Too  much  cannot 
be  claimed  in  its  praise  by  those  who 
are  operating  under  its  rules.  Many 
concerns  of  all  sizes  have  doubled  and 
tripled  their  output  as  a  direct  result 
of  properly  installing  scientific  manage- 

•  Formerly  with  The  Hallo  Brothera  Company, 
Cleveland,  Ohio. 


ment  and  the  planning  system  of  con- 
trol. Despite  the  truth  of  these  facts 
the  field  of  merchandising  is  slow  to 
grasp  the  idea  and  apply  it  to  its  own 
use  and  benefit.  Of  course  there  are 
many  examples  of  highly  organized 
and  well-managed  commercial  institu- 
tions, but,  speaking  in  general  terms, 
the  retail  business  of  our  country  has 
a  long  step  to  make  before  scientific 
management  is  an  applied  fact. 

The  time  will  come  when  the  busi- 
ness of  merchandising  is  looked  upon 
as  a  science  equal  to  any  of  the  pro- 
fessional lines.  The  advancement  of 
that  day  can  be  materially  hastened  by 
a  greater  amount  of  study  and  plan- 
ning on  how  the  Taylor  principles  can 
be  applied  to  the  business  of  retailing. 
Many  of  the  principles  are  directly 
applicable,  whereas  others  must  be 
somewhat  modified.  After  careful  con- 
sideration the  writer  believes  they 
may  be  summarized  as  follows : 

1.  The  careful  selection  and  proper 
training  of  the  employee. 

2.  The  development  of  standards  in  the 
amount    of    work    to    be    accomplished. 

3.  The  payment  of  a  wage  sufficiently 
high  to  attract  and  hold  the  better  class. 

4.  The  recording  of  essential  information 
in  a  systematic  and  efficient  manner. 

5.  The  intelligent  planning  for  the 
future. 

The  careful  selection  and  training  of 
the  employee  means  greater  efiiciency 
and  a  better  feeling  of  co-operation 
throughout  the  establishment.  It  is  a 
condition  which  every  manager  de- 
sires, for  he  realizes  that  ■wdth  in- 
creased production  is  linked  decreasing 
costs    of    operation.     With    this    fact 
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well  established,  most  of  the  larger 
institutions  have  developed  employ- 
ment or  personnel  departments  whose 
duty  it  is  to  select  the  employees. 
Some  have  taken  the  logical  second 
step  and  organized  educational  depart- 
ments to  which  the  new  employees  are 
"turned  over"  for  a  short,  but  detailed 
course  of  training. 

This  idea  of  scientific  selection  and 
training  of  employees  has  a  much 
broader  field  of  both  intensive  and  ex- 
tensive application  than  it  has  as  yet 
attained.  Many  of  the  smaller  and 
medium-sized  stores  seem  to  think 
that  the  personnel  and  educational 
departments  are  names  merely  to  be 
mentioned  in  connection  with  the  very 
large  institutions.  This  is  not  true,  as 
has  been  demonstrated  in  several  ex- 
ceptional cases.  The  fundamental 
principle  is  there  and  can  be  advanta- 
geously applied  under  almost  any 
conditions. 

The  exact  steps  to  be  followed  by  an 
employment  department  constitute  a 
detailed  matter  and  must  necessarily 
be  varied  to  suit  the  particular  needs  of 
the  organization.  The  principle,  how- 
ever, makes  it  essential  that  the  em- 
ployment manager  and  assistants  be 
good  analysts  of  human  nature  and 
thoroughly  in  touch  with  the  needs  of 
the  individual  departments.  This 
means  that  they  should  have  spent 
some  time  in  the  different  departments 
so  that  they  have  a  practical  grasp  of 
the  requirements  and  the  type  of 
individual  best  suited  for  such  work. 
This  one  fact  results  in  true  effi- 
ciency or  inefficiency  in  the  selection  of 
employees.  Many  stores  which  boast 
of  large  employment  departments  are 
also  credited  with  a  large  percentage 
of  turnover.  A  study  of  such  a  con- 
dition invariably  points  to  the  im- 
proper selection  of  employees  who 
were  well  qualified  for  entirely  differ- 
ent   lines    of    work.     Several    of    the 


larger  mercantile  institutions  have 
developed  certain  psychological  tests 
which  have  been  used  as  a  practical 
means  of  determining  the  selection. 
It  will  be  a  long  time,  however,  if  the 
time  ever  does  come,  when  such  tests 
may  be  fully  relied  upon.  The  better 
method  for  the  present  is  to  have  good 
students  of  human  nature  within  the 
employment  department  who  are  well 
acquainted  with  the  standards  and 
requirements  of  the  different  depart- 
ments and  are,  therefore,  in  a  position 
well  qualified  to  make  intelligent  and 
efficient  selections. 

After  the  selection,  comes  the 
equally  important  step  of  proper 
training.  This  is  where  more  stores 
are  lacking  than  in  the  selection. 
Many  good  selections  are  often  made 
which  apparently  turn  out  to  be  poor 
ones  merely  because  the  new  employee 
is  "thrown  in"  on  a  new  job  and  left 
to  pick  it  up  without  adequate  and 
proper  instruction.  This  brings  us  to 
the  statement  that  a  well-organized 
educational  or  training  department  is 
an  essential  necessity  to  the  efficient 
development  of  the  employee.  This 
does  not  mean  that  it  must  be  a  large 
and  expensive  organization  for  it  can 
be  centralized  in  one  individual  for  the 
smaller  store  and  that  one  indi\'idual, 
if  well  qualified,  will  prove  a  very 
sound  financial  investment.  The 
general  qualifications  for  the  personnel 
of  the  educational  department  are: 
Executive  ability;  power  of  analysis; 
and  ability  to  impart  knowledge  to 
others.  If  it  seems  necessary  to  go 
outside  of  your  own  organization  to 
find  the  right  qualifications  the  field  of 
public  school  teachers  and  students 
from  university  schools  of  retail  sell- 
ing offers  an  excellent  source  of  selec- 
tion. 

In  order  properly  to  train  a  new 
employee  the  actual  working  con- 
ditions  and   methods    must    be    thor- 
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oughly  understood  by  the  head  of  the 
educational  or  training  department. 
This  -nnW  only  result  from  practical 
contact,  whether  it  be  the  selling  or 
general  oflSce  side  of  the  business. 
Much  of  this  can  be  obtained  through 
the  investigation  by  assistants,  if  the 
organization  is  a  large  one,  although 
the  executive  in  charge  of  the  depart- 
ment should  never  get  away  from  close 
contact  ^ath  actual  operating  con- 
ditions. With  accurately  obtained 
information  of  the  general  working  of 
each  department,  and  the  best  methods, 
after  comparison  with  those  used  in 
other  stores,  it  should  be  put  in  well- 
written  form.  Such  system  books 
prove  exceedingly  valuable  as  they 
may  constitute  the  textbook  for  use 
by  new  employees  and  afford  an  oppor- 
tunity for  any  of  the  regular  employees 
to  broaden  their  field  of  vision.  After 
a  short  intensive  period  of  training 
under  the  superxasion  of  the  educa- 
tional department  a  new  employee  is 
well  qualified  to  take  up  the  new  work. 
Having  been  fitted  for  his  duties  he 
will  add  to  the  efficiency  of  the  estab- 
lishment rather  than  stumble  along  as 
an  added  expense  for  a  lengthy  period 
and  perhaps  end  by  swelling  the  labor 
turnover  figure  as  is  frequently  the 
case  where  the  training  is  not  carried 
out  in  an  efficient  manner. 

Referring  once  more  to  the  develop- 
ment of  scientific  management  in  in- 
dustry we  find  that  its  success  was 
largely  due  to  the  determining  of 
certain  standards  of  work.  The  same 
condition  must  be  worked  out  in  the 
field  of  merchandising.  The  question 
of  layout  and  equipment  should  be 
first  studied  as  it  would  be  foolish  to 
attempt  to  establish  a  standard  for  the 
amount  of  work  an  employee  should  do 
when  the  conditions  conducive  to  an 
efficient  output  were  not  of  the  best. 
First,  take  a  broad  and  general 
survey  of   the  layout.     Try  and  get 


the  outsider's  viewpoint  and  ask  your- 
self why  such  a  department  is  placed 
where  it  is  when  most  of  its  work  is 
connected  with  the  department  at  the 
other  end  of  the  floor.  It  may  be 
found  that  it  just  happened  to  be  lo- 
cated there  and  a  readjustment  may 
prove  a  big  time  saver.  After  the 
layout  has  been  thoroughly  gone  over, 
study  your  equipment.  The  most 
efficient  tools  are  the  cheapest.  A 
stenographer  cannot  turn  out  a  fair 
day's  work  on  a  poor  machine  installed 
in  an  old-fashioned  desk  where  mate- 
rials cannot  be  efficiently  handled. 
Nor  can  a  clerical  worker  obtain  a 
proper  output  when  using  cheap  pen- 
cils which  wear  do-vvn  in  one-third  the 
time  of  the  better  grade  or  are  con- 
stantly breaking  oft'.  These  are  just 
passing  thoughts,  perhaps  they  apply 
to  your  own  office.  If  not,  a  careful 
study  may  find  others  which  are 
proving  more  costly  and  will,  therefore, 
mean  a  greater  saving  by  their  elimi- 
nation and  the  installation  of  the 
standard  Which  should  be  adhered  to. 
With  the  working  conditions  stand- 
ardized you  are  in  a  position  to  study 
the  worker  with  the  same  object  in 
view.  What  a  fair  day's  work  is  in 
most  departments  of  a  retail  store 
would  be  answered  in  very  uncertain 
terms  by  the  heads  of  many  of  such 
departments.  The  trouble  lies  in  the 
lack  of  analysis  and  the  development 
of  accurate  standards  of  measuring 
output.  In  determining  those  stand- 
ards the  best  methods  of  performing 
the  job  should  be  studied.  This  may 
be  approached  by  a  careful  analysis  of 
the  detailed  methods  followed  by  those 
in  the  department  considered  to  be  the 
best  all-round  workers.  Difl'erent 
ideas  vAW  frequently  be  picked  up  from 
workers  which  will  afford  a  working 
basis  in  the  formation  of  the  standard 
method  of  performance  to  be  followed 
by  all.     After  this  has  been  determined 
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it  is  a  comparatively  easy  task  to  set 
a  standard  for  the  amount  of  daily 
work  to  be  accomplished.  In  the 
setting  of  such  standard  a  time-study 
can  sometimes  be  used  in  connection 
with  such  departments  as  the  steno- 
graphic, billing,  and  punching  of  cards 
for  tabulating  or  sorting  machines. 
Of  course  it  is  realized  that  the  work 
of  certain  departments  is  so  irregular 
and  changing  that  it  is  almost  im- 
possible  to   set   a   definite   standard. 

The  record  of  such  workers,  as  well 
as  those  who  can  be  put  on  a  definite 
standard  basis,  should  be  kept  in  a 
card  index  file.  The  rating  of  the 
former  group  may  be  supplied  by  the 
head  of  their  department,  while  the 
latter  group  ■will  be  rated  on  the  set 
standards.  Such  a  record  of  each 
office  employee  covering  attendance, 
amount  of  work  accomplished,  general 
attitude,  etc.,  affords  a  systematic 
basis  of  judging  the  efficiency  of  the 
individual  as  well  as  that  of  the  depart- 
ment. 

The  payment  of  an  attractive  wage 
may  sound  like  words  ill  fitting  the 
present  times  of  wage  reduction  in 
many  lines  and  an  endeavor  to  re- 
duce costs  by  all.  By  that  I  do  not 
mean  that  it  would  be  a  sensible 
policy  to  increase  wages  when  others 
are  reducing,  but  that  the  general 
scale  of  wages  should  be  sufficiently 
high  to  attract  and  hold  the  better 
class  of  workers.  This  is  fundamental 
to  the  development  of  the  most  effi- 
cient group  of  workers  and  has  proved 
successful  by  those  concerns  who  have 
followed  such  a  policy.  In  those  de- 
partments where  conditions  of  work 
are  sufficiently  standardized  a  bonus 
may  be  offered  to  those  accomplishing 
that  amount.  This  may  be  in  a 
definite  figure  or  on  an  upward  sliding 
scale  basis  for  all  work  done  over  the 
set  task.  The  specific  methods  to  be 
pursued  must  necessarily  be  more  or 


less  determined  under  specific  con- 
ditions, but  it  can  nevertheless  be 
re-emphasized  that  an  attractive  wage 
drawing  the  better  class  of  workers  is 
a  paying  proposition,  as  it  increases  the 
output  and  reduces  the  general  ex- 
pense. 

The  most  important  problem  that 
the  retail  store  merchant  has  to  face  in 
the  coming  months  is  one  of  increased 
turnover.  With  prices  continuing  to 
decline  towards  a  new  basic  level  it 
u-ill  be  necessary  to  sell  in  greater 
quantities  in  order  to  maintain  or  in- 
crease the  volume  of  business  done 
during  the  last  few  years.  How  to 
speed  up  the  sales  in  certain  particular 
lines  so  that  the  average  stock  turn- 
over vdW  be  increased  for  the  entire 
store  is  the  thing  which  every  live  mer- 
chant is  aiming  to  accomplish.  Busi- 
ness has  been  abnormal.  It  is  passing 
tlu-ough  a  period  of  readjustment 
which  calls  for  an  aggressive  drive  for 
business  and  the  purchasing  in  such 
quantities  as  can  be  efficiently  handled. 

To  accomplish  the  desired  aim  of 
increasing  the  sales  and  thus  obtaining 
a  higher  rate  of  turnover  necessitates 
systematic  and  accurate  information 
as  a  basis  for  judgment.  It  means  the 
first  and  great  commandment  of  scien- 
tific management — the  determination 
of  facts.  It  is  said  that  the  beginning 
of  ■wisdom  is  analysis  and  classification, 
a  statement  which  seems  to  apply  to 
the  subject  under  consideration.  No 
merchant  or  merchandise  manager  is 
in  a  position  to  act  intelligently  unless 
he  has  the  facts  at  hand,  knows  the 
condition  of  his  stock,  and  the  move- 
ments -n-ithin  the  different  lines.  This 
can  only  be  obtained  in  a  scientific  and 
accurate  form  through  a  system  of 
merchandise  recording.  The  first  step 
towards  such  a  system  is  the  segre- 
gation of  merchandise  of  the  same 
character  on  the  selling  floor.  The 
number    of    segregated    groups    will 
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largely  depend  upon  the  size  of  the 
store.  ^\Tien  the  main  sections  have 
been  determined  attention  should  be 
given  to  the  indi\-idual  lines  within  a 
specific  section,  the  investment  in 
which  warrants  close  supervision. 
After  the  lines  have  been  selected  a 
code  classification  should  be  worked 
out  and  such  distinguishing  marks, 
numbers,  or  letters  should  be  recorded 
on  the  sales  tag,  together  ■n-ith  the  lot 
number.  Along  the  line  of  classifica- 
tion it  is  suggested  that  some  modifica- 
tion of  the  Taylor  system  be  used  as 
its  value  of  suggesting  the  item  is  of 
ser^-ice  to  all  concerned.  This  is  parti- 
cularly true  in  those  sections  where  the 
form  of  the  merchandise  makes  it 
necessary  for  the  sales  people  to  know 
the  general  classification  and  record  it 
directly  on  the  sales  ticket  without 
ha\-ing  the  tag  to  refer  to.  With  the 
system  outlined  in  general  form  in  its 
connection  mth  floor  operations  and 
section  layout  it  necessarily  follows  to 
describe  its  operation  in  the  merchan- 
dise recording  department  located  in 
the  office. 

There  are  several  different  kinds  of 
merchandise  recording  reports  which 
may  be  obtained.  All  are  equally  im- 
portant for  their  respective  purposes. 
Perhaps  the  most  complicated  and 
most  valuable  is  the  perpetual  inven- 
tory report.  The  value  of  a  perpetual 
inventory  is  so  well  known  and  so 
generally  acknowledged  that  no  argu- 
ment is  needed  to  support  it  and  yet 
many  concerns  do  not  obtain  the  true 
value  in  properly  using  the  information 
which  they  have  available.  To  ob- 
tain a  valuable  continuous  inventory 
of  merchandise  movement  of  any 
specific  line  M-ithin  a  section  it  is 
necessary  to  start  with  the  stock  on 
hand,  add  to  it  all  invoices  marked 
with  that  specific  classification,  sub- 
tract sales  and  mark-doi^Tis,  and  make 
any  other  adjustments  such  as  return 


of  goods  to  manufacturers,  transfer 
from  one  department  to  another,  ad- 
justment of  goods  with  customers  or 
possibly  increase  in  price  of  goods. 
Such  a  system  is  not  as  difficult  as  it 
may  sound  and  its  value  far  offsets  the 
relatively  small  expense  which  it  in- 
curs. In  addition  to  such  a  recording 
report  there  are  several  other  types  of 
comparative  records  which  are  of 
great  ser\nce  and  are  at  the  same  time 
more  easily  obtained.  These  may  be 
classified  under  the  names  of  price 
range  reports  and  gross  sales  reports. 
Of  course,  there  are  other  reports 
which  may  be  obtained  but  these  are 
generally  recognized  as  the  more  im- 
portant. Both  are  dependent  upon 
the  analysis  of  the  daily  sales  checks, 
which  have  been  marked  as  to  the  code 
classification  previously  described. 
The  price  range  report  groups  the 
number  of  sales  opposite  the  price 
range  as  25  suits  at  $40,  30  suits  at 
$45,  etc.  Such  a  report  indicates  the 
exact  prices  within  the  line  which  are 
the  best  sellers,  proves  a  great  aid  in 
proper  buying,  and  reveals  the  poor 
sellers  upon  which  special  sales  effort 
must  be  put  to  market  them.  The 
gross  sales  report  is  practically  for  the 
same  purpose,  but  is  expressed  in 
dollars  as  it  is  generally  used  in  those 
lines  where  quantity  measures  are  im- 
possible. However,  both  reports 
may  be  used  to  advantage  in  certain 
lines  where  such  close  supervision  is 
found  advisable.  Through  proper 
analysis  and  careful  study  of  merchan- 
dise recording  reports  a  merchandiser 
is  in  a  position  to  direct  the  purchasing 
of  each  line  in  such  quantities  as  can  be 
efficiently  handled  so  that  each  sale 
•nnll  count  more  in  the  turning  over  of 
the  stock. 

An  efficient  manufacturer  would  not 
think  of  attempting  to  produce  without 
a  trained  ])lanning  department.  The 
same  principle  holds  good  no  matter 
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what  line  of  business  is  engaged  in  or 
how  large  that  business  may  be.  In 
the  field  of  retailing  scientific  planning 
is  certainly  as  important  as  in  the  field 
of  industry,  and  yet  there  are  many 
good-sized  concerns  stumbling  along 
and  aiming  for  no  definite  goal.  This 
is  an  unwarranted  condition  and  it 
behooves  any  merchants  who  are  oper- 
ating on  a  hit  or  miss  basis  or  by  old 
rule  of  thumb  methods  to  seriously  con- 
sider the  scientific  method  of  control. 
WTiat  this  means  may  be  expressed 
in  a  few  words  which  T;\all  cover  the 
principles  involved.  At  the  beginning 
of  the  new  season  the  merchandiser 
should  confer  with  each  buyer  and 
carefully  go  over  the  business  for  the 
coming  months.  This  is  where  the 
merchandise  recording  reports  will 
again  prove  valuable  as  they  present 
in  a  clear  and  concise  form  the  com- 
plete history  of  the  previous  year. 
With  such  a  record  as  a  basis  the  mer- 
chandiser and  buyer  have  intelligent 
data  to  act  with  in  making  their  esti- 
mates for  the  new  season.  This  should 
cover  all  the  phases  of  the  business 
directly  connected  with  the  merchan- 
dise, including  monthly  stock  on  hand, 
purchases,  sales,  mark-downs,  mark- 
ups, and  turnover.  When  this  has 
been  completed  the  buyer  has  a 
definite,  tangible  plan  to  work  ^vath 
and  is  in  a  position  to  know  at  all 
times  just  how  he  is  progressing  toward 
the  estimated  goal.  Against  these 
estimates  are  debited  the  sales,  piu*- 
chases,  etc.     As  the  orders  are  placed 


with  the  manufacturers  they  are 
charged  against  the  amount  credited, 
and  when  the  debit  total  reaches  the 
amount  of  the  credit  the  orders  are 
automatically  shut  off,  and  unless  the 
buyer  receives  special  dispensation  he 
cannot  place  any  more  orders  for  that 
period.  Numerous  other  methods 
might  be  described  to  show  where 
planning  would  be  equally  as  valuable 
but  I  believe  the  point  has  been 
illustrated  that  scientific  planning  can 
be  applied  to  retailing  and  vAW  furnish 
a  systematic  method  of  control. 

In  this  article  I  have  attempted  to 
show  that  the  principles  of  scientific 
management,  as  first  brought  out  by 
Mr.  Taylor  in  industry,  are  equally  as 
applicable  to  the  field  of  retailing. 
In  a  general  manner  I  have  shown  how 
each  principle  may  be  applied  in  a 
definite  way.  That  they  are  practical 
in  operation  is  evidenced  by  the 
successful  management  of  some  of  our 
leading  retail  institutions  which  are 
under  the  scientific  method  of  control. 
The  trouble  lies  not  in  any  questionable 
value  of  the  principles  of  scientific 
management  but  in  the  failure  of  re- 
tail merchants  to  quickly  appreciate 
their  value  and  apply  them  in  a  prac- 
tical manner.  Competition  in  the 
coming  months  ■will  be  the  keenest 
which  has  ever  been  experienced.  To 
meet  such  competition  successfully, 
the  live  merchant  must  be  operating 
on  the  most  efficient  basis  which 
means  the  application  of  the  principles 
of  scientific  management. 
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By  Thurman  W.  Van  Metre,  A.M.,  Ph.D.,  Associate  Pro- 
fe.<!sor  of  Transportation  in  the  School  of  Business,  Co- 
lumbia University,     viii,  672  pp.     Henry  Ilolt  and  Company 

B.EYIEV,EB    BY    ClYDE   OlIN    FiSHER  * 


"The  United  States  is  a  wonderful  coun- 
try to  live  in;  its  people  have  a  high  degree 
of  contentment;  the  individual  has  great 
opportunities  for  advancement.  Educa- 
tion is  free,  the  varied  industries  are  open 
to  all  on  equal  terms,  success  in  life  is  possi- 
ble for  anybody  who  possesses  energy, 
mental  capacity,  and  a  will  to  work  with 
diligence  and  perseverance."     (p.  4.) 

The  point  of  view  of  the  author  is  set  forth 
clearly  in  the  above  quotation.  ^Miether 
Professor  Van  Metre  is  warranted  in  such 
optimism,  as  he  \-iews  the  economic  devel- 
opment of  the  United  States,  is  an  issue  on 
which  there  will  be  difference  of  opinion. 
Be  that  as  it  may,  it  is  in  the  light  of  such 
a  statement  that  one  can  read  this  book 
most  profitably.  It  will,  at  any  rate,  be 
admitted  that  a  survey  of  the  stages  through 
which  the  United  States  has  passed  since 
the  colonial  period  presents  a  picture  that 
is  not  devoid  of  economic  romance. 

The  author  has  followed  the  chronological 
rather  than  the  topical  arrangement  in  the 
presentation  of  his  material.  He  divides 
the  book  into  seven  parts :  Introductory,  in 
which  he  describes  the  people  and  the  re- 
sources of  the  country;  The  Colonial  Period; 
The  New  Nation,  showing  the  struggle  for 
national  autonomy;  The  American  System, 
gi\Tng  the  genesis  and  the  development  of 
the  tariff  policies;  Occupation  of  the  Great 
West;  Large  Scale  Production  and  Compe- 
tition; Industrial  Combination  and  Govern- 
ment Regulation. 

The  student  of  United  States  history  will 
find  in  the  early  sections  of  the  book  no 
significant  contributions  that  have  not 
already   found   their  place   in   the   books 

*  Associate  Professor  of  Economics,  Wesleyan  Uni- 
versity, Middletown,  Conn. 


covering  this  period.  The  distinctive  char- 
acteristic of  Van  Metre's  treatment,  as  is 
the  case  with  the  entire  book,  is  to  be  found 
in  the  critical  interpretation  of  economic 
data  in  the  light  of  fundamental  economic 
principles.  For  example,  the  nature  of 
industry  in  the  United  States  is  explained 
by  the  operation  of  the  "law  of  comparative 
costs"  (a  term  not  used  in  the  text,  how- 
ever) the  people  in  this  country  doing  at 
different  periods  those  things  which,  under 
the  conditions  obtaining,  they  could  do 
relatively  best. 

The  same  critical  analysis  is  used  in  the 
discussion  of  the  fiscal  and  the  currency 
problems  of  the  country.  Each  of  the 
major  financial  panics  -md  the  industrial 
depressions  in  our  history  is  described  in 
some  detail.  An  attempt  is  made  to  ex- 
plain the  causes  and  to  note  the  main 
eflFects  in  each  case.  Incidentally,  the  dis- 
cussion of  the  currency  expedients  of  the 
past  throws  a  deal  of  light  on  some  of  the 
more  recently  projected  panaceas  for  our 
economic  ills,  a  good  illustration  of  which  is 
to  be  found  in  Mr.  Ford's  proposal  to  use 
fiat  money  in  the  financing  of  the  Muscle 
Shoals  project.  If  the  average  legislator 
and  the  average  business  man  could  give 
some  consideration  to  the  study  of  past 
experiments  in  governmental  currency 
legislation,  the  future  would  be  protected 
against  the  repetition  of  the  excesses  and 
follies  of  the  past. 

Next  to  the  discussion  of  the  currency 
and  tariff  problems  in  our  history,  the  chief 
value  of  this  book  to  the  economist  and  to 
the  business  man  is  found  in  the  analysis 
of  large-scale  production  and  the  govern- 
mental control  of  business  which  began  in 
the  last  quarter  of  the  nineteenth  century. 
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Large-scale  production  and  competition — 
combination  and  monopoly — government  regu- 
lation of  business — these  have  been  the  most  sig- 
nificant features  of  economic  history  since  1873. 
(p.  415.) 

Professor  Van  Metre  explains,  on  eco- 
nomic grounds,  the  development  of  large- 
scale  production.  He  also  notes  the  real 
evils  that  have  arisen  from  the  concentra- 
tion of  power  in  the  hands  of  a  few  men  and 
the  necessity  for  some  degree  of  govern- 
mental control  in  the  interest  of  the 
general  welfare.  To  this  end  he  describes 
the  pools,  trusts,  holding  companies,  inter- 
locking directorates,  and  the  many  methods 
of  so-called  "unfair  competition."  The 
origin,  evils,  and  the  good  features  of  each 
of  these  devices  are  examined  critically. 
All  in  all,  the  author  has  worked  out  a 
satisfactory'  treatment  which  can  be  read 
with  profit  by  the  business  man  and  by  the 
student  who  are  interested  in  studying 
modem  business  methods  in  relation  to  their 
effect  upon  the  general  welfare.     The  inter- 


pretation is  at  aU  times  stimulating  even 
though  one  maj'  disagree  at  many  points  as, 
for  example,  in  the  conclusion  that  the 
bankers  of  the  country  "have  now  come  to 
give  the  act  [Federal  Reserve  Act]  their  un- 
qualified approval."     (p.  585.) 

A  final  chapter  is  added  on  the  World 
War.  Here,  too,  the  tone  is  one  of  opti- 
mism: 

The  gigantic  tasks  performed  by  the  govern- 
ment during  the  war  should  set  at  rest  any  fear 
that  a  democracy  cannot  function  effectively  in 
times  of  emergency,     (p.  605.) 

In  this  book  Professor  Van  Metre  has 
given  an  excellent  outline  of  the  economic 
development  of  the  United  States.  His 
style  is  clear  and  his  synthesis  good.  One 
regrets  that  the  limitations  of  space  have 
made  it  impossible  to  treat  in  more  detail 
some  of  the  problems  which  have  merely 
been  mentioned.  But  the  student  and  the 
man  of  affairs  will  both  find  the  examination 
of  the  book  well  worth  while. 


THE  ECONOlVnC  ASPECTS  OF  GEOLOGY 

By  C.  K.  Leith.     New  York,     xii,  kijl  pp.     Henry  Holt  and  Company 

BE\aEWED    BY    W.VLTER   J.    MaTHERLY  * 


During  the  past  two  or  three  decades, 
economic  geology  has  become  of  vast  im- 
portance to  the  industrial  life  of  the  United 
States.  Since  1880,  we  have  as  a  nation 
increased  our  annual  production  of  minerals 
from  $367,000,000  to  $5,500,000,000,  or 
"nearly  fifteen  times."  We  have  mined 
more  coal  since  1905  than  in  all  our  preced- 
ing history.  Almost  the  same  is  true  of 
iron  ore.  As  to  oU,  "more  has  come  from 
the  ground  since  1908  than  in  all  the  pre- 
ceding history  of  the  world,"  In  a  way,  we 
are  just  entering  upon  "a  gigantic  experi- 
ment in  the  use  of  the  earth's  materials." 
These  statements  indicate  the  tremendous 
significance  of  a  scientific  study  of  the 
economic  aspects  of  geology. 

*  Professor  of  Business  .iciministration,  School  of 
Commerve,  The  University  of  North  Carolina,  Chapel 
Hill,  N.  C. 


Mr.  Leith's  book  makes  its  appearance 
at  an  opportune  time.  Never  before  in  the 
history  of  the  country  have  we  so  needed  a 
comprehensive  anah^sis  of  geology  in  rela- 
tion to  industry.  With  the  great  advance 
made  in  the  utilization  of  mineral  com- 
modities and  the  large  part  played  by 
geology  during  the  World  War,  it  becomes 
doubly  necessary  for  us  to  consider  the 
geological  factors  in  building  up  and  per- 
petuating a  great  industrial  nation. 

The  purpose  of  Mr.  Leith's  volume,  as 
set  forth  in  his  introductory  chapter,  is  "to 
discuss  the  economic  aspects  of  geology 
without  exhaustive  discussion  of  the  prin- 
ciples of  geology  which  are  involved."  It 
is  "to  explain  the  nature  of  the  economic 
demands  for  the  science  of  geology,  and  to 
discuss  sometliing  of  the  philosophy  of  the 
finding  and  use  of  raw  materials." 
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While  the  writer  of  this  review  is  not 
a  geologist,  yet  the  book  seems  to  him 
to  be  of  siiflScient  importance  to  go  more  or 
less  into  details  in  analyzing  its  contents. 
The  introductory  chapter,  in  addition  to 
setting  forth  the  purpose  of  the  treatise, 
contains  a  brief  survey  of  the  field  of 
economic  geology  and  a  statement  of  the 
economic  applications  of  the  various 
branches  of  geology. 

In  the  second  and  third  chapters,  there  is 
a  discussion  of  the  common  elements,  min- 
erals, and  rocks  of  the  earth,  and  their 
origins;  and  some  of  the  salient  features  of 
tlie  geology  and  classification  of  mineral 
deposits.  Most  of  what  the  author  has  to 
say  on  these  topics  is  rather  teclinical  and 
difficult  to  read.  At  times,  one  gets  almost 
entirely  lost  and  feels  like  throwing  the 
book  aside  for  a  little  nap.  This,  however, 
does  not  signify  that  the  chapters  are  un- 
worthy of  the  closest  scrutiny.  Without 
doubt,  they  are  highly  valuable;  but  to  the 
lajTnan  they  would  not  be  likely  to  afiFord 
highly  interesting  reading. 

In  Chapters  IV  and  V,  the  author  takes 
up  the  geographical  distribution  of  mineral 
resources,  their  commercial  and  political 
control,  the  quantity  of  minerals  produced, 
and  the  relation  of  water  to  mineral  re- 
sources. He  shows  that  mineral  resources 
are  concentrated  around  the  North  Atlan- 
tic basin,  that  the  world's  annual  output  is 
two  billions  of  tons,  that  political  control 
does  not  necessarily  mean  commercial  con- 
trol, and  that  water  is  a  mineral  resource 
coming  "directly  into  the  field  of  economic 
geology."  Both  of  the  chapters  are  at- 
tractively wTitten  and  make  profoundly 
interesting  reading.  Many  valuable  sta- 
tistics are  presented,  especially  in  Chapter 
IV.  The  graphs  inserted  at  page  64,  com- 
paring the  commercial  and  financial  control 
of  the  mineral  resources  of  the  world 
with  the  political  or  territorial  control,  are 
very  suggestive,  especially  when  thought 
of  in  connection  with  a  world  war  or  in  con- 
nection with  the  future  of  the  leading 
industrial  nations. 

Beginning  with  Chapter  VI  and  clos- 
ing with  the  Chapter  XIII,  the  wTiter 
devotes  a  chapter  to  each  of  the  following 
subjects:  The  common  rocks  and  soils  as 
mineral  resources;  the  fertilizer  group  of 


minerals;  the  energy  resources  such  as  coal, 
oil,  and  gas;  the  minerals  used  in  the  pro- 
duction of  iron  and  steel,  knomi  as  the 
ferro-alloy  group;  zinc,  copper,  and  lead 
minerals;  gold,  silver,  and  platinum  min- 
erals; miscellaneous  metallic  minerals  such 
as  aluminum  ores,  tin  ores,  mercury,  or 
quicksilver  ores,  etc.;  and  miscellaneous 
non-metallic  minerals  such  as  asbestos, 
graphite,  mica,  and  the  like.  The  same 
manner  of  treatment  is  followed  in  discuss- 
ing each  of  these  types  of  minerals.  First 
the  economic  features  are  discussed  and  then 
the  geologic  features.  To  most  business 
men  the  economic  features  will  be  of  most 
interest.  The  geologic  features  are  rather 
involved  and  are  discussed  in  technical 
terms.  The  chapter  of  perhaps  the  greatest 
value  at  the  present  time  is  tlie  one  on  the 
fertilizer  group  of  minerals.  Throughout 
all  the  chapters  there  are  many  worth- 
while statistics.  , 

Chapter  XVI  "Exploration  and  Develop- 
ment," explains  the  chief  work  of  the 
economic  geologist: 

The  economic  geologist  is  more  vitally  con- 
cerned with  exploration  and  development  than 
with  any  other  phase  of  his  work.  This  comes 
closest  to  being  his  special  field.  Here  is  a  fasci- 
nating element  of  adventm-e  and  chance.  Here 
is  the  opportmiity  to  converge  all  his  knowledge 
of  geology  and  economics  to  a  practical  end. 

Wiile  this  chapter  is  concerned  primarily 
with  the  function  of  the  economic  geologist 
in  the  industrial  world,  yet  it  contains  infor- 
mation that  will  help  the  promoters  of  new 
industrial  corporations,  the  administrators 
of  old  industrial  corporations  who  make  large 
use  of  mineral  supplies,  and  the  investors 
in  both  old  and  new  industrial  securities. 
If  every  person  in  the  United  States  who 
has  a  little  money  to  invest  would  read 
what  Mr.  Leith  has  to  say  in  this  connection, 
we  would  get  rid  of  most  of  the  wild-cat  oil 
and  mining  securities  which  are  foisted 
upon  the  investing  public,  and  would  save 
the  American  people  millions  of  dollars 
annually. 

In  Chapters  XV  and  XVI  the  v;Juation 
and  taxation  of  mineral  resources  and  the 
laws  relating  to  mineral  resources  are  dis- 
cussed. ^Vhile  both  chapters  are  interest- 
ing, they  are  short,  and  attention  need  not 
be  called  to  them  at  length.    The  chapter  on 
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valuation  and  taxation  would  appeal  to 
students  of  public  finance,  fiscal  officers  and 
legislators,  and  owners  of  mineral  resources. 
The  chapter  on  laws  treated  under  owner- 
ship and  control,  extraction,  and  distribu- 
tion, would  appeal  to  students  of  mining 
law,  and  owners  and  prospective  buyers  of 
mineral  resources. 

Chapter  XVII  is  on  the  conservation  of 
mineral  resources.  There  are  two  kinds  of 
conservation:  public  and  private.  Private 
conservation  involves  "improvements 
in  mining,  grading,  sorting,  concentration, 
and  metallurgy  of  minerals  to  yield 
larger  returns";  while  public  conservation 
has  to  do  with  the  methods  employed  by 
"government  and  other  public  agencies" 
to  protect  mineral  supplies.  The  author 
thinks  that  "the  most  effective  conserva- 
tion measures  yet  in  effect  are  the  ones 
dictated  by  self  interest  and  instituted  by 
private  initiative." 

Chapter  XVIII  takes  up  the  interna- 
tional aspects  of  mineral  resources.  There 
is  a  brief  survey  of  the  world  movement  of 
minerals  before  the  war,  the  changes  which 
occurred  during  the  war,  and  the  post-war 
condition  of  the  mineral  trade.  Likewise, 
there  is  a  brief  survey  of  the  tendency 
toward  international  co-operation  in  the 
control  of  minerals.  The  United  States 
occupies  a  splendid  position  with  regard  to 


the  supply  of  minerals.  It  "is  more  nearly 
self-supporting  in  regard  to  mineral  com- 
modities as  a  whole  than  any  other  country 
on  the  globe." 

The  last  three  chapters  are  short  and 
deal  respectively  with  the  following  topics: 
geology  and  war;  geology  and  engineering 
construction;  and  the  training,  opportuni- 
ties, and  ethics  of  the  economic  geologist. 
The  first  topic  is  treated  under  the  heads: 
geology  behind  the  front;  geology  at  the 
front;  and  the  effect  of  the  war  on  the 
science  of  geology.  The  second  topic  is  of 
primary  interest  to  construction  engineers 
and  shows  the  relation  of  geology  to  engi- 
neering practice.  The  last  topic  is  concerned 
with  the  profession  of  the  economic  geologist. 
"The  rapidly  increasing  use  of  earth  ma- 
terials promises  far  greater  calls  for  geologic 
aid  in  the  future  than  in  the  past.  The 
profession  is  in  its  infancy." 

As  a  whole,  the  volume  is  a  compre- 
hensive source  book  on  mineral  resources. 
^Vhile  parts  of  it  are  technical  and  hard  for 
the  layman  to  read,  it  contains  a  wealth 
of  information  which  the  business  world 
needs.  In  spite  of  the  fact  that  it  is  more 
of  a  textbook  for  university  courses  in 
economic  geology  than  anj'thing  else,  it 
represents  a  verj'  valuable  contribution  to 
the  more  or  less  technical  phases  of  business 
literature. 


THE  FOREMAN  AND  HIS  JOB 

By  Charles  R.  Allen,  Sometime  Agent  for  the  Industrial  Training  of  Boys  and  Men, 
Massachusetts  Board  of  Education;  Superintendent  of  Instructor  Training,  U.S.S.B. 
Emergency  Fleet  Corporation;  Special  Agent,  Federal  Board  for  Vocational  Educa- 
tion; In  Charge  of  Foreman  Conferences,  Employment  Manager  Section,  Chamber 
of  Commerce,  \iagara  Falls,  New   York.     526  pp.     J.  B.  Lippincott  Company 

Reviewed  By  Clementine  Paddleford* 


Tray  in  haml,  the  foreman  conference 
leader  passes  along  the  tables  of  Mr.  Allen's 
cafeteria  of  ideas,  and  selects  in  any  desired 
order  from  the  jumbled  array  of  odd  dishes  of 
information  prepared  from  the  experience 
of  many  foremen,  whatever  he  considers 
suitable  for  his  purpose. 

♦Special  Reviewer  for  .idniinistrntion. 


Here  he  finds,  dished  out  in  generous 
servings,  information  dealing  with  all 
phases  of  the  foreman's  job,  seasoned  with 
practical  suggestions  dipped  piping  hot 
from  the  kettle  of  experience.  This  infor- 
mation set  down  with  little  idea  of  order  is 
not  attractively  served.  There  are  no 
fancy  trimmings,  no  attempt  at  style,  no 
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attempt  at  cleverness;  there  are  no  des- 
serts, no  appetizers,  but  plain  substantial 
dishes,  one  as  good  as  another — this  is  what 
Mr.  Allen  has  to  ofiFer  foremen  and  foremen 
conference  leaders  in  his  book  "The  Fore- 
man and  His  Job." 

The  material  is  designed  to  be  usable 
rather  than  readable.  This  is  perhaps  the 
reason  for  the  "cafeteria  metliod"  of  pres- 
entation. Through  this  method  the  con- 
ference leader  may  select  in  any  order  by  the 
use  of  the  table  of  contents,  those  things 
which  he  desires.  The  work  is  essentially  . 
a  compilation  of  points  tliat  have  been 
brought  up  and  discussed  in  conferences 
of  foremen  where  the  purpose  was  to  pro- 
vide an  opportunity  for  the  "pooling"  of 
experiences  and  the  free  discussion  of  mat- 
ters affecting  the  foreman's  job.  Because 
the  order  of  presentation  is  not  of  necessity 
followed,  in  a  number  of  chapters  there  is 
considerable  repetition,  and  for  this  reason 
each  chapter  must  be  considered  as  an  in- 
dependent unit. 

It  is  evident  that  the  book  may  be  used 
to  serve  two  purposes: 

1.  Toassist  anyone  who  might  have  the  respon- 
sibility of  conducting  a  foremen's  conference  by 
placing  at  his  disposal  a  considerable  amount 
of  information  on  which  he  might  draw  in  making 
up  programs  and  in  planning  the  work  for  a 
series  of  such  meetings. 

2.  To  provide  pointed  material  that  may  under 
suitable  conditions  be  placed  in  the  hands  of  the 
conference  members. 

No  attempt  has  been  made  to  make  the 
discussions  complete,  or  to  cover  all  possible 
points,  or  even  to  completely  cover  the 
foreman's  entire  job.  In  using  the  book 
it  will  be  necessary  to  both  select  and  sup- 
plement. 

For  a  proper  understanding  of  the  work 
it  is  necessary  that  the  reader  possess  the 
necessary  job  knowledge  as  to  the  different 
jobs  under  his  supervision,  for  the  work 
does  not  deal  in  any  way  with  the  methods 
by  which  trade  processes  and  operations  are 
carried  on,  that  is  with  the  ways  of  doing 
production  jobs.  The  material  is  intended 
to  be  used  in  connection  with  trade  exten- 
sion work  in  foremanship  rather  than  in 
preparatory  training. 

Part  I  gives  a  bird's-eye  view  of  the  fore- 
man in  the  plant  pointing  out  some  of  the 


responsibilities  and  opportunities  that  go 
with  his  job.  Several  paragraphs  of  the 
opening  chapter  give  a  brief  outline  of  the 
grov\'th  of  the  foreman's  job  from  its  origin 
in  the  days  when  crude  tools  were  used 
down  to  the  present  time  of  complicated 
machines.  Particularly  does  Mr.  Allen 
realize  the  importance  of  the  foreman's  job 
in  the  industry  of  our  country,  and  from  the 
opening  of  the  book  he  continually  strives 
to  make  the  foreman  feel  that  he  holds  an 
important  place  on  the  "firing  line"  of 
American  industries.     He  says: 

We  must  invent  new  types  of  equipment,  but 
the  foreman  is  the  man  who  must  see  that  it  is 
operated  effectively  and  not  abused.  We  must 
perfect  processes,  but  it  is  the  foreman  who  must 
see  that  the  conditions  are  such  that  the  men 
can  do  a  first-class  job.  We  must  cut  down 
turnover  and  save  the  cost  of  continually  chang- 
ing our  force,  and  here  again  the  foreman  can  do 
more  than  any  other  man  to  bring  this  about. 

Like  anybodj'  else  in  a  "team"  a  foreman 
has,  in  his  particular  position,  certain  kinds 
of  responsibilities  that  go  with  the  particu- 
lar job.  At  some  length  Mr.  Allen  speaks 
of  these  responsibilities  and  of  what  must 
be  done  to  discharge  them  efficiently.  He 
explains  the  meaning  of  the  word  "job"  as 
he  uses  it  in  the  discussions.  In  a  general 
way  a  job  means  anything  that  a  man  is 
paid  to  do.  In  this  sense  everyone  con- 
nected with  a  plant  has  a  job  from  the  head 
of  the  organization  on  down.  A  work  job 
is  one  that  is  carried  on  by  a  member  of  tlie 
working  force.  Jobs  that  deal  directly  with 
the  product,  that  get  the  product  one  step 
further  along  in  the  manufacturing  process, 
the  author  calls  production  jobs  and  all 
other  kinds  of  jobs  are  referred  to  as  service 
jobs.  Li  general  in  any  concern  there  are 
two  kinds  of  jobs  which  may  for  conven- 
ience be  called  responsibility  jobs  and  work 
jobs.  These  jobs  are  made  up  of  opera- 
tions, and,  as  a  result  of  these  operations, 
the  stock  or  whatever  is  worked  upon  is 
changed  in  some  way  and  a  product  ob- 
tained. Responsibility  jobs  are  not  made 
up  of  operations  but  of  responsibilities,  that 
is  the  man  on  the  job  is  paid  to  see  that 
something  is  done — but  not  to  do  it  himself. 
A  foreman  has  a  responsibility  job  which 
may  consist  of  any  or  all  three  of  these 
responsibility  jobs. 
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To  illustrate  his  point  Mr.  Allen  resorts 
to  graphic  outlines  and  under  the  heading, 
"A  Bird's-Eye  View  ot  the  Foreman's  Job," 
he  gives  the  following  outline: 

[Knowing  his  super- 
visory job 

I  Putting  over  his  su- 
pervisory job 

[Knowing  his  mana- 
gerial job 

I  Puttingover  hisman- 
agerial  job 

I  Knowing  his  instruc- 
tion job 

I  Putting  over  his  in- 
struction job 


The  Job 


Supervision 


Management 


Instruction 


In  putting  across  his  job  a  foreman  may 
slip  up  in  management  or  supervision, 
either  because  he  does  not  know  his  respon- 
sibilities, or  more  often  because  he  does  not 
realize  them.     Mr.  Allen  says: 

Suf)ervision  is  a  definite  thing,  either  the  job 
gets  done  or  it  doesn't  get  done.  There  is  no 
half-way  business  about  it,  whereas  management 
is  always  a  ease  of  doing  the  best  that  one  can. 
Supervision  must  be  either  good  or  bad;  manage- 
ment may  be  of  all  degrees  of  effectiveness. 

He  explains  that  in  management  a  man 
must  often  guess  how  to  put  the  job  across, 
acting  on  all  the  information  that  he  has 
and  using  his  experience  to  the  best  advan- 
tage. In  supervision  he  practically  always 
knows  what  ought  to  be  done,  though  he 
may  not  always  do  it.  As  a  supervisor  a 
foreman  is  concerned  with  making  his 
supervision  100  per  cent,  as  a  manager  he  is 
concerned  with  making  his  management  as 
good  as  he  can. 

As  a  summary  of  the  statements  made 
which  indicate  the  relationship  of  super- 
visory responsibilities,  managerial  responsi- 
bilities, cost  elements,  managerial  problems, 
and  ways  and  means,  the  following  formula 
is  given: 

Supervisory  responsibility  =  managerial  respon- 
sibility =  cost  elements  =  a  managerial  problem  = 
ways  and  means. 

It  is  pointed  out  that  all  foremen's  jobs 
are  alike,  although  the  work  jobs  in  the 
various  departments  are  different,  so  that 
from  a  standpoint  of  job  knowledge  each 
foreman  must  have  a  different  brand.  They 
all    have    the    same    kind    of    supervisory 


responsibilities,  some  kind  of  managerial  re- 
sponsibilities and  some  kind  of  instructing 
responsibilities.  The  problems  as  to  how 
to  put  the  jobs  across  effectively  are  quite 
independent  of  the  nature  of  the  special 
jobs  in  this  foreman's  department  or  that 
foreman's  department.  Although  in  gen- 
eral aU  foremen  have  the  same  kind  of  jobs, 
it  is  true  that  foremen  of  different  plants 
and  sometimes  of  the  same  plant  but  of 
different  departments  will  not  have  the 
same  number  or  kind  of  responsibilities 
because  of  the  different  ways  in  which  the 
plants  are  organized. 

Primary  to  the  success  of  any  foreman  is 
the  knowledge  and  use  of  analysis,  believes 
Mr.  Allen,  and  more  than  400  pages  of  the 
book  are  devoted  to  explaining  the  method 
of  analysis  as  applied  to  those  jobs  with 
which  a  foreman  has  to  deal.  Analysis,  as 
he  defines  it,  simply  means  determining  of 
what  anything  is  made.     He  says: 

Before  a  foreman  can  give  attention  as  to  how 
be  can  best  discharge  his  responsibilities,  be  must 
evidently  know  just  what  he  has  got  to  discharge; 
that  is,  he  must  divide  up  his  duty  into  the 
definite  responsibilities  of  which  it  is  composed. 
He  must "  unscramble  the  omelette,"  so  to  speak, 
and  separate  the  different  eggs,  so  that  he  can 
look  at  them  and  see  what  they  are  before  he  can 
do  anything  about  them.  This  simply  means 
that  in  some  wa}%  he  must  make  a  classified 
analysis  of  his  job,  so  that  he  can  stand  off  and 
look  at  it. 

In  detail  he  describes  the  methods  by 
which  the  supervision,  managerial,  and 
instructing  jobs  of  a  foreman  can  be  laid 
out  up  to  the  determination  of  the  general 
responsibilities.  For  the  foreman  who  may 
wish  to  carry  his  job  beyond  the  point  of 
general  responsibilities  into  detailed  respon- 
sibilities, Mr.  Allen  shows  how  the  layout 
can  be  extended  further  in  detail  by  laying 
out  the  general  responsibilities  into  detailed 
responsibilities  and  then  laying  out  the 
specific  responsibilities  that  go  witli  each 
detailed  responsibility.  The  book  is  rich 
in  suggestive  forms  for  layouts,  which  are 
used  in  explaining  the  best  methods  of 
handling  analysis.  For  conference  leaders 
these  sample  forms  should  prove  serviceable 
in  preparing  material  for  programs.  How- 
ever, each  leader  must  develop  the  charts  to 
a  considerable  extent  in  accordance  with 
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the  special  make-up  of  his  groups  and  the 
special  character  of  his  program. 

Just  as  it  is  possible  to  divide  all  the 
responsibilities  in  a  given  field  among  the 
different  blocks  in  the  field,  so  is  it  possible 
to  divide  all  the  responsibilities  in  a  given 
block  into  groups  that  are  called  general 
responsibilities,  so  that  one  block  may  be 
broken  up  into  any  necessary  number  of 
general  responsibilities  according  to  the 
general  responsibility  base  or  as  it  is 
more  commonly  called,  the  classification 
base. 

In  discussing  the  managerial  problems  of 
supervision,  Mr.  Allen  says  in  regard  to  the 
disadvantages  of  the  "guess"  method  fre- 
quently used: 

The  great  disadvantage  of  the  "guess"  method 
for  handling  balance  and  completeness  is  that 
the  foreman  has  no  guarantee  either  that  he  has 
completely  covered  Lis  job  or  that  he  has  dis- 
tributed his  supervision  according  to  the  different 
requirements  of  different  operating  points.  He 
has  only  his  past  experience  and  his  general 
notions  to  go  by.  He  guesses  that  "BiU  Jones 
is  safe  for  a  while"  and  that  he  has  "to  see  what 
Sam  is  doing."  \Yith  the  guess  method  he  is 
hable  not  to  cover  points  that  especially  need 
covering,  and  put  time  on  points  that  do  not  need 
attention. 

A  good  deal  of  the  danger  of  the  method  lies  in 
the  fact  that  a  man  looking  out  for  a  number  of 
jobs  is  very  liable  to  lose  his  sense  of  relative 
values  on  supervisory  points.  Some  men  are 
liable  to  get  into  the  habit  of  making  their  rounds 
and  "picking  things  up  as  they  come"  instead  of 
planning  their  supervision  according  to  high  and 
low  supervisory  points.  Another  difficulty  lies 
in  the  fact  that  foremen  who  are  thoroughly 
familiar  with  their  jobs  may  have  dropped  into  a 
certain  routine  based  upon  convenience,  layout 
of  the  plant,  etc.,  and  which  was  not  originally 
based  on  any  definite  study  of  the  supervisory 
requirements  of  the  job.  The  guess  method  has 
all  the  disadvantages  of  the  old  method  of  build- 
ing a  ship  by  whittling  out  a  model,  as  compared 
with  the  present  method  of  naval  construction. 
A  man  may  do  a  good  shipbuilding  job,  but  he 
does  not  know  how  he  did  it  or  why  he  got  a  good 
job. 

Of  course,  many  intelligent  and  experienced 
foremen  do  a  good  supervising  job  by  the  guess 
method,  but,  in  general,  they  have  to  work 
harder  and  are  always  in  danger  of  letting  points 
get  by,  especially  when  the  character  of  the  work 
changes.  The  guess  method  is  liable  to  lead  to  a 
situation  where  the  work  runs  the  foreman  in- 
stead of  the  foreman  running  the  work. 
7 


Perhaps  the  most  interesting  discussion 
of  the  text  is  that  of  "carelessness  on  the 
job."  As  some  of  the  most  common  and 
yet  the  most  difficult  problems  with  which 
the  foreman  has  to  deal  both  as  a  supervisor 
and  as  a  manager  come  out  of  carelessness 
on  the  job,  it  is  with  particular  interest  that 
we  read  the  following  discussion : 

A  foreman  as  a  manager  can  handle  careless- 
ness in  two  ways.  First,  he  can  wait  until  some- 
thing happens  through  carelessness  and  then  find 
some  way  to  prevent  the  same  thing  happening 
again;  and  often  his  method  of  doing  this  is  sim- 
ply to  fire  the  man,  which,  as  pointed  out  later, 
is  not  dealing  with  the  problem  at  all  in  a  man- 
agerial way.  Second,  he  can,  by  study  and  plan- 
ning, anticipate  the  points  at  which  carelessness 
occurred,  and  tlie  conditions  under  which  it  may 
occur;  and  by  carefully  considering  what  special 
precautions  should  be  taken,  before  the  careless- 
ness happens,  may  head  it  off  in  any  particular 
form  in  which  it  happens  to  come  up. 

Carelessness  as  discussed  by  Mr.  Allen 
means  carelessness  that  results  in  increasing 
the  cost  of  the  job.  It  is  taken  up  at  length 
not  because  of  the  evident  direct  cost  ele- 
ments but  because  according  to  the  way  it 
is  handled  as  a  managerial  problem  it  can 
very  seriously  affect  concealed  costs  that 
are  often  not  connected  with  it  in  the  minds 
of  many  people,  especially  in  connection 
with  discharge,  reduced  production,  and 
turnover.  On  page  438  a  complete  analysis 
layout  is  given  for  a  managerial  problem 
on  carelessness  on  the  job. 

By  far  not  the  least  value  of  the  book  are 
the  two  excellent  appendices,  the  first  show- 
ing the  use  of  the  book  in  connection  with 
foreman's  conferences,  and  the  second 
giving  a  classified  layout  of  some  possible 
supervisory  responsibilities  in  a  foreman's 
job.  Appendix  A  dealing  with  the  use  of 
the  text  in  connection  with  conferences  is 
divided  into  two  sections:  Section  1  indi- 
cating briefly  some  ways  in  which  a  confer- 
ence leader  may  use  this  material  to  advan- 
tage, and  Section  2  giving  information 
based  on  the  experience  of  those  who  have 
been  conducting  conferences,  as  to  the 
most  effective  way  in  which  it  can  be  used 
when  placed  in  the  hands  of  the  men. 

Mr.  Allen's  book  is  not  intended  for  a 
"reading"  book  nor  is  the  material  pre- 
pared with  the  idea  that  it  would  be  used 
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as  a  text  from  which  assigned  readings  were 
to  be  given  as  lessons.  The  different  sub- 
jects are  not  completely  treated,  the  dis- 
cussions are  not  complete,  the  whole  ar- 
rangement being  suggestive  rather  than 
authoritative.  The  book  does  not  read 
smoothly  as  the  sentences  are  long  and  com- 
plicated and  there  is  a  vast  amount  of  repe- 
tition of  fact,  as  each  chapter  is  treated  as 
a  separate  unit. 

Experience  has  shown  that  it  is  undesir- 
able to  give  men  a  considerable  amount  of 
the  material  at  the  beginning  of  a  conference 
meeting,  because  attempts  to  "read  ahead" 
tend  to  produce  more  or  less  confusion  of 
thought.     In  order  to  meet  this  situation 


and  at  the  same  time  allow  for  consider- 
able latitude  in  both  the  selection  and  the 
order  of  subjects,  Mr.  Allen  has  had  the 
material  made  up  in  parts  that  can  be  pro- 
cured in  sets.  It  is  his  opinion  that  it  is 
far  better  for  conference  leaders  to  "feed 
out"  these  sets  one  at  a  time  as  the  work 
goes  on. 

Although  primarily  the  book  will  be  of 
the  most  service  to  conference  leaders  it  can 
nevertheless  be  used  by  foremen  and  other 
minor  executives  who  are  interested  in  get- 
ting a  panoramic  view  of  their  jobs  and 
who  are  interested  in  ways  and  means 
whereby  their  work  may  be  carried  on  more 
effectively. 
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The  business  man  who  wishes  to  keep 
abreast  of  developments  in  the  field  of  cur- 
rent business  literature  should  not  forego 
Westerfield's  "Banking  Principles  and 
Practice"  upon  the  assumption  from  the 
title  that  the  work  is  for  the  technical 
banker  and  the  student.  Even  if  it  were 
strictly  a  treatise  on  the  theory  and  tech- 
nique of  banking  it  would  be  worth  while 
coming  in  such  comprehensive  form  from  so 
careful  and  thoughtful  an  observer  as  Pro- 
fessor Westerfield.  But  it  is  much  more. 
This  five-volume  work  covers  the  whole 
field  of  the  theory  and  practice  of  modern 
banking  and  the  closely  related  questions 
of  money  and  credit. 

Volume  I  deals  with  the  "Elements  of 
Money,  Credit,  and  Banking."  In  this 
day  when  the  gold  standard  has  been 
temporarily  abandoned  in  Europe  with  but 
little  hope  of  early  restoration,  and  all  too 
many  Americans  listening  to  the  siren  voice 
of  cheap  money — Muscle  Shoals  dollars — 
it  is  well  to  re-examine  the  fundamental 
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principles  of  money  and  the  history  of  our 
own  monetary  system.  To  be  conversant 
with  our  greenback  experience  and  with 
the  free  silver  episode  is  to  be  fortified 
against  the  cheap  money  fallacies  now  being 
heard.  As  the  slow  grinding  processes  of 
deflation  work  themselves  out  with  result- 
ing business  lethargy  and  unemployment, 
it  is  of  especial  importance  that  the  business 
man  and  the  wage-earner  shall  understand 
the  interrelations  of  credit  and  prices,  the 
effect  of  money  and  bank  deposits  on  prices, 
and  the  causes  of  overproduction  and  un- 
employment so  simply  presented  in  this 
volume. 

Volume  II  is  a  historical  and  descriptive 
treatment  of  "The  Banking  System  of  the 
United  States,"  and  includes  a  most  satis- 
factory discussion  of  the  federal  reserve 
system.  Though  more  than  seven  j-ears 
have  passed  since  this  system  went  into 
effect  scarcely  more  than  one-third  of  the 
banking  institutions  of  the  country  have 
become  members.  All  national  banks  were 
required  to  join  and  a  very  large  majority 
of  the  large  state  commercial  banks  and 
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trust  companies  have  voluntarily  done  so. 
It  should  be  iniderstood  that  most  of  the 
banks  which  are  not  members  have  been 
debarred  on  account  of  their  small  caj)ital 
or  because  their  business  is  not  primarily 
commercial.  And  yet  it  is  often  said  that 
the  federal  reserve  system  has  never  really 
been  "sold"  to  business  and  to  banks 
throughout  the  country.  It  might  be 
supposed  that  its  memorable  achievements 
in  support  of  the  war,  though  designed 
primarily  as  a  peace  rather  than  a  war 
mechanism,  and  its  no  less  invaluable  serv- 
ice in  cushioning  the  fall  of  business  from 
inflated  price  levels  after  the  war  to  present 
levels,  would  have  demonstrated  its  excel- 
lence to  the  most  critical.  And  yet  criticism 
persists,  largely  due  to  ignorance  and 
partisanship.  Recently  it  has  been  threat- 
ened with  the  intrusion  of  politics,  a  virus 
that  killed  both  the  First  and  the  Second 
Bank  of  the  United  States  in  the  early 
history  of  the  nation.  The  agricultural 
bloc  in  Congress  trading  upon  the  existing 
depression  of  the  farmer  has  sought  to 
secure  the  appointment  to  the  federal  re- 
serve board  of  a  "dirt"  farmer,  or  at  least 
a  representative  of  the  farming  interest, 
upon  the  assumption  that  by  some  financial 
legerdemain  such  representation  would 
assure  freer  access  by  the  farmer  to  the 
resources  of  the  system.  A  better  under- 
standing of  the  functions,  the  mechanism, 
and  the  achievements  of  that  system 
through  a  careful  reading  of  this  volume 
should  arouse  the  business  men  of  this 
country  to  the  necessity  of  safeguarding  it 
from  political  or  class  control. 

This  volume  also  has  a  convenient  sum- 
mary of  the  functions  and  operations  of 
other  types  of  banking  institutions — state 
banks,  trust  companies,  postal  savings  and 
school  savings  banks,  building  and  loan 
associations,  Morris  Plan  banks,  cattle  loan 
companies,  the  joint-stock  land  banks  and 
the  federal  farm  loan  system.  In  the  last 
two  chapters  bank  officials  will  find  a 
serviceable  reference  to  bank  organization 
and  conversion  and  to  charter  changes, 
consolidation,  and  liquidation. 

Volume  III  is  devoted  to  the  internal 
organization  and  the  routine  operations  of 
domestic  banking.  Stockholders  and  di- 
rectors will  find  here  a  clear,  non-technical 


discussion  of  their  duties,  rights,  liabilities, 
and  limitations.  To  the  general  reader  and 
customer  of  the  bank  a  clear  picture  is 
presented  of  the  internal  operations  of  the 
machinery  of  evcry-day  banking,  and  of 
the  varied  services  the  modern  bank  renders 
its  customers.  In  view  of  the  pending 
controversy  and  legislation  concerning  the 
par  collection  of  checks  the  chapters  on 
"Country  Collections"  and  the  "Federal 
Reserve  Collection  System"  are  of  special 
interest  and  significance. 

Volume  IV  continues  the  discussion  of 
the  modern  bank's  operations  pertaining 
to  discounts,  loans,  credits,  commercial 
paper,  and  investments  classified  under  the 
general  title  of  "Earning  Assets."  Chap- 
ters are  devoted  to  such  subjects  as  the 
mechanism  and  functions  of  the  Loan 
Department  and  the  way  it  handles  loans 
to  stock  brokers  and  loans  against  mer- 
chandise and  commodities.  In  language 
that  the  business  man  can  understand,  the 
author  presents  the  law  governing  loans 
and  discounts  and  negotiable  instruments 
such  as  warehouse  receipts  and  bills  of 
lading.  A  chapter  is  devoted  to  the  func- 
tions and  operations  of  "The  Credit  De- 
partment," another  to  "Financial  State- 
ments," and  still  another  to  "The  Bond 
Department."  Because  of  the  privilege 
extended  to  commercial  banks  by  an 
amendment  to  the  Federal  Reserve  Act 
under  which  they  may  act  as  registrar, 
transfer  agent,  trustee,  etc.,  the  chapter 
devoted  to  these  functions  is  timely  and 
serviceable. 

The  two  chapters  given  to  "  Commercial 
Paper"  and  the  "Discount  Market"  merit 
particular  attention  and  comment.  The 
establishment  of  the  federal  reserve  system 
brought  into  our  commercial  and  banking 
mechanism  two  new  types  of  l)usiness 
paper — the  trade  acceptance  and  the  bank 
acceptance.  Despite  the  superiority  of  the 
former  over  the  open  account  system  which 
it  is  designed  to  displace,  and  the  economy 
of  credit  effected  by  the  latter  as  well  as  its 
indispensability  under  modern  conditions 
especially  in  foreign  trade,  and  despite  the 
earnest  efforts  of  the  American  Acceptance 
Council  and  other  organizations  interested 
in  sounder  business,  the  growth  of  these 
instruments  has  been  comparatively  slow. 
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This  has  been  due  largely  to  a  lack  of 
understanding  of  how  to  use  them  properly 
and  of  their  fundamental  advantages.  The 
same  may  be  said  of  the  open  discount 
market.  How  many  business  men  or 
bankers  even  have  any  real  understanding 
of  the  open  discoxmt  market  or  appreciate 
its  significance  in  our  banking  and  credit 
mechanism  and  our  new  role  as  creditor 
nation?  The  chapters  treating  these  ques- 
tions are  clear  and  comprehensive  and 
leave  no  excuse  for  anyone  to  remain  unin- 
formed. 

Volume  V,  "The  Foreign  Division," 
deals  with  the  bank's  foreign  business,  and 
is  exceptionally  well  done.  Under  this  head- 
ing the  author  includes  "the  numerous 
departments  of  a  bank  that  handle  all 
financial  items  and  transactions  to  which  a 
foreign  state  or  a  firm,  association,  corpora- 
tion, or  citizen  of  a  foreign  state,  is  party." 
"The  Elements  of  Foreign  Exchange,"  so 
puzzling  to  the  average  American  business 
man,  are  presented  very  lucidlj^  in  two 
chapters,  and  another  chapter  discusses 
with  adequate  illustrations  the  functions 
and  operations  of  the  foreign  exchange 
trader.  Other  chapters  deal  with,  "The 
Foreign  Discount  Department,"  "Foreign 
Collections,"  "Commercial  Letters  of 
Credit,"     "Commercial     Credit     Depart- 


ments," and  "Miscellaneous  Departments 
Making  Up  the  Foreign  Division." 

Despite  the  disastrous  experiences  of 
many  of  our  banks  and  foreign  traders  who 
rushed  into  foreign  business  in  the  hectic 
days  of  post-war  high  profits  without 
adequate  knowledge  of  the  game,  and 
despite  the  "never  again"  attitude  of  many 
who  lost  heavUy  in  foreign  trade  ventures — 
as  they  did  also  in  domestic  business — 
when  the  slump  came,  our  foreign  trade, 
which  is  as  permanent  as  human  wants,  will 
again  come  into  its  own.  Neither  farmer 
nor  banker,  manufacturer  nor  laborer  will 
enjoy  normal  prosperity  until  it  does.  And 
its  lifeblood  is  banking,  credit,  and  finance, 
the  machinery  of  which  has  been  provided 
in  recent  years  through  the  federal  reserve 
system,  branch  banking,  the  Edge  law  and 
other  legislative  measures.  American  banks 
more  than  ever  have  laid  upon  them  the 
task  of  encouraging  and  stabilizing  foreign 
trade.  This  volume  should  prove  a  valua- 
ble guide. 

The  average  business  man  will  not  take 
time,  perhaps,  to  read  all  1300  pages  of 
this  exlaaustive  treatise,  but  no  business 
library  wUl  be  complete  without  it. 

As  usual  in  Ronald  Press  Company  books, 
this  set  has  detailed  tables  of  contents  and 
indexes  which  make  for  easy  reference. 


TARIFFS:  A  STUDY  IN   METHOD 

By  T.  E.  G.  Gregory,  B.Sc.  {Ecoii.),'<  London,  .Cassel 
Reader  in  Commerce  in  the  University  of  London,  x,  518 
pp.     C.  Griff  en  and  Company,  Limited,  London,  England 

Reviewed  by  H.  K.  Mdrphy* 


Here  is  a  new  tj'pe  of  book  on  the  tariff, 
a  technical  manual  for  consular  and  diplo- 
matic students  which  should  also  prove 
useful  to  anyone  else  who  is  interested  in 
the  construction  and  operation  of  tariffs. 
The  author  was  asked  to  give  a  series  of 
lectures  to  consular  students  at  the  London 
School  of  Economics  and  found  that  the 
technical  aspects  of  the  tariff  bad  never 
been  adequately  treated.  This  book  is 
intended  to  supply  the  need. 

*  Instructor  in  Industrial  Economics,  Carnegie  In- 
stitute of  Technology,  Pittsburgh,  Pennsylvania. 


Mr.  Gregory  is  not  interested  in  tariff 
theorj'  nor  in  the  effects  of  tariff  legislation. 
He  avoids  all  controversial  questions.  The 
nearest  approach  to  the  usual  treatment  of 
the  subject  is  his  discussion  of  the  incidence 
of  ad  valorem  and  specific  duties  under 
rising  and  falling  prices. 

It  is  not  to  be  assumed,  however,  that 
this  book  is  simply  a  compilation  of  facts 
and  that  its  author  is  without  opinion. 
In  the  preface  he  sums  up  very  concisely 
some  of  the  conclusions  to  which  his  in- 
vestigations have  led  him. 
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Without  in  any  way  committing  oneself  to  the 
protectionist  point  of  view,  it  is  clear  that  if  the 
United  Kingdom  ever  adopts  the  principle  of 
protection  there  are  certain  solutions  which,  on 
technical  grounds,  are  not  acceptable.  Thus, 
the  choice  between  specific  and  ad  valorem  duties 
has  been,  I  venture  to  think,  definitely  determined 
in  favor  of  the  former.  In  the  same  way,  there 
is  simply  no  question  as  to  the  necessity  for 
specialization  or  differentiation  between  different 
grades  of  the  same  commodity.  The  naive  idea 
of  the  uniform  rate  on  simple  categories,  such  as 
the  "Tariff  Reformers"  have  so  long  been  advo- 
cating, is  quite  untenable  in  view  of  the  historical 
evolution  tlu-ough  which  the  tariffs  of  other 
countries  have  gone.  In  the  same  way,  I  have 
tried  to  show  that  the  demand  for  a  "Scientific 
Tariff"  involves  very  difficult  questions  of 
political  and  administrative  expediency  which 
cannot  be  shirked  without  possible  disappoint- 
ment to  all  concerned. 

Although,  as  an  Englishman,  the  author 
naturally  emphasizes  the  tariffs  of  the 
British  Empire,  the  whole  field  of  tariff 
legislation  is  thoroughly  covered  and  illus- 
trations taken  from  all  of  the  important 
countries  of  the  world.  The  book  may 
roughly  be  di%nded  into  five  parts.  Of 
these  the  first  deals  with  the  general  princi- 


ples and  t\"pes  of  tariff  legislation  and  with 
tariff  making  bodies,  the  second  with  the 
classification  of  commodities  and  rates,  the 
third  with  differential  duties,  reciprocity 
and  colonial  preferences,  the  fourth  with 
viduation,  and  the  last  part  with  what  the 
author  calls  "Alleviations  of  the  Pro- 
tectionist Regime,"  i.  e.,  free  ports,  draw- 
backs, etc.,  and  with  commercial  treaties. 
The  part  which  would  probably  prove  most 
interesting  to  the  ordinary  reader  is  that 
dealing  with  the  subject  of  valuation  to 
which  the  author  devotes  some  one  hundred 
and  fifty  pages  and  in  which  he  includes 
considerable  material  based  upon  United 
States  experience. 

In  conclusion,  it  might  be  said  that  this 
book  will  not  provide  recreation  for  the 
tired  business  man  and  should  be  avoided 
by  him  unless  he  really  desires  an  intelligent 
understanding  of  tariffs.  It  might,  how- 
ever, be  read  with  profit  by  all  the  mem- 
bers of  Congress  and  some  philanthropist 
might  well  confer  a  benefit  on  the  coun- 
try as  a  whole  by  donating  a  copy  of  this 
book  to  each  member  of  the  various  con- 
gressional committees  concerned  with  tariff 
legislation. 


THE  MIND  OF  THE  BOTR 

By  Harry  Dexter  Kimball,     x,  211  pp.      The  MacmUlan  Company 

RE^^E^VED  by  A.  S.  Doxaldsox  * 


It  is  not  exaggeration  that  impels  me  to 
say  that  "The  Mind  of  the  Buyer,"  by 
Professor  Kitson,  is  one  of  the  most  in- 
teresting and  informative  books  dealing 
with  the  psychology  of  selling  that  I  have 
read. 

He  treats  psychology,  not  as  the  study 
of  mysticism  but  as  "the  science  which 
aims  to  describe  and  explain  the  conduct  of 
living  creatures."  He  clearly  shows  the 
advantage  of  this  .science  when  backed 
by  evidence  from  statistical  studies,  labo- 
ratory experiments,  and  historical  research 
over  the  rule  of  thumb  psychology  of  some 

•Superintendent  of  Training,  R.  H.  Macy  and 
Company,  New  York  City. 


business  men  which  is  neither  representa- 
tive nor  universal,  systematic  nor  accurate. 
The  author  makes  frequent  use  of  the 
assumption  that — "We  may  regard  modern 
selling  practices,  then,  as  products  of  uncon- 
scious evolution.  In  the  struggle  for  exist- 
ence in  the  world  of  publicity,  certain  fea- 
tures have  survived  because  of  certain 
psychological  elements  of  strength  and  fit- 
ness. They  exemplify  a  sort  of  economic 
'survival  of  the  fittest.'"  They  have 
"established  their  utility  by  their  persist- 
ence in  advertising."  He  assumes  "that 
by  surveying  the  practices  of  the  past  and 
by  discovering  which  ones  have  survived 
and  which  have  failed,  we  may  modify  our 
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practices  and  find  a  shorter  and  more  eco- 
nomical road  to  business  success. " 

To  this  end  he  gives  the  results  of  several 
valuable  statistical  studies  in  advertising, 
and  states  exact  figures  wherever  possible. 

The  modern  ideals  of  salesmanship  are 
not  neglected.  "In  the  previous  period 
it  was  customary  to  give  the  buyer  as  little 
as  possible  for  his  money.  In  the  modern 
period  the  ideal  is  to  give  as  much  as  pos- 
sible. "  Service  is  also  considered  in  this 
attitude:  "So  common  has  this  feature 
of  selling  become  that  we  might  broadly 
affirm  that  one  no  longer  sells  material  com- 
modities, but  Service."  The  seller  must 
"keep  as  his  goal  the  welfare  of  the  buyer" 
.  .  .  and  though  he  may  go  far  toward 
success  by  applying  the  subtilities  of 
psychological  lore,  he  will  go  still  farther 
if  he  places  one  rule  before  all  others  — 
the  old-fashioned,  unselfish  doctrine  em- 
bodied in  the  Golden  Rule." 

Although  the  author's  method  is  very 
scientific  and  gives  frequent  analyses  and 


tabulations  of  the  factors  involved,  his 
style  is  non-technical. 

Not  only  is  the  text  presented  in  a  concise 
and  logical  manner,  but  still  more  impor- 
tant, the  author  practices  what  he  preaches; 
he  "sells"  his  book  to  the  reader  as  the  skil- 
ful salesman  sells  his  merchandise  to  the 
consumer.  In  other  words.  Professor  Kit- 
son's  theories  are  put  into  practice  in  the 
compilation  of  his  little  study  on  the  Psy- 
chology of  Selling. 

I  am  convinced  that  the  book  is  sound 
in  principle  and  practical  in  application. 
As  a  result  of  the  method  of  compilation 
the  reader's  interest  is  held  to  the  end,  and, 
therefore,  the  mental  stream  is  not  allowed 
to  be  diverted. 

"The  Mind  of  the  Buyer,"  will  surely 
prove  to  be  a  valuable  manual  for  all  adver- 
tisers, buyers,  and  sellers.  Before  long, 
many  of  Macy's  prominent  executives  will 
have  read  this  book  and  I  am  sure  that  they 
will  bear  out  the  statements  which  I  have 
made. 


PRINCIPLES   OF   RAILROAD   TRANSPORTATION 

By  Emory  R.  Johnson,  Ph.D.,  Sc.D.,  Dean  of  the  Wharton  School  of 
Finance  and  Commerce,  University  of  Pennsylvania,  and  Thurman  W. 
Van  Metre,  Ph.D.,  Associate  Professor  of  Transportation,  School  of 
Business,  Columbia  University.     617  pp.   D.   Appleton  and  Company 

Reviewed  by  Wayne  E.  Butterbaugh* 


In  the  fifth  edition  of  this  pioneer  text- 
book on  Railroad  Transportation  the  au- 
thors have  brought  their  material  up  to  date 
by  rewriting  several  chapters,  condensing 
others,  and  adding  new  ones.  The  new 
chapters  deal  with  the  recent  changes  in 
railroad  legislation  and  operation,  since  the 
former  edition  of  1916.  During  the  past 
few  years  transportation  history  has  been 
made  in  greater  volume  and  with  greater 
rapidity  than  in  any  other  era. 

The  two  outstanding  events  of  this  pe- 
riod were  government  operation  of  the  lines 
under  the  Railroad  Administration  and  the 

♦  Associate  Professor  of  Transportation,  Syracuse 
Uuixersity,  College  of  Business  Administration,  Syra- 
cuse, New  York. 


termination  of  federal  control  h\  the  Trans- 
portation Act  of  1920.  These  subjects  are 
most  fairly  and  conservatively  treated  in 
Chapters  XXVIII  and  XXIX.  The  causes 
leading  up  to  the  railroad  difficulties  which 
immediately  preceded  and  necessitated 
government  control  are  clearly  outlined 
and   explained: 

The  principal  cause  of  the  railroad  difficulties 
following  1910  was  the  steady  advance  in  the 
costs  of  railroad  operation  without  a  proportion- 
ate increase  in  railroad  earnings.  The  reason 
for  tlie  increase  of  operating  costs  was  the  gen- 
eral rise  in  prices,  which  began  about  1897  and 
did  not  end  until  1920. 

The  authors  continue  by  tracing  the 
steps  taken  by  the  lines  to  secure  increased 
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revenue  through  their  requests  for  freight 
rate  advances  of  10  per  cent  in  1910,  5  per 
cent  in  1913,  5  per  cent  in  1914,  and  15  per 
cent  in  1917.  The  Interstate  Commerce 
Commission  granted  the  1914  request  but 
Utile  or  no  advances  at  other  times.  The 
railway  managers  and  stockholders  had 
been  complaining  for  several  years  of  the 
"niggardly"  treatment  the  carriers  were 
receiving  from  the  commission.  It  was 
through  these  interests  that  the  clause 
covering  rate  making  was  included  in  the 
Transportation  Act.  The  authors  point 
out  that  the  above  legislative  action  taken 
in  19'20  was  a  direct  result  of  the  unfavor- 
able rate  decisions  handed  down  by  the 
Interstate  Commerce  Commission  prior  to 
federal    control. 

The  futile  efforts  of  the  railroad  managers 
to  ward  off  government  operation  are 
traced  as  follows: 

Late  in  November  (1917)  the  carriers  in  the 
eastern  district  took  the  drastic  step  of  pooling 
"all  available  facilities  on  all  roads  east  of  Chi- 
cago ...  to  the  extent  necessary  to  furnish 
ma.ximum  freight  movement."  .  .  .  Had  this 
step  toward  operating  unity  been  taken  several 
months  sooner  it  is  probable  that  the  private 
operation  of  railroads  would  have  been  taken  sev- 
eral months  sooner.  Unfortunately  it  had  not 
been  possible  to  obtain  such  action  earlier 
through  the  voluntary  co-operation  of  the  eastern 
lines. 

There  were,  of  course,  many  complaints 
as  to  the  management  of  the  carriers  regis- 
tered by  the  shippers  and  traveling  public. 
These  were  in  most  cases  well  grounded, 
due  mostly  to  the  inconvenience  made 
necessary  by  the  more  important  move- 
ment of  troops  and  their  supplies. 

Soon  after  the  Railroad  Administration 
took  over  the  lines  a  general  25  per  cent 
increase  in  all  freight  rates  was  put  into 
effect  as  well  as  an  increase  in  passenger 
fares  and  many  special  services.  But  even 
this  seemingly  radical  advance  in  rates 
proved  inadequate  to  cover  the  rapidly 
increasing  operating  costs.  The  outstand- 
ing feature  of  the  entire  period  of  federal 
control  is  that  of  the  huge  deficit  incurred. 
Excessive  operating  expenses  over  revenues 
for  26  months  amounted  to  $900,000,000. 
It  was  the  publishing  of  these  alarming 
figures  during  Director  Hincs'  office  that 


brought  the  American  people  to  the  realiza- 
tion of  the  Administration's  inefficiency. 
It  is  a  matter  of  years  and  several  million 
dollars  in  taxes  before  a  final  day  of 
reckoning. 

After  hostilities  ended  in  Europe  the  era 
of  domestic  reconstruction  had  to  be  met 
by  constructive  policies.  The  liig  question 
before  the  public  in  general,  and  Congress  in 
particular  was:  "What  shall  we  do  with 
the  railroads?"  The  government  finally 
solved  the  problem  with  the  Transporta- 
tion Act.  This  measure,  becoming  effec- 
tive February  28,  1920,  is  undoubtedly  the 
greatest  step  ever  taken  by  any  legisla- 
tive body  in  promoting  railroad  develop- 
ment. The  many  amendments  to  the 
Interstate  Commerce  Law^  especially  the 
one  outlining  a  rule  to  be  followed  by  the 
Interstate  Commerce  Commission  in  mak- 
ing rates,  are  most  important.  In  regard 
to  the  present  status  of  the  railroads  the 
authors  state  that: 

With  declining  costs  of  operation  and  with 
favorable  prospects  for  a  revival  of  general  busi- 
ness prosperity  the  outlook  for  the  railroads  is 
considerably  brighter  than  it  has  been  at  any 
time  since  the  termination  of  federal  control. 
But  the  transportation  system  wUl  probably 
suffer  for  several  years  to  come  from  the  unfor- 
tunate conditions  that  it  was  subjected  to  during 
the  war  and  during  the  period  of  reconstruction. 
The  misfortunes  of  the  railroads  have  been  due 
in  a  large  measure  to  the  unwise  financial  policy 
of  the  Railroad  .\dministration.  There  was  no 
justification  for  the  .\dministration's  policy  of 
operating  the  railroads  at  a  loss.  .  .  .  Instead  of 
accumulating  a  surplus  for  the  u.se  of  the  rail- 
roads the  Railroad  •\dministration  kept  rates 
unreasonably  low  and  incurred  a  deficit.  ...  It 
was  a  grave  error  to  permit  the  current  of  rail- 
road finance  to  run  counter  to  the  current  in 
other  branches  of  economic  actiN-ity. 

In  concluding  their  discourse  on  the 
modern  history  of  American  railroad  trans- 
portation the  situation  is  summed  up  as 
follows : 

Whatever  may  be  the  trend  of  the  railroad 
situation  in  the  immediate  future,  it  must 
not  be  supposed  that  the  railroad  system  of  the 
United  States  will  be  permitted  to  undergo 
physical  and  financial  collapse.  Of  all  the  great 
economic  activities  of  the  country  none  is  so 
indispensable  as  adequate  transportation.  The 
Transportation  .\ct  gives  evidence   that    Con- 
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gress  is  disposed  to  adopt  a  constructive  policy 
under  which  the  railroad  business  will  become 
strong  and  prospverous,  so  that  it  can  expand  at 
a  normal  rate,  maintain  its  credit  and  serve  the 
needs  of  the  nation.  The  law  has  been  in  effect 
but  a  short  time  and  conditions  have  been  so 
abnormal  that  it  is  yet  impossible  to  determine 
whether  further  legislation  will  be  necessary.  It 
would  be  unwise  to  make  any  radical  changes 
until  the  present  law  has  been  adequately  tested 
under  normal  conditions. 

The  authors  set  forth  their  position  as 
opposed  to  government  ownership  in  these 
words : 

While  it  seems  clear  that  government  regula- 
tion rather  than  government  ownership  is  to  be, 
and  ought  to  be,  favored  in  the  United  States,  it 
is  equally  apparent  that  the  past  few  months  of 
regulation  have  not  been  entirely  satisfactory. 
...  It  is  most  unlikely,  however,  that  govern- 


ment ownership  ^-iil  come  in  the  near  future. 
.  .  .  Government  regulation  has  been  an  un- 
qualified success.  Congress  in  its  recent  legisla- 
tion, has  shown  a  disposition  to  work  out  a 
constructive  policy  which  will  permit  the  continu- 
ance of  private  ownership  under  conditions  in 
which  the  interests  of  both  the  public  and  the 
railroads  will  be  properly  conserved.  The  reten- 
tion of  private  ownership,  under  adequate  regula- 
tion seems  to  be  a  far  wiser  policy  at  least  for  the 
immediate  future,  than  for  the  government  of  the 
United  States  to  attempt  the  enormous  and  even 
dangerous  task  of  purchasing  and  operating  two- 
fifths  of  the  railway  mileage  of  the  world. 

As  for  the  value  of  this  book  to  either  the 
student  or  the  business  man — it  is  a  too 
widely  known  volume  to  require  much  addi- 
tional praise.  It  is  without  a  doubt  the  best 
and  most  complete  all  around  consideration 
of  railway  economics  that  can  be  secured. 


BUSINESS   ADMINISTRATION 

By  Leon  CarroU  Marshall,     xii,  919  pp.     The  University  of  Chicago  Press 
Reviewed  by  F.  P.  Pitzer* 


I  have  read  with  keen  interest  Professor 
Leon  Carroll  Marshall's  book  entitled 
"Business  Administration,"  and  in  nearly 
one  thousand  pages  he  covers  a  field  in 
which  the  colleges  and  universities  are  be- 
coming more  and  more  interested.  The 
University  of  Chicago  can  feel  proud  of  this 
fine  contribution  to  collegiate  training  for 
business  administration.  It  is  the  kind  of 
material  that  must  be  added  to  every 
curriculum  in  order  to  send  to  "Big  Busi- 
ness" the  men  so  badly  needed  in  the 
administration  of  its  affairs.  In  this  well- 
printed  text  one  finds  not  only  a  quantity 
of  maps,  charts,  schedules,  and  classifica- 
tions which  help  more  clearly  to  bring  out 
specific  points  and  practices,  but  one  meets 
again  abstracts  and  selections  from  all  of 
the  favorites  in  their  particular  lines — men 
and  authorities  with  whom  he  is  familiar, 
particularly  if  he  is  workijig  out  employ- 

•  Superintendent  of  the  Bureau  of  Emplo.\ment  .ind 
Service  of  the  Equitable  Life  Assurance  Society  of  the 
United  States,  New  York  City. 


ment  and  personnel  problems.  On  the 
other  hand,  many  whom  we  expect  to  see 
there,  are  missing,  but  enough  are  present 
to  give  authority  to  the  material  written  by 
Professor  Marshall. 

The  scheme  of  presentation  of  "Business 
Administration"  is  rather  unique.  It  is 
divided  into  four  parts.  The  first  part 
presents  a  general  view  of  the  field  of  study 
and  a  certain  mental  attitude  toward  the 
field.  "Because  I  have  no  better  term  for 
this  mental  attitude,"  says  Professor  Mar- 
shall, "I  call  it  a  functional  approach  to  the 
study  of  business  administration." 

The  second  part  examines  a  business  prob- 
lem, that  of  plant  location,  as  a  means  of 
giving  the  student  confidence  in  the  analysis 
of  business  problems.  This  is  sketched 
rather  abstractly  in  the  first  part  and  as  a 
means  of  inducing  him  to  think  of  its  out- 
standing relationships  of  the  administration 
as  highly  interdependent  acti%ities. 

The  third  part  discusses  the  functions  of 
tlie  business  administrator,  with  particular 
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reference  to  the  character  of  the  problems 
involved  and  to  the  control  policies  and 
dexnces  of  the  manager. 

The  fourth  part  presents  a  business  case 
for  the  student  to  work  out  and  gives  a 
good  check  on  whether  the  student  has 
absorbed  what  has  gone  before. 

The  book  contains  all  of  the  problems 
wliich  must  at  some  time  confront  the 
business  administrator.  They  are  clearly 
stated  and  intelligently  set  up.  Some  of 
the  problems  could  be  extended  while 
parts  of  others  could  be  eliminated.  Per- 
sonally I  would  have  preferred  that  the 
problem  "Employees'  Representation" 
be  dealt  with  at  greater  length,  as  this  is  a 
subject  very  vital  at  the  present  time,  par- 
ticularly that  phase  of  it  dealing  with  em- 
ployees' representation  on  a  corporation's 
board  of  directors  of  which  Professor 
Marshall  does  not  seem  toj  treat  in  his 
books. 

To  show  the  method  of  presentation  of 
his  subjects  the  one  commented  upon  is 
here  given: 

EMPLOYEES'   REPRESENTATION 
A.  Definition' 

1.  The  term  "employees'  representation"  is 
being  used  in  this  reading  to  include  an  estab- 
lished arrangement  whereby  the  employees  of  a 
business  concern  are  represented  by  persons 
recognized  by  the  management  as  spokesmen  for 
them  in  conferences  on  matters  of  mutual  interest. 
The  term  "industrial  representation"  is  often 
used  as  the  equivalent  of  "employees'  repre- 
sentation." Neither  of  these  terms  is  to  be  re- 
garded as  sjTionymous  with  "industrial  democ- 
racy," which  implies  a  measure  of  popular 
control  that  is  not  guaranteed  in  any  plan  of  rep- 
resentation we  have  investigated. 

2.  Forms  and  names  assumed.  Employees* 
representation  may  take  the  form  of  "works  and 
shop  committees,"  "joint  industrial  councils," 
as  established  in  England  under  the  Whitley 
plan,  "shop  stewards'  committees,"  union 
"  business  agents,"  or  some  combination  of  these, 
and  under  a  variety  of  names.  It  may  exist  in 
non-union,  "open  shop,"  "preferential  shop,"  or 
"closed  shop"  establishments.  The  form  of 
organization  may  embrace  simply  one  concern, 
a  chain  of  plants  under  common  management,  a 
group  of  works  under  separate  managements 
located  in  a  common  district,  or  a  number  of 
establishments  under  separate  managements,  but 
representative  of  one  or  several  allied  industries. 
Examples  of  all  of  these  forms  are  to  be  found  in 


the  United  States  and  in  England,  some  of  them 
having  been  in  operation  for  many  ye^rs. 

The  simplest  and  perhaps  the  most  character- 
istic form  of  employees'  representation  in  the 
United  States  is  the  "works  committee,"  com- 
posed of  delegates  elected  by  the  workers  to 
represent  the  various  departments,  groups  of 
related  departments,  or,  in  some  cases,  crafts. 
This  body  usually  meets  at  stated  intervals, 
weekly  or  monthly,  either  alone  or  jointly  with 
an  equal,  or  at  least  not  greater,  number  of 
persons  representing  the  management,  and 
exercises  a  degree  of  authority,  advisory  or  final, 
with  reference  to  complaints  and  suggestions 
coming  from  the  employees  regarding  wages, 
hours,  \\orking  conditions,  welfare,  and  other 
matters  of  special  interest. 

3.  What  employees'  representation  provides. 
Employees'  representation  may  provide  simply 
an  orderly  method  for  the  adjustment  of  griev- 
ances; it  may  include  machinery  for  collective 
bargaining  with  reference  to  wages,  hours,  and 
working  conditions;  it  may  be  the  means  of 
eliciting  from  workers  their  hearty  co-operation 
and  valuable  suggestions  regarding  processes, 
organization,  and  policies;  or  it  may  involve  all 
of  these  or  any  combination  of  them.  Its  struc- 
tural features  may  be  very  simple  and  the  pro- 
cedure altogether  informal,  or  these  may  be 
highly  elaborate.  The  power  possessed  by 
employees  through  their  industrial  representa- 
tion may  be  that  of  "public  opinion" — the 
authority  of  the  representatives  being  merely 
advisory  to  the  management — or  the  manage- 
ment may  delegate  to  the  employees  final 
authority  in  regard  to  certain  specified  matters. 

B.     An  ExTREifE  Case 

I.  In  order  to  safeguard  and  promote  the  en- 
during interests  and  welfare  of  both  the  employ- 
ees and  the  management  of  the  X  Manufacturing 
Company,  and  to  enable  that  company  to  play 
more  fully  and  adequately  its  part  as  a  unit  in 
the  economic  life  of  the  nation,  a  Conference 
Conmiittee  of  twelve  shall  be  constituted,  whose 
duty  it  shall  be: 

A.  To  determine  the  principles  and  policies 
which  should  govern  industrial  relationships 
in  this  plant,  and 

B.  To  set  up  machinery  or  processes  for  carry- 
ing these  principles  and  policies  into  effect. 

Six  of  the  members  of  this  Conference  Com- 
mittee shall  be  selected  by  the  employees  of 
the  plant  from  among  their  number  by  any 
method  which  these  employees  in  caucus  as- 
sembled may  determine.  These  six  shall  desig- 
nate one  of  their  number  as  a  joint  chairman. 
The  other  six  members  of  the  committee  shall 
be  selected  by  the  management  of  the  plant 
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from  among  the  officials  or  the  employees  of 
the  company  by  any  method  of  selection  the 
management  may  determine.  These  six  shall 
designate  one  of  their  number  as  a  joint  chair- 
man. 

The  Conference  Committee  shall  be  selected 
within  two  weeks  of  the  time  this  plan  is 
received  by  the  parties  interested,  and  shall 
proceed  at  once  to  the  accomplishment  of  its 
task. 

II.  The  Conference  Committee  shall  approach 
its  task  with  an  entirely  unrestricted  attitude. 
Solely  by  way  of  suggestion  and  not  at  all  as 
an  indication  that  all  the  points  mentioned 
below  shall  be  considered  by  the  committee, 
or  as  an  indication  that  the  committee's  dis- 
cussion is  to  be  limited  to  these  points,  the 
following  are  mentioned  as  matters  upon  which 
the  committee  may  well  determine  principles 
and  policies  to  guide  industrial  relationships  in 
the  plant  and  set  up  machinery  for  carrying 
these  principles  and  policies  into  effect. 

A.  Matters  generally  considered  to  affect 
primarily  the  employees,  but  which  actually 
affect  employees,  management,  and  com- 
munity alike: 

1.  Methods  of  fixing,  paying,  and  readjust- 
ing wages,  whether  day  rate,  piece  rate,  or 
other  form  of  compensation. 

2.  Methods  of  safeguarding  and  improving 
working  conditions  by  such  means  as 
better  methods  of  sanitation,  provision  of 
safety  devices,  medical  examination  and 
advice,  etc. 

3.  Methods  of  increasing  the  economic 
security  of  the  workmen,  such  as  mutual 
aid,  insurance,  savings,  investments,  longer 
term  wage  contract,  regularization  of 
employment  and  production,  etc. 

4.  Relationship  of  employees  to  outside 
organizations. 

5.  Opportunities  for  self-expression  and 
initiative  on  the  part  of  the  employees, 
both  inside  and  outside  the  plant. 

B.  Matters  generally  considered  to  affect 
primarily  the  management,  but  which  actu- 
ally affect  management,  employees,  and 
community  alike. 

1.  Employment  methods,  including  classi- 
fication, advancement,  discharge,  disci- 
pline, absenteeism,  labor  turnover,  etc. 

2.  Production  problems  and  increase  of 
output,  including  methods  of  interesting 
employees  in  their  work,  such  as  the  post- 
ing or  distribution  of  information  concern- 
ing the  character  and  uses  of  the  product, 
and  various  phases  of  production,  the 
achievements  of  other  plants,  results  of 
new  methods  or  processes,  the  relationship 


of  shop  organization  to  labor  efficiency, 
etc. 

3.  Trade  conditions,  trade  competition,  and 
the  reduction  of  costs,  including  methods 
of  eliminating  waste  of  materials,  better 
utilization  of  the  practical  knowledge  and 
experience  of  the  employees,  etc. 

4.  Relationship  of  management  to  outside 
organizations. 

5.  Labor  supply  and  labor  administration. 

C.  Matters  generally  considered  to  affect  both 
the  employees  and  the  management,  but 
which  certainly  affect  the  community 
also,  such  as: 

1.  Machinery  for  the  prevention  of  differ- 
ences and  the  settlement  of  such  differences 
as  may  arise. 

2.  Education,  adaptation,  and  training, 
both  in  the  shop  and  in  the  schools. 

3.  Legislation,  both  state  and  national,  on 
matters  pertaining  to  the  industry. 

4.  Lectures,  conferences,  and  research  on 
subjects  of  general  interest  to  the  industry, 
including  readjustment  of  conditions  in 
industry  from  war  to  peace  basis. 

5.  Utilization  of  inventions  and  improve- 
ments in  machinery  or  methods,  securing 
for  each  party  an  equitable  share  of  the 
benefits. 

D.  Matters  generally  considered  to  affect 
primarily  the  community,  but  which  also 
affect  both  employees  and  management, 
such  as: 

1.  Standards  of  living  and  living  conditions 
of  the  w'orkers,  including  adequate  hous- 
ing, rental  charges,  economy  in  purchas- 
ing, education,  recreation,  etc. 

2.  The  relationship  of  the  plant  to  the, social 
and  economic  life  of  the  community. 

3.  The  relationship  of  the  industry  to  the 
economic  and  social  life  of  the  state  and 
the  nation. 

4.  The  contribution  of  the  plant  to  the 
problems  of  industrial  relationship  in  the 
industry  as  a  whole  and  in  the  nation  at 


large. 


C.     Another  Case 


Declaration  of  principles.  We,  the  members 
of  the  National  Metal  Trades  Association,  de- 
clare the  following  to  be  our  principles,  which 
shall  govern  us  in  our  relation  with  our  employees : 

Concerning  employees.  (1)  Since  we  as  em- 
ployers are  responsible  for  the  work  turned  out 
by  our  workmen,  we  must  have  full  discretion  to 
designate  the  men  we  consider  competent  to  per- 
form the  work  and  to  determine  the  conditions 
under  which  that  work  shall  be  prosecuted,  the 
question  of  competency  of  the  men  being  deter- 
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mined  solely  by  us.  While  disavowing  any  in- 
teution  to  interfere  with  the  proper  functions  of 
labor  organizations,  we  will  not  admit  of  any 
interference  with  the  management  of  our 
business. 

Strikes  and  lockouts,  (i)  This  Association  dis- 
approves of  strikes  and  lockouts  in  the  settle- 
ment of  industrial  disputes.  This  As.sociation 
will  not  countenance  a  lockout,  unless  all  reason- 
able means  of  adjustment  have  failed;  neither 
will  the  members  of  this  Association  deal_with 
striking  employees  as  a  body. 

Relations  of  employees.  (3)  Every  workman 
who  elects  to  work  in  a  shop  will  be  required  to 
work  peaceably  and  harmoniously  with  all  his 
fellow  employees,  and  to  work  loyally  for  the 
interests  of  his  employer. 

Apprentices,  etc.  (4)  The  number  of  appren- 
tices, helpers,  and  handymen  to  be  employed  will 
be  determined  solely  by  the  employer. 

Methods  and  wages.  (5)  We  will  not  permit 
employees  to  place  any  restriction  on  the  manage- 
ment, methods,  or  production  of  our  shops,  and 
will  require  a  fair  day's  work  for  a  fair  day's  pay. 

Employees  will  be  paid  by  the  hourly  rate,  by 
premium  system,  piece  work,  or  contract,  as  the 
employers  may  elect. 

Freedom  of  employment.  (6)  It  is  the  privilege 
of  the  employee  to  leave  out  employ  whenever  he 
sees  fit,  and  it  is  the  privilege  of  the  employer  to 
discharge  any  workman  when  he  sees  fit. 

Concerning  disagreements.  (7)  The  above 
principles  being  absolutely  essential  to  the  suc- 
cessful conduct  of  our  business,  we  cannot  permit 
the  operation  of  our  business  thereunder  to  be 
interfered  with.  In  case  of  disagreement  con- 
cerning matters  not  covered  by  the  foregoing 
declaration  and  not  affecting  the  economic  integ- 
rity of  the  industry,  we  advise  our  members  to 
meet  such  of  their  employees  who  may  be  affected 
by  such  a  disagreement  and  endeavor  to  adjust 
the  difficulty  on  a  fair  and  equitable  basis. 


(8)  In  the  payment  of  hourly  wages  or  in  the 
operation  of  piece  work,  premium  plan,  or  con- 
tract system,  this  Association  will  not  counte- 
nance any  conditions  of  wages  which  are  not  just, 
or  which  will  not  allow  a  workman  a  fair  wage  in 
proportion  to  his  efficiency. 

The  book  ought  to  prove  very  u.seful  in 
classroom  work,  particularly  as  it  takes  up 
problems  which  our  large  and  worth-while 
concerns  have  met  and  solved.  This  helps 
give  the  study  the  atmosphere  of  business, 
which  the  introduction  of  the  case  system 
of  instruction  in  courses  taught  in  schools 
of  business  administration  is  doing  so 
successfully. 

Gi\'ing  a  student  material  of  this  kind — 
real,  natural,  practical — will  give  business 
an  opportunity  in  the  future  to  bring  its 
administrator  right  from  the  collepe  or 
university,  with  his  coat  off  and  sleeves  rolled 
up  ready  to  go  to  work.  He  will  meet 
business  as  he  studied  it  and  not  try,  as 
heretofore,  to  blackjack  business  with  a 
theoretical  bubble. 

In  conclusion  I  can  only  repeat  that 
"Business  Administration",  is  certainly  a 
healthy  contribution  to  student  business 
literature.  It  is  not  a  scientific  treatise, 
choked  with  highly  technical  terms  and 
devices,  but  is  a  very  readable  volume  of 
business  administration  problems,  showing 
the  relation  of  one  to  the  other  and  indicat- 
ing lines  of  study  which  will  help  in  the 
solution  of  those  problems. 

As  the  preface  puts  it  "The  reader  will 
find  that  the  book  is  a  '\Miat  and  Why,' 
book  rather  than  a  'How'  book." 


INTERNATIONAL  FINANCE  AND  ITS  REORGANIZATION 

By  Elisha  M.  Friedman.  Lecturer  on  Finance,  New  York 
University;  Author  of  "International  Commerce  and 
Reconstruction."     xii,  702  pp.     E.  P.  Button  and  Company 

Reviewed  by  A.  M.  Sakolski  * 


Mr.  Friedman's  bulky  volume  is  but  a 
meager  indication  of  the  numerous  com- 
plexities and  vast  amount  of  details  in- 

•  Member  of  the  Editorial  Staff  of  Saving  Bankt 
Monlhlu  Journal. 


volved  in  modern  international  finance. 
The  subject  is  so  extensive  that  few 
writers  have  endeavored  to  cover  it  in  its 
entirety.  Mr.  Friedman  has  undertaken 
the  difficult  task,  and   in   the   main,   has 
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succeeded  well.  His  large  array  of  facts, 
however,  may  discourage  many  readers 
from  perusing  the  volume  from  cover  to 
cover,  but  the  work  is  none  the  less  useful 
as  a  valuable  treatise  and  as  an  indispensa- 
ble reference  work  to  all  interested  in 
international  finance  and  politics. 

Though  the  author  states  in  his  preface 
that  his  study  is  limited  to  the  period  from 
1914  to  1921,  he  does  not  neglect  to  bring 
into  the  discussion  the  experience  of  former 
days,  always  noting,  however,  the  points  of 
similarity  and  difference  between  the 
present  and  past  situations.  The  fact  that 
the  subject  matter  of  the  volume  is  con- 
fined to  questions  of  foreign  exchange, 
banking,  and  public  finance  with  reference 
largely  to  the  three  major  European 
belligerents  (Great  Britain,  France,  and 
Germany)  makes  it  none  the  less  interesting 
to  American  readers.  Financial  policies  in 
Europe  directly  affect  American  business 
and  politics — so  much  so  that  it  is  now 
generally  admitted  that  the  United  States 
Government  can  no  more  refrain  from 
taking  part  in  the  international  plans  for 
economic  reconstruction  than  it  could  keep 
out  of  the  European  War. 

The  author's  plan  of  treatment  is  a 
division  of  the  subject  into  two  sections. 
One  section  deals  with  the  financial  effects 
of  the  war,  the  other  treats  of  the  factors  of 
financial  reorganization.  The  first  section 
(Section  A)  is  treated  under  three  general 
topics,  viz.:  (1)  Public  Debt  and  Taxation, 
(2)  Currency  and  Credit,  and  (3)  Foreign 
Exchange.  The  policies  and  experiences 
of  Great  Britain,  France,  and  Germany 
under  each  of  these  topics  are  treated  in 
separate  chapters.  The  close  international 
financial  relationships  during  and  after  the 
war  and  the  interdependence  of  problems 
relating  to  public  debt,  taxation,  currency, 
credit,  and  foreign  exchange  make  this 
method  of  separate  treatment  somewhat 
difficult  and  tedious,  though  it  enables  the 
reader  to  follow  more  easily  developments 
of  a  single  line  of  financial  policy  in  each  of 
the  great  warring  nations.  It  is  the  author's 
opinion  that  England,  France,  and  Germany 
used  different  methods  of  financing  the  war. 
Accordingly,  the  consequences  in  each  of 
these  countries  should  serve  as  a  test  of 
varying  financial  policies.     A  deduction  of 


this  kind,  however,  is  likely  to  be  highly 
erroneous.  Financial  policies  like  forms 
of  government  must  be  adapted  both  to  the 
characters  of  the  people  and  to  the  peculiar 
economic  structure  of  their  civilization. 
Abrupt  changes  in  methods  of  levying 
taxes,  obtaining  war  supplies,  or  settling 
international  trade  balances  are  as  difficult 
and  as  dangerous  as  sudden  changes  in 
environment  and  nutrition  to  living  organ- 
isms. The  financial  experiences  and  re- 
sults of  each  of  the  belligerents  are  not, 
therefore,  readily  comparable.  Too  much 
censure  has  been  applied  in  cases  of  ap- 
parent failure  of  financial  policy  and  too 
much  praise  in  cases  of  apparent  financial 
success. 

War  time  currency  inflation  is  a  case  in 
point.  The  statesmen  of  both  Germany  and 
France  and  even  of  England  have  been  se- 
verely condemned  for  recourse  to  the  print- 
ing press  as  a  means  of  financing  govern- 
ment war  expenditures.  "Taxation  should 
have  been  applied,"  say  some  economists. 
"Long  term  loans  should  have  been  used," 
say  others  equally  well  trained  and  erudite 
in  the  intricacies  of  public  fmance.  But 
whether  currency  inflation,  taxes,  capital 
levies,  or  bond  issues  shall  serve  as  a  basis 
of  furnishing  the  sinews  of  war  is  not  so 
much  a  matter  of  economic  deliberation  as 
of  political  policy  to  be  adapted  to  pre- 
vailing conditions  in  each  belligerent 
country.  Statesmen  are  confronted  with 
conditions  and  not  theories,  and  must  act 
accordingly.  The  many  pages  of  Mr. 
Friedman's  book  devoted  to  a  discussion  of 
relative  merits  of  war  financing  through 
loans  or  through  taxes  is  interesting  reading, 
but  it  can  hardly  serve  as  a  guide  to  future 
policies.  Hegel's  dictum  (quoted  in  the 
author's  preface)  that  "we  learn  from 
history  that  we  learn  nothing  from  history," 
can  certainly  be  applied  to  war  finance. 

Mr.  Friedman's  most  interesting  chap- 
ters are  contained  in  the  section  on  "Fac- 
tors in  the  Financial  Reorganization."  A 
comprehensive  account  is  given  of  the 
capital  levies  proposed  and  enacted,  his- 
toric national  bankruptcies,  the  interallied 
debts,  the  indemnity,  international  loans, 
and  the  relative  financial  position  of  New 
York  and  London.  The  chapter  on 
national  bankruptcies  treats  of  the  types 
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and  metliods  of  national  defaults  and  their 
effects.  The  conclusion  is  presented  that 
no  immediate  cancellation  of  international 
debts  should  be  even  considered  and  that, 
should  ultimate  concessions  be  made  by 
the  United  States,  they  should  be  con- 
ditional upon  European  countries  doing 
their  share  toward  tlie  restoration  of 
economic  stability.  In  the  discussion  on 
German  reparations  a  comparison  is  made 
with  the  French  indemnity  of  1871.  The 
amount  of  the  indemnity  is  discussed  from 
the  point  of  view  of  the  ability  of  Germany 
to  pay  and  the  ability  of  the  Allies  to  receive 
payment.  The  author  concludes  with  the 
following  significant  words: 

France  must  be  convinced  of  the  desirability, 
in  her  own  interest  and  that  of  Europe,  of  not 
asking  indemnities  in  excess  of  the  actual  cost  of 
rehabilitation.  ...  In  the  general  economic  in- 
terest, as  well  as  to  abide  by  the  terms  of  the 
armistice,  France  and  England  should  both 
waive  claims  on  account  of  pensions  and  allow- 
ances. ...  If  the  AUics  content  themselves  with 
fixing  the  indemnity  at  the  net  cost  of  repairing 
the  damage  done  they  will  make  Europe  a 
sound,  business  risk,  new  loans  will  be  forth- 
coming, and  the  recovery  of  Europe  hastened. 

The  various  schemes  and  proposals  to 
set  the  financial  world  aright  are  compre- 
hensively covered  in  the  book.  Beginning 
with  the  proposals  of  1920,  the  Brussels 
Financial  Conference  (in  which  the  United 
States  was  represented  pseudo-officially) 
the  author  discusses  separately  the  several 
panaceas  recommended  at  this  gathering. 
The  suggestion  of  an  international  money 
of  account  was  condemned  as  impractical 
by  the  conference,  to  which  the  author 
seems  to  add  his  approval.  The  conference 
likewise  condemned  all  attempts  to  limit 
fluctuations  in  international  exchange  rates 
by  artificial  control.  Mr.  Friedman  does 
not  believe  in  the  practicability  of  Mr. 
Vanderlip's  proposal  for  international  loans 
financed  with  private  funds  under  govern- 
ment auspices.  Regarding  the  Ter  Meulen 
scheme  of  granting  private  international 
credits  according  to  the  usual  trade  practice, 
but  backed  by  unquestionable  security,  the 
author  agrees  that  this  is  the  one  feasible 
method  of  restoring  international  credit. 
A  draft  of  the  Ter  Meulen  plan  was  sub- 
mitted   to    the    Brussels    conference    and 


tentatively  approved.  The  underlying  idea 
of  the  Ter  Meulen  plan  is  that  the  various 
governments  shall  specify  which  a.ssets, 
based  on  assured  revenue,  they  are  ready  to 
pledge;  that  an  international  authcrity 
shall  determine  the  gold  value  of  the  assets; 
and  that  the  government  shall  then  issue 
bonds  up  to  this  amount,  which  it  shall 
lend  to  its  nationals.  The  importer  who 
then  borrowed  these  bonds  for  collateral 
would  be  free  to  arrange  any  terms  of  credit 
with  the  foreign  exporter.  In  this  way 
international  trade  relations  between  coun- 
tries having  different  currencies,  varying  in 
degrees  of  inflation,  can  be  restored. 
Regarding  the  Ter  Meulen  scheme,  Mr. 
Friedman  says: 

The  Ter  Meulen  scheme  is  not  pretentious. 
...  It  does  not  aim  to  stabilize  the  exchanges, 
nor  does  it  contemplate  discounting  the  indemni- 
ties. It  depends  primarily  upon  existing  facilities 
of  international  credit.  Even  in  requiring  the 
guarantee  of  the  government  of  the  borrower, 
the  Ter  Meulen  plan  does  not  call  for  the  pledg- 
ing of  a  large  part  of  the  national  assets  or 
revenues.  As  a  result  the  lenders  do  not  have  to 
raise  large  sums  in  excess  of  the  capacity  to  save 
of  the  investors  in  their  country,  nor  do  the 
borrowing  governments  suddenly  obtain  huge 
sums  of  money  which  they  are  likely  to  misuse. 

A  final  chapter  covering  a  discussion  of 
the  future  relative  positions  of  New  York 
and  London  as  world  financial  centers  gives 
the  arguments  pro  and  con  as  advanced  by 
leading  fmancial  writers.  Undoubtedly,  as 
pointed  out  by  the  author,  there  has  been 
considerable  idle  speculation  regarding  the 
possibilities  of  New  York  taking  precedence 
over  London  as  an  international  money 
market.  Recent  foreign  exchange  develop- 
ments, however,  indicate  that  with  the 
resumption  of  normal  credit  and  currency 
conditions  in  Great  Britain,  the  pound 
sterling  is  fast  approaching  a  mint  parity. 
With  this  situation,  sterling  may  again  be 
the  money  of  international  commerce  for 
the  simple  reason  that  London  banks  have 
both  the  willingness  and  the  facilities  for 
granting  credits  and  effecting  settlements 
arising  from  foreign  trade  and  international 
loans.  Regarding  this  point  Mr.  Fried- 
man's conclusion  is: 

The  conditions  that  made  London  the  world's 
commercial  and  financial  center  before  the  war 
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were  fundamental  and  not  susceptible  of  being 
overturned  during  the  war.  For  this  reason 
New  York  cannot  attain  at  present  the  inter- 
national financial  leadership.  Her  functions  will 
be  to  participate  more  extensively  in  international 
affairs  and  become  one  of  the  most  important 
foci  in  the  world  of  finance. 


As  a  whole,  Mr.  Friedman's  work  has 
many  of  the  quahties  of  a  good  reference 
book.  In  addition  to  an  analytical  table 
of  contents,  there  are  useful  bibliographies 
and  documentary  references.  A  complete 
subject  index  completes  the  volume. 


WHAT  NEXT  IN  EUROPE.^ 

By  Frank  A.  Vanderlip.     vi,  308  pp.     Harcourt,  Brace  and  Company,  Netc  York 
Reviewed  by  Ch.a.rles  F.  Scott* 


It  is  a  most  arresting  title  Mr.  Vander- 
lip has  chosen  for  his  book.  "\Miat  Next 
in  Europe?  "  is  the  question  every  intelligent 
person  in  the  world  is  asking.  Here  in 
America  at  least,  thanks  to  a  steady  flow 
of  books,  newspaper  and  magazine  articles, 
reports  from  relief  workers  and  the  like, 
we  know  what  Europe  is  now — a  financial 
chaos,  an  industrial  and  economic  mael- 
strom, a  social  and  political  paradox,  the 
most  thrilling  human  episode,  the  most  gi- 
gantic human  problem,  and  potentially  the 
greatest  human  tragedy  recorded  in  the  an- 
nals of  the  race.  All  that  and  more  is  Europe 
now. 

What  next?  Out  of  the  welter  of  in- 
tolerable national  debts,  of  debased  cur- 
rencies, of  demoralized  exchanges,  of  dis- 
located markets,  of  international  and 
interracial  selfishness,  jealousies,  suspicions, 
hatreds,  what  way  is  to  be  found  upon 
which  the  ordered  and  orderly  march  of 
civilization  may  be  resumed?  "What 
Next  in  Europe?" 

Mr.  Vanderlip  is  no  stranger  to  Europe. 
For  30  years  he  has  been  a  frequent  visitor, 
always  as  a  student  and  an  observer,  rather 
than  as  a  tourist.  The  immediate  back- 
ground of  his  book  is  four  months  of  travel 
through  15  European  countries  and  inti- 
mate discussions  with  responsible  govern- 
ment ministers,  financiers,  industrialists, 
and  labor  leaders,  with  the  result  that  he 
is  able  to  disclose  to  his  readers  not  the 
superficial  aspect  of  European  affairs  which 
have  misled  so  many,  but  the  real  condi- 
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tions  that  lie  under  the  surface  life  of  the 
countries  he  visited. 

And  it  is  a  vivid  and  poignant  picture  he 
draws  of  these  conditions — the  unbalanced 
and  unbalanceable  budgets,  the  huge  and 
constantly  growing  national  debts,  the 
inflated  and  depreciated  currencies,  the 
political  unrest,  the  economic  anarchy, 
the  festering  sores  created  by  what  he  calls 
"The  Poison  Treaties  of  Paris,"  the  want 
and  woe  that  have  followed  the  war,  and 
most  discouraging  of  all  the  bitterness  of 
feeling  which  makes  so  difficult  that  inter- 
national co-operation  through  which  only 
can  come  reconstruction  and  rehabilitation 
and  restoration — these  are  some  of  the  high 
lights  (perhaps  dark  shadows  would  be  the 
better  term)  in  the  picture  Mr.  Vanderlip 
paints  of  present  conditions  in  Europe.  And 
these  conditions,  he  explicitly  declares,  have 
arisen  less  from  the  direct  injury  of  the  war 
than  from  the  indirect  consequences  of  the 
Peace,  the  routes  of  the  suffering  running 
into  the  various  Treaties  of  Paris.  He  de- 
clares with  much  feeling: 

One  does  not  have  to  be  pro-anything,  to  see 
that  these  treaties  were  conceived  in  hatred  and 
malice.  In  the  minds  of  their  makers  they  had 
a  background  of  an  irreparable  injury  they  had 
suffered.  The  enemy,  terribly  powerful  in  his 
late  strength,  barbarous  in  some  of  his  methods 
of  warfare,  potentially  capable  of  future  reprisal, 
was  for  the  time  being  under  the  heel  of  the  con- 
querors. It  is  perhaps  not  surprising  that  hatred, 
retaliation,  burning  resentment,  and  unfairness 
were  written  into  them.  ...  It  is  not  difiicult 
to  see  how  men  were  moved  to  conceive  such 
treaties.     It  is  very  difiBcull    to   see,  however, 
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low  a  continent  afflicted  with  them  can  recover 
until  they  are  re-wTitten;  for  that  they  will  be 
re-wTitten  is  inevitable.  They  have  set  up  politi- 
cal situations  as  unstable  as  quicksilver.  They 
have  drawn  national  boundary  lines  thai  may  be 
erased  like  pencil  marks.  They  have  created 
economic  situations  which  must  be  altered  or 
whole  {jeoples  must  economically  perish. 

The  fundamental  mistiike  in  the  draft- 
ing of  these  treaties,  Mr.  Vanderlip  be- 
lieves, lay  in  the  attempt  to  apply  the  prin- 
ciple of  self-determination,  an  attempt  he 
characterizes  as  a  dangerous  experiment 
which  has  "proven  to  be  one  of  the  great- 
est curses  that  has  fallen  upon  Europe." 
"Instead  of  Europeanizing  the  Balkans, 
the  Treaty  of  Paris  has  come  dangerously 
near  Balkanizing  Central  Europe."  The 
economic  blindness  with  which  new  fron- 
tier lines  were  drawn  was  even  greater  than 
the  political  blunders — beet  fields  on  one 
side  of  the  national  line  and  the  factory 
that  should  turn  the  product  into  sugar  on 
the  other  side;  lines  of  transportation  so 
cut  by  national  boundaries  that  they  cease 
to  be  of  economic  value;  tariff  barriers 
di\'iding  old  friends.  The  only  solution  of 
the  problem,  the  only  hope  of  escape  from 
cataclysmic  disaster,  is  the  recognition  on 
the  part  of  the  newly  made  states  of  their 
economic  unity  and  the  establishment  of 
some  sort  of  co-operative  federation  that 
shall  effect  that  unity.  Mr.  Vanderlip 
WTites: 

I  have  an  impression  that  all  Central  Europe, 
and  even  the  wider  territory  in  contact  with  it, 
is  poised  between  disaster  and  the  possibility  of 
rapid  economic  recovery.  America  could  bring 
nto  Central  Europe  a  clearer  sense  of  what  econo- 
mic unity  means  than  can  come  from  any  other 
quarter.  If  Central  Europe,  and  particularly 
the  old  Hapsburg  Empire,  is  left  to  itself  the 
outlook  promises  further  deterioration  that  may 
become  catastrophic.  The  interest,  co-opera- 
tion, and  help  of  the  United  States  might  go  a 
long  way  toward  averting  that  disaster  which  I 
do  not  believe  is  necessarily  inevitable. 

American  interest,  co-operation,  sym- 
pathetic guidance,  and  practical  help  as 
an  absolute  essential  and  prerequisite  to 
European  rehabilitation  is  a  note  that  is 
struck  again  and  again  throughout  this 
volume. 


It  is  obvious  since  this  country  is  the  only  great 
reservoir  of  almost  unlimited  capital  that  re- 
mains, that  Europe  cannot  be  rehabilitated  with- 
out aid  from  the  United  Slates.  It  is  not  neces- 
sary that  the  plans  I  have  outlined  should  be 
accepted,  although  something  approximating 
them  must  be  accomplished.  The  great  mass  of 
intelligent  opinion  in  this  country  must  be 
awakened  to  the  knowledge  that  without  us 
Europe  may  perish,  and  what  that  catastrophe 
would  mean.  .\nd  when  the  time  comes,  as  it 
must  soon,  for  our  participation  and  our  guidance 
in  the  rebuilding  of  Europe's  broken  spiritual  and 
material  wealth,  we  must  be  prepared  to  under- 
stand their  need  and  our  opportunity. 

The  plans  to  which  Mr.  Vanderlip  refers 
in  the  foregoing  paragraph  are  two;  one 
relating  to  the  stabilization  of  the  currencies 
of  Europe  and  the  other  having  to  do  with 
the  settlement  of  the  enormous  sums  owed 
to  the  United  States  by  the  Allies  and  for 
reconstruction  in  Europe. 

In  briefest  possible  outline  (in  the  book 
many  pages  are  devoted  to  the  elaboration 
of  details)  the  author's  plan  for  the  stabili- 
zation of  the  currencies  of  Europe  proposes 
the  establishment  throughout  Europe  of 
an  international  federal  reserve  bank,  sim- 
ilar to  the  federal  reserve  system  in  the 
United  States.  There  should  be  one  central 
bank,  controlled  by  a  court  of  nine  trus- 
tees, five  to  be  Americans  and  four  Europeans. 
In  each  of  those  European  nations  which 
in\'ited  it  there  should  be  established  a 
branch  bank.  The  capital  of  all  these  banks, 
including  the  parent  bank,  must  be  sub- 
cribed  and  paid  in  gold.  The  central  bank 
should  have  power  to  issue  circulating  dollar 
notes  which  should  be  legal  tender  in  all  the 
countries  in  wliich  branch  banks  are  estab- 
lished and  which  should  be  redeemable  in 
gold,  a  gold  reserve  of  not  less  than 
20  per  cent  being  held  for  that  purpose, 
the  idea  being  that  the  new  international 
currency  would  eventually  crowd  out  the 
various  and  vastly  depreciated  national 
currencies.  In  answer  to  the  obvious  crit- 
icism that  the  operation  of  Gresham's  Law 
would  interfere  with  the  circulation  of  the 
new  notes,  Mr.  Vanderlip  argues  that  this 
law  would  not  apply  in  a  situation  where  the 
public  has  lost  confidence  in  the  value  of  an 
existing  currency  and  demands  a  new  cur- 
rency which  will  have  some  stability.     This 
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contention  would  seem  to  be  borne  out  by 
the  experience  of  Cuba  and  Mexico  and 
China  where  sound  bank  notes  have  at  one 
time  or  another  (in  China  and  Mexico  at 
the  present  moment)  circulated  by  the  side 
of  other  currencies.  The  hope,  of  course, 
would  be  that  all  the  nations  in  which  the 
international  gold-supported  bank  notes 
are  issued  would  turn  to  them,  even  at  the 
cost  of  possible  immediate  loss,  in  order  to 
get  away  from  the  all  but  worthless  and  con- 
stantly fluctuating  local  currencies.  Mr. 
Vanderlip  expects  that  in  the  beginning 
most  of  the  gold  capital  necessary  to  launch 
this  plan  would  come  from  the  United 
States,  but  his  plan  contemplates  the  grad- 
ual withdrawal  of  American  capital  and 
American  preponderance  on  the  govern- 
ing board,  leaving  the  "Gold  Reserve  Bank 
of  the  United  States  of  Europe"  ultimately 
to  be  financed  and  managed  as  a  European 
concern. 

In  the  matter  of  the  debts  owed  to  the 
United  States  by  European  governments, 
to  which  he  devotes  one  of  the  keenest, 
most  incisive,  and  most  illuminating  chap- 
ters of  his  book,  Mr.  Vanderlip  offers  a 
wholly  new  suggestion.  Confronting  the 
strange  but  generally  admitted  paradox 
that  if  under  existing  European  conditions 
we  insist  upon  payment  of  these  debts  we 
not  only  ruin  our  debtors  but  almost  as 
certainly  we  ruin  ourselves,  since  only 
through  trade  balances  can  international 
debts  be  discharged,  Mr.  Vanderlip  pro- 
poses that  while  firmly  maintaining  the 
validity  of  the  debts  we  should  for  years 


devote  every  doUar  our  debtors  can  pay  us 
to  the  rehabilitation  of  Europe.  "It  is 
only  through  the  rehabilitation  of  Europe 
that  these  debts  can  ever  conceivably  be 
paid.  It  is  only  through  the  rehabilitation 
of  European  civilization  that  America  can 
ever  conceivably  realize  in  full  measure 
her  destiny,  or  can  expect  a  full  measure 
of  prosperity  for  her  people."  In  other 
words  Mr.  Vanderlip,  conceiving  Europe 
as  an  honest  but  at  present  hope- 
lessly bankrupt  debtor,  proposes  that  in 
lieu  of  forcing  collections  the  creditor 
nation  proclaim  a  moratorium  until  the 
debtor  gets  on  his  feet. 

There  is  today  a  pall  of  cynicism,  of  national 
hatred  and  of  disbelief  in  the  sincerity  of  friend 
and  foe  alike  which  makes  the  start  toward 
rehabilitation  almost  impossible.  I  would  bring 
a  spirit  into  the  affairs  of  distressed  Europe  which 
would  promise  a  revival  of  hope,  a  renewal  of 
courage,  a  stimulation  of  industry. 

From  the  point  of  view  of  the  literary 
craftsman  "What  Next  in  Europe?" 
might  be  easily  criticized.  There  are  some 
repetitions  that  might  be  eliminated  and 
there  might  be  some  rearrangement  of  para- 
graphs, perhaps  of  whole  chapters,  that 
would    conduce  to    clarity    and   strength. 

But  the  defects  in  manner  are  negligible 
in  the  light  of  the  vital  and  satisfying  mat- 
ter crowded  into  these  three  hundred  pages. 
By  all  odds  the  most  stimulating,  the  most 
informing,  and  the  most  important  book 
yet  written  upon  any  phase  of  post-war 
world-politics,  is  "What  Next  in  Europe?' 
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Is  Organized  Labor  Slipping?  By  Dorr  E.  Felt, 
Felt  and  Tarrant  Manufacturing  Company, 
Chicago,  111. 

Dorr  E.  Felt,  President  of  Felt  and  Tar- 
rant Manufacturing  Company  has  mar- 
shaled an  array  of  interesting  facts  and  some 
sound  ideas  in  regard  to  the  present  status 
of  labor  and  of  labor  unions  in  his  address 
delivered  before  the  National  Association 
of  Employment  Managers  in  Chicago. 

Contrary  to  the  prevalent  notion  of  the 
animosity  of  employers  to  labor  unions,  is 
IVIr.  Felt's  insistence  that  there  should  be  no 
legislation  against  the  unions.  He  thinks 
that  bolshevism  stands  no  chance  of  success 
in  the  United  States  if  the  imions  are  al- 
lowed to  run  their  course,  and  even  consist- 
ently maintains  that  the  unions  are  already 
slipping  in  their  loss  of  public  esteem. 

TNTien  he  says  strike  legislation  "is  a 
good  deal  like  plugging  up  a  volcano — 
sooner  or  later  j'ou  have  an  explosion  that 
is  greater  than  anji^hing  that  would  have 
happened  had  the  vent  been  open  all  the 
time,"  he  gets  right  dowTi  to  the  heart  of 
much  prohibitive  legislation. 

One  finds  him  thoroughly  at  home  when 
he  forgets  his  would-be  popular  and  rhetori- 
cal attempts  and  sticks  to  the  real  kernel  of 
his  speech — the  loss  of  public  good-will  and 
prestige  by  labor  unions. 

He  strikes  a  particularly  keen  note  when 
he  says: 

I  don't  know  of  any  worse  action  from  a  selfish 
standpoint,  that  an  employer  can  do,  or  an  or- 
ganization of  employers  can  do,  than  to  show  that 
they  don't  want  the  employees  to  organize. 

He  next  points  out  the  reason  for  this  loss 
of  public  good-will — simply  that  as  long  as 
strikes  did  not  hurt  the  consumer  directly, 
strikers  could  go  on  their  way  rejoicing,  but 
as  soon  as  the  consumer  was  hit,  the  strikers, 
who  caused  the  blow,  lost  his  good-will. 

But  here  Mr.  Felt  draws  a  rather  far- 
fetched picture  of  the  poor  employer  acting 
as  the  scapegoat  between  public  and  labor 
imions,  nobly  warding  of!  the  l)lows  from  the 
public.  Unfortunately  for  this  simile,  the 
public  seems  to  have  considered  itself  the 
scapegoat  between  employer  and  employee. 


Furtliermore,  this  idea  of  the  poor, 
abused  employer  doesn't  seem  to  be  borne 
out  in  another  statement  made  by  Mr.  Felt: 

The  public  is  beginning  to  realize  that  in  the 
end,  the  consumer  pays  the  cost  of  any  increased 
wages,  shorter  hours,  and  better  working  condi- 
tions. 

He  lays  the  blame  for  the  high  cost  of  living 
to  unworked  farms  rather  than  to  labor 
troubles.  He  asserts  that  little  new  land  is 
being  developed  and  few  extensions  of  rail- 
roads are  being  made  to  open  new  territory. 

After  this  digression,  he  wanders  back  to 
the  labor  unions'  loss  of  prestige  in  explain- 
ing what  he  considered  the  chief  good  of  the 
conference  at  Washington  in  1919.  This 
was,  he  asserts,  that  the  unions  were  obliged 
to  define  such  terms  as  "collective  bargain- 
ing" and  to  show  that  their  definition  was 
quite  different  from  that  given  by  the  gen- 
eral public. 

Another  cause  of  loss  of  prestige  which  he 
attributes  to  the  labor  unions  was  their  idea 
of  breaking  contracts.  This  portion  of  his 
speech  is  concluded  with  a  clear-cut  expla- 
nation of  the  trouble  between  employer  and 
union  as  he  sees  it: 

Where  employees  are  influenced  by  reasonable 
members  among  their  own  number,  there  isn't 
much  trouble  with  them,  and  they  are  just  as 
fair  as  any  class  of  people.  The  trouble  comes 
when  the  men  are  in  the  hands  of  a  self-seeking 
man  who  makes  a  profession  of  labor  leadership. 

The  commonly  accepted  view  of  labor  as 
the  slave  of  capital  is  contrasted  with  the 
farmer's  conception  of  what  constitutes 
wage  slavery — long,  hard  hours  of  work  on 
summer  crops  which  he  is  obliged  to  sacri- 
fice because  of  a  railroad  strike. 

The  impression  that  all  employees  are 
paid  by  big,  heartless  corporations  is  dis- 
pelled by  Mr.  Felt's  cool  recital  of  the  facts 
— that  the  greater  number  are  paid  by 
small  employers  who  find  it  rather  rougher 
sailing  than  the  laborers  they  employ. 

The  theory  of  profit-sharing  was  next  dis- 
cussed, but  while  Mr.  Felt  admits  that  it 
may  succeed  when  the  workman  is  more  or 
less  responsible  to  himself  alone,  he  feels 
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quite  sure  that  it  is  only  completely  success- 
ful then,  because  of  the  ability  of  the  em- 
ployer. 

Although  he  feels  that  the  phenomenal 
sale  of  radical  books  may  lead  to  some 
bloodshed  as  the  price  of  much  foolish 
talk,  Dorr  Felt  has  enough  faith  in  the 
ultimate  sanity  of  the  American  people  to 
be  sure  that  the  government  will  never  be 
overturned  by  bolshevists. 

Eye  Conservation  in  Industry.  The  Eyesight 
Conservatioa  Council  of  America,  Washing- 
ton, D.  C. 

Even  the  most  cold-blooded  economist 
will  investigate  further  when  he  reads  in 
this  bulletin  that  25,000,000  of  those  gain- 
fully employed  in  the  United  States  have 
defective  vision  requiring  correction. 

"This  pamphlet,"  as  the  presentment 
states, "  presents  one  important  phase  of  the 
study  of  Waste  in  Industry  as  conducted 
under  the  auspices  of  the  Committee  on 
Elimination  of  Waste  in  Industry  of  the  Fed- 
erated American  Engineering  Societies." 

Because — "Unnecessary  fatigue,  the 
waste  of  human  energy  and  the  waste  of 
material  resulting  through  defective  vision 
and  the  loss  of  time  from  eye  injuries 
through  lack  of  protection  are  potent 
factors  in  industrial  waste,"  consideration 
of  eye  conservation  as  a  factor  in  industry  is 
of  prime   importance. 

This  phase  of  the  problem  of  waste  in 
industry  which  was  made  possible  by  the 
Eyesight  Conservation  Council  is  only  one 
part  of  the  complete  report.  This  report  is 
in  book  form  comprising  400  pages  repre- 
senting concrete  information  gathered 
within  a  very  short  time.' 

Included  in  the  little  pamphlet  is  Her- 
bert Hoover's  foreword  to  "  Waste  in  In- 
dustry," while  L.  W.  Wallace,  President  of 
the  Eyesight  Conservation  Council  of 
America,  gives  the  purpose  of  the  investi- 
gation as  follows: 

It  is  the  responsibility  of  the  Council  to  demon- 
strate how  these  avenues  may  be  closed  to  the 
end  that  the  American  worker  may  be  a  more 
useful  and  a  more  contented  employee  and  so 
that  he  may  contribute  to  society  the  full  meas- 
ure of  his  possibilities. 

'See,  in  this  issue,  the  review  by  Dean  Kimball  of 
Cornell  University. 


Reports  and  discussion  of  eye  conserva- 
tion by  Dr.  Earle  B.  Fowler  embrace  the 
rest  of  the  booklet.  He  presents  the  prob- 
lem from  three  standpoints — hazards,  %•!- 
sion,  and  illumination.  The  division  on 
hazards  relates  to  accidents  to  eyes  and 
industrial  loss,  and  the  effectiveness  of 
protective  methods  is  illustrated  and 
dangerous  occupations  outlined  and  dis- 
cussed. From  the  division  on  hazards  it 
may  be  learned  that  there  are  15,000  in- 
dustrial blind  in  the  United  States,  but  that 
the  use  of  protective  devices  has  already 
reduced  the  eye  accidents  in  some  companies 
from  75  to  80  per  cent.  The  chief  of  these 
protective  devices  is  the  use  of  goggles 
with  definite  code.  Such  codes  have 
been  formulated  by  some  industries  stipu- 
lating occupations  in  which  goggles  must 
be  worn. 

The  nine  operations  for  which  protec- 
tion is  needed  are  classified  as  follows: 
Objects,  protection  from  fljTng  objects  in 
such  occupations  as  chipping,  riveting,  etc.; 
dust  and  small  particles;  dust  and  wind; 
splashing  metal;  gases,  fumes,  and  liquids; 
excessive  dust  and  small  particles,  such  as 
sand  blasting;  reflected  light  or  glare; 
radiant  energy  where  moderate  reduction  is 
required ;  radiant  energy  where  large  reduc- 
tion is  required. 

Requirements  and  standards  for  goggles 
are  briefly  stated  and  will  no  doubt  prove 
valuable  to  the  special  investigator.  Ob- 
jection to  wearing  goggles  has  been  largely 
overcome  through  educational  campaigns. 
Many  states  have  enacted  laws  regarding 
protection  and  the  use  of  goggles,  but  these 
Dr.  Fowler  does  not  consider  explicit 
enough. 

The  treatment  of  unavoidable  accidents 
to  the  eye  in  different  plants  is  explained 
from  the  pro\'ision  for  first  aid  treatment 
by  the  men  themselves  to  special  measures 
where  special  hazards  exist.  "Emphasis," 
Dr.  Fowler  says,  "should  be  put  on  the 
importance  of  X-ray  in  all  cases  where 
there  is  even  a  remote  possibility  of  the 
presence  of  an  intra-ocular  foreign  body." 
Under  the  division  on  "Vision,"  Dr. 
Fowler  gives  the  conclusion  reached  by  the 
management  in  plants  where  years  of 
treatment  have  provided  a  basis  of  judg- 
ment: 
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.  .  .  Correction  of  substandard  vision  pro- 
duces an  increase  in  return  that  will  pay  for 
its  cost — though  no  set  of  figures  at  hand  will 
place  this  return  on  a  dependable  monetan." 
basis — 

In  measuring  the  degree  and  permanence 
of  the  benefit  of  corrective  measures,  the 
opinion  of  Dr.  Eugene  Lyman  Fisk  of  the 
Life  Extension  Institute  of  New  York  is 
quoted: 

Dr  Fisk  feels  that  though  it  may  not  be  pos- 
sible to  show  that  there  is  an  improvement  im- 
mediately following  corrective  measures,  a  drop 
in  efficiency  that  would  otherwise  surely  come 
later  would  be  prevented. 

Eye-work  and  the  use  of  the  eyes  may  be 
given  authoritatively  as  the  cause  of 
fatigue,  but  unless  the  eyes  are  subnormal, 
the  resulting  ineflBciency  is  no  greater  than 
from  any  other  prolonged  physiological 
process. 

In  determining  the  frequency  of  sub- 
standard \'ision,  "The  percentage  of  em- 
ployees with  subnormal  %'ision  has  been 
determined  in  several  carefully  recorded 
series  of  investigations."  In  these  in- 
vestigations it  was  found  that  "the  highest 
percentage  of  defective  \-ision  was  in  the 
class  of  workers  who  made  the  greatest  use 
of  their  eyes." 

But  with  all  these  facts  in  regard  to 
subnormal  eyes,  statistics  show  that: 
"Many  subnormal  eyes  will  work  well  even 
for  fairly  trjTng  work  if  conditions  are 
good."  This,  of  course,  is  the  chief  reason 
for  the  final  di\Tsion  on  illumination  where 
Dr.  Fowler  saj's:  "Even  the  most  superficial 
survey  of  lighting  conditions  reveals  that 
in  the  majority  of  plants  there  is  much 
improvement  possible.  One  observer," 
he  states,  "estimates  the  loss  in  this  coun- 
try as  above  the  entire  cost  of  illumination." 

The  simple  requirements  for  correct 
lighting  are  concisely  given: 

1.  Light  enough  to  see  by  to  do  work — too 
little  or  too  much  producing  discomfort. 

i.  Diffusion  to  avoid  sharp  contrasts  and  deep 
shadows. 

3.  Elimination  of  glare. 

Different  types  of  lighting  are  explained 
rather  in  detail  with  contrasting  advantages 
and  disadvantages.     These  tj-pes  of  light- 


ing are  known  as  the  direct,  semidirect,  and 
indirect.  Contrasted  to  these  is  the  day- 
light lighting  which  is  generally  taken  for 
granted  as  suppljHng  the  best  illumination. 
Dr.  Fowler  continues: 

Up  to  the  present  time,  this  is  probably  true, 
where  it  is  of  proper  intensity  and  properly  con- 
trolled, for  diffusion  is  more  easily  secured,  the 
limits  of  comfortable  intensity  are  much  wider 
apart,  and  fatigue  is  much  slower  in  developing 
than  with  most  artificial  lighting.  This  may 
not  continue  to  be,  when  lighting  practices  de- 
velop efficiency;  and  the  perfect  uniformity, 
obtainable  only  with  artificial  means  not  in- 
fluenced by  weather  changes,  may  bring  a  suf- 
ficient advantage  to  make  it  the  superior  form. 
Certainly  the  daylight  is  the  cheaper  and  will 
continue  to  be  so  for  a  long  time. 

The  conclusion  of  the  report  is  devoted  to 
a  special  plea  for  greater  attention  to  il- 
lumination and  attention  to  eye  conserva- 
tion in  the  small  plants  of  less  than  2000 
workers  where.  Dr.  Fowler  feels  sure,  the 
greatest  loss  takes  place.  And  these  plants 
are  not  only  in  the  great  majority  but  "less 
ready  to  take  up  any  of  these  measures  un- 
less the  early  returns  of  a  dividend  can  be 
clearly  shown." 

Copies  of  this  pamphlet  may  be  obtained 
by  manufacturing  executives  upon  applica- 
tion to  L.  W.  Wallace,  Eyesight  Conserva- 
tion Council  of  America,  Washington,  D.  C. 

A  Guide  for  Our  Organization.  House  Rules 
and  Employees*  Representation.  The  Printz- 
Biederman  Company,  Cleveland,  Ohio. 

"Since  1913  the  workers  and  the  manage- 
ment of  the  Printz-Biederman  Company 
have  had  a  plan  of  co-operative  relationship 
based  on  a  common  understanding  of 
mutual  problems  and  faith  in  the  fairness 
of  both  parties  concerned. 

"In  its  original  form  the  plan  consisted 
of  a  House  of  Representatives,  a  Senate,  and 
a  Cabinet.  Today,  for  more  expeditious 
work  the  functions  of  the  Senate  as  such 
have  been  eliminated,  and,  in  its  stead,  the 
management  acts  through  a  planning  board 
composed  of  Representatives  of  each  of  the 
major  di\-isions  of  the  plant." 

This  pamphlet  from  the  Printz-Bieder- 
man Company  contains  the  constitution  of 
the  House  of  Representatives  and  a  list  of 
detailed  rules  for  the  guidance  of  employees. 
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In  clear  and  explicit  terms  every  custom 
and  rule,  all  privileges  and  obligations, 
accessories  and  benefits  of  the  house  are  set 
forth.  The  language  in  which  these  are 
explained  is  simple  and  the  composition  of 
the  booklet  is  such  as  to  make  it  a  ready 
reference  easily  comprehended. 

The  rules  are  arranged  in  the  order  in 
which  problems  concerning  them  might 
present  themselves  to  a  new  employee. 
Knowledge  of  the  general  routine  customs 
of  the  house,  such  as  hours  and  overtime, 
time  recording,  holidays,  vacations,  service 
bonuses  and  advancements,  are  taken  up 
first.  These  are  followed  by  the  rules  con- 
cerning tools  and  their  care,  the  handling 
of  materials  and  house  purchases  which  may 
be  made  by  employees. 

Precautions  and  rules  against  personal 
visits  and  telephone  calls  lend  an  oppor- 
tunity for  advisory  comment  as  to  the  gen- 
eral conduct  of  employees  on  their  jobs. 
For  example: 

Information  of  a  ipore  or  less  confidential 
nature  which  comes  to  you  in  the  course  of  your 
work  is  of  interest  to  yom-self  and  your  fellow 
workers  only.  It  is  expected  that  you  will  re- 
frain from  discussing  publicly  outside  the  factory 
anything  pertaining  to  the  factory,  and  thus  keep 
from  violating  the  confidence  placed  in  you. 

Make  every  effort  to  set  the  right  kind  of 
example  in  courtesy,  energj',  enthusiasm,  and 
cheerfulness  to  those  around  you,  especially  to 
new  employees.  Assist  them  in  every  way  that 
you  can,  answering  their  questions  and  making 
them  feel  at  ease,  to  the  end  that  a  spirit  of  good 
fellowship  may  prevail  at  all  times. 

The  House  of  Representatives  and  its 
functions  are  explained  in  great  detail  from 
the  employees'  vie^v^joint.  The  benefit 
association,  medical  service  for  employees, 
the  hospital,  the  library  and  locker  system 
have  paragraphs  devoted  to  their  descrip- 
tion. Preceding  the  constitution  of  the 
House  of  Representatives  a  "pledge"  is 
given. 

Upon  these  four  cornerstones:  Justice,  Co-op- 
eration, Economy,  and  Energj',  we,  the  employ- 
ees of  the  Printz-Biederman  Company,  shall 
build  a  harmonious  relationship  amongst  our- 
selves— between  ourselves  and  our  employers — 
between  our  house  and  our  retail  associates — and 
between  our  own  handiwork  and  the  woman  who 
wears  a  "Printzess." 


According  to  the  constitution,  the  func- 
tions of  the  House  of  Representatives  shall 
be  to  co-operate  wth  the  management 
through  the  planning  board  for  maximum 
service  toward  economic  production  of  the 
highest  quality. 

Representatives  are  elected,  one  from 
every  20  employees  who  have  been  in  the 
employment  of  the  company  for  at  least 
six  months.  Departments  having  fewer 
than  20  employees  shall  elect  one  repre- 
sentative. The  elections  are  held  during 
the  first  week  in  February  and  the  first  week 
in  August  by  the  Australian  ballot.  Any 
member  of  the  House  of  Representatives 
may  be  recalled  who  has  not  proved  satis- 
factory to  the  workers  he  represents. 

The  duties  of  members  include  attend- 
ance at  all  meetings  and  voting  upon  all 
questions  submitted  to  the  House  of  Repre- 
sentatives. A  member  shall  explain  the 
functions  of  the  House  of  Representatives 
to  all  new  employees  assigned  to  him.  A 
representative  who  is  wilfully  absent  from 
four  consecutive  meetings  shall  cease  to  be 
a  member. 

The  officers  of  the  House  of  Representa- 
tives consist  of  a  president,  a  vice-president, 
a  secretary,  and  a  sergeant-at-arms.  All 
committees  except  the  Betterment  Com- 
mittee and  the  Wage  Rate  Committee  are 
appointed  by  the  chairman.  These  two 
committees  are  elected  by  the  House  of 
Representatives . 

The  Betterment  Committee  consists  of 
one  representative  from  each  floor.  The 
duties  of  this  committee  are  to  act  upon  all 
suggestions  and  complaints  concerning  the 
social  and  physical  conditions  of  the  em- 
ployees. It  also  investigates  all  cases  of 
discharge  referred  to  it. 

The  Wage  Rate  Committee  consists  of 
one  representative  from  each  productive 
department  and  elects  four  subcommittees. 
The  chairman  of  each  subcommittee  is  a 
member  of  the  Wage  Rate  Committee. 
The  members  of  the  subcommittees  are 
chosen  from  the  employees  at  large  who 
have  been  employed  at  least  six  months. 
The  duties  of  the  Wage  Rate  Committee  are 
to  determine  in  agreement  with  the  man- 
agement what  minimum  base  rates  shall  be 
paid,  and  to  refer  individual  applicants  for 
changes  in  rates  to  the  management,  when 
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they  have  not  been  satisfactorilj-  adjusted 
by  tlie  foremen  or  the  superintendents. 
Each  subcommittee  passes  on  the  correct- 
ness of  final  time  standards  on  each  opera- 
tion, as  it  is  completed. 

In  the  event  that  the  House  of  Repre- 
sentatives and  the  management  cannot 
come  to  an  agreement  on  some  question  and 
have  exhausted  every  means  of  settlement 
provided  for  in  this  constitution,  they  choose 
a  person  satisfactory  to  both  to  render  a 
decision  on  the  matter  involved.  This 
decision  is  considered  final  and  constitutes 
the  working  agreement  of  the  employees 
and  the  management. 

Amendments  to  the  constitution  may  be 
introduced  only  upon  the  written  recom- 
mendation of  at  least  three  members  of  the 
House  of  Representatives  or  of  the  planning 
board.  Notice  of  such  proposed  amend- 
ments are  to  be  given  to  each  member  of  the 
House  of  Representatives  at  least  five  days 
before  the  meeting  at  which  the  amend- 
ments are  to  be  voted  upon.  A  two- thirds 
vote  of  the  members  present  is  necessary  to 
amend  any  article. 

Relation  of  Budgetary  Control  to  Cost  Account- 
ing, by  J.  O.  McKinsey.  National  Association 
of  Cost  Accountants,  130  West  42  Street,  New 
York  City. 

Probably  no  phase  of  business  organiza- 
tion and  management  is  arousing  any  more 
interest  than  the  subject  of  budgets.  As 
the  name  of  the  above  pamphlet  implies  it 
deals  with  one  phase  of  budgeting,  namely, 
its  relation  to  cost  accounting. 

Mr.  McKinsey  divides  his  subject  into 
the  following  headings:  Requirements  for 
Successful  Manufacturing;  Producing  the 
Right  Article;  Producing  the  Right  Quan- 
tity; Producing  as  Cheaply  as  Possible; 
Financial  Management;  Procedure  for 
Budgetary  Control;  and  Results  to  be  Ac- 
complished Through  Budgetary  Control. 

From  the  viewpoint  of  manufacturing  opera- 
tions there  are  three  predominant  requisites  if 
the  largest  possible  profit  is  to  be  made:  (1) 
The  right  article  or  articles  must  be  produced; 

(2)  the  right  article  or  articles  must  be  produced 
in  the  right  quantities  and  at  the  right  time,  and 

(3)  the  right  article  or  articles  must  be  produced 
as  cheaply  as  possible.  Any  method  of  control  or 
system  of  procedure  if  it  is  to  be  of  service  in 


industrial  management  must  facilitate  the  meet- 
ing of  these  requisites. 

To  determine  the  desirability  of  producing  an 
article,  it  is  necessary  to  determine:  (1)  \Miether 
the  article  can  be  sold;  and  (2)  whether  it  can  be 
produced  at  a  cost  which  will  make  it  possible  to 
sell  it  at  a  profit.  Obviously  the  quantity  which 
can  be  sold  will  affect  the  cost  of  its  production. 
^Miether  it  can  be  sold  and  in  what  quantities 
must  be  determined  by  the  sales  department. 
Assuming  that  it  is  an  article  which  is  now  being 
produced,  this  information  will  be  shown  on  the 
sales  estimate.  Under  the  same  conditions,  the 
cost  at  which  the  article  can  be  produced  will  be 
determined  from  the  cost  records.  But  in  deter- 
mining whether  it  can  be  produced  profitably,  it 
will  not  be  satisfactory  to  follow  blindly  the  cost 
records.  These  records  show  what  the  quantity 
produced  during  past  periods  cost.  The  sales 
program  as  shown  by  the  sales  estimate  may  call 
for  a  larger  or  smaller  quantity  during  the  next 
period  and  the  change  in  quantity  may  affect  the 
unit  cost.  Moreover,  in  considering  the  produc- 
tion cost  of  the  specific  articles,  its  production 
must  be  considered  in  connection  with  the  pro- 
duction program  as  a  whole.  The  sales  program 
may  call  for  such  an  increased  production  of 
other  articles  which  are  more  desirable  that  to 
produce  this  article  it  will  be  necessary  to  secure 
new  equipment  or  enlarged  production  space. 
To  secure  these  may  result  in  an  increase  of  cost 
which  makes  the  production  of  the  article  pro- 
hibitive. Consequently  in  using  the  cost  figures 
of  previous  periods  to  judge  the  costs  of  the  fol- 
lowing period,  it  is  necessary  to  consider  them  in 
connection  with  the  production  program  of  this 
period  as  shown  by  the  production  estimate.  It 
can  be  seen,  therefore,  that  in  determining  what 
to  produce,  there  is  a  very  close  relation  between 
the  budgetary  program,  as  shown  in  the  sales  and 
production  estimates,  and  the  cost  statistics  pro- 
vided by  the  cost  records. 

The  production  department  should  establish 
minima,  quantities  to  order,  and  maxima  in  ac- 
cordance with  the  following  principles: 

1.  There  should  be  at  all  times  sufficient  stock 
on  hand  to  satisfy  customers'  demands,  if  such 
demands  are  consistent  with  the  capacity  of  the 
factory. 

2.  There  should  not  be  larger  stocks  on  hand 
than  can  be  turned  over  in  a  period  necessary 
for  the  production  of  a  similar  quantity,  unless 
such  quantities  do  not  constitute  an  economical 
run. 

3.  Goods  should  be  produced  in  quantities 
large  enough  to  insure  economical  production. 

The  following  factors  should  be  considered  in 
establishing  minima,  quantities  to  order,  and 
maxima:  production  period,  probable  sales,  mar- 
gin of  safety,  and  economic  run. 
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Students  of  budgetary  control  are  laying 
great  stress  on  the  matter  of  having  a  well- 
co-ordinated  budget.  A  complete  budget- 
ary program  involves  the  preparation  of 
sales,  production,  plant  equipment,  pur- 
chase, expense,  and  finance  budgets. 

Before  a  sales  budget  is  prepared  a  sales 
estimate  should  be  dra'w'n  up. 

The  probable  sales  for  the  budget  period  are 
stated  in  the  sales  estimate.  By  using  the  ratio 
of  the  production  period  to  the  budget  period, 
the  probable  sales  for  the  production  period  can 
be  obtained. 

In  the  past,  accountants  and  industrial  engi- 
neers, working  without  the  assistance  of  a  sales 
estimate,  have  been  compelled  to  use  past  sales  as 
a  basis  for  computing  the  probable  sales.  There 
are  at  least  three  reasons  why  this  procedure  is 
unsatisfactory : 

1.  The  constant  changes  in  market  conditions 
may  make  the  sales  of  future  periods  more  or  less 
than  during  past  periods. 

2.  A  business  is  apt  to  make  changes  in  its 
marketing  plans  and  general  business  policies 
which  will  affect  the  sale  of  some  or  all  articles 
which  it  may  produce. 

3.  The  sales  of  past  periods  may  have  been 
less  than  they  might  have  been  if  there  had  been 
an  adequate  inventory  to  meet  sales  demands. 
Future  production  should  be  based  on  future 
sales  and  not  on  past  sales. 

The  sales  estimate,  if  properly  prepared,  makes 
possible  accurate  and  scientific  inventory  plan- 
ning. 

It  becomes  necessary,  therefore,  to  have  a 
quantity  of  finished  goods  on  hand  in  excess  of 
the  probable  sales  for  the  production  period  at 
the  time  the  production  order  is  issued.  The  ex- 
cels may  be  termed  the  margin  of  safety.  This 
margin  is  usually  estimated  at  from  10  to  25  per 
cent  of  the  probable  sales  for  the  production 
period. 

One  of  the  most  important  points  made 
by  Mr.  McKinsey  is  the  following: 

In  establishing  standard  or  predetermined 
costs,  it  is  necessary  to  consider  the  quantity  to 
be  produced,  for  the  costs  vary  with  the  quantity 
produced.  The  practice  of  accountants  has  been 
to  select  one  or  more  periods  during  which  they 
think  there  was  normal  production  and  use  the 
costs  of  these  periods  as  standard  costs,  or  at 
least  to  regard  the  production  of  these  periods  as 
standard  production  and  determine  the  standard 
costs  on  the  basis  of  this  quantity  of  production. 
For  the  purpose  of  distributing  the  costs  of  pro- 
duction evenly  over  all  periods  and  thereby  de- 
termining a   uniform   cost,   there  is  a  decided 


merit  in  this  method.  It  would  seem,  however, 
from  the  viewpoint  of  administrative  control,  it 
would  be  much  more  accurate  to  have  the  stand- 
ard costs  based  on  the  anticipated  production  of 
the  period  under  consideration.  The  manufac- 
turer does  not  care  so  much  to  know  how  his 
costs  compare  with  what  they  should  be  if  he 
produced  the  quantity  which  he  produced  during 
some  previous  period,  as  he  desires  to  know:  (1) 
At  the  beginning  of  the  period  what  his  costs  will 
be  if  he  manufactures  what  he  plans  to  manu- 
facture during  the  period;  (2)  during  the  period 
how  his  costs  compare  with  what  he  estimated 
they  would  be;  and  (3)  why  there  is  a  variation 
between  the  estimated  and  the  actual.  It  is  not 
intended  to  imply  that  the  use  of  standard  costs 
as  a  means  of  equalizing  costs  may  not  be  desira- 
ble, but  only  to  emphasize  that  standard  costs 
based  on  past  production  do  not  give  the  manu- 
facturer the  information  which  he  most  needs  to 
judge  the  desirability  of  contemplated  plans  or  of 
controlling  these  plans  after  they  are  put  into 
operation.  Industrial  management  necessitates 
the  planning  of  future  operations,  and  such  plan- 
ning must  be  based  on  information  with  reference 
to  what  those  operations  are  expected  to  be. 
Such  information  is  possible  only  when  it  is  ob- 
tained from  estimates  which  are  scientifically 
and  accurately  made. 

The  last  step  in  budgeting  work  is,  of 
course,  to  obtain  the  necessary  funds  to 
finance  the  budget.  On  this  point,  among 
other  things,  the  writer  says: 

The  proper  control  of  finances  has  a  very  close 
connection  with  costs  and  cost  records  in  two 
ways:  (1)  Inadequate  funds  lead  to  a  lack  of 
equipment,  materials,  and  supplies  which  results 
in  inefficient  use  of  materials  and  labor  with  the 
consequent  increase  in  costs;  and  (2)  proper  use 
of  funds  requires  data  which  shows  the  most 
economical  methods  of  production  and  which 
serves  as  a  basis  for  the  preparation  of  financial 
plans.  The  cost  records  supply  a  material  part  of 
this  data.  Here  again  we  see  the  relationship  of 
budgetary  control  to  cost  accounting. 

He  concludes  his  very  excellent  discus- 
sion by  an  outline  of  the  procedure  to  be 
followed  by  an  organization  in  installing 
and  operating  a  system  of  budgetary  con- 
trol. In  this  connection  he  brings  out  the 
results  that  are  accomplished  through  a 
budget  system. 

This  pamplilet  is  particularl}'  valuable  in 
that  it  gives  a  general  resume  of  the  essen- 
tial points  in  the  relationship  between 
budgetary  control  and  cost  accounting. 
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In  conclusion  it  might  be  mentioned  that 
the  Research  Department  of  the  National 
Association  of  Cost  Accountants  is  making 
a  study  of  budgets  and  is  attempting  to 
collect  the  available  materials  on  different 
phases  of  the  subject. 

Better  Business  Libraries.  By  Louise  B. 
Krause.  Librarian  for  the  H.  M.  Byllesby 
Company,  Chicago.  Printed  by  the  Indexers 
Press,  5526  South  Park  Avenue,  Chicago. 

Business  the  world  over  is  dependent 
upon  the  printed  page.  There,  answers  to 
the  questions  of  executives,  department 
heads,  and  minor  employees  can  always  be 
found  somewhere,  in  some  form.  But 
how  to  dig  out  these  answers  when  they  are 
needed  from  the  mass  of  written  matter  is 
the  problem  that  confronts  the  business 
man.  If  he  turns  blindly  to  the  realm  of 
print  for  definite  information  he  finds  him- 
self lost  in  a  maze  of  statistics  and  odd 
information.  There  is,  however,  one  guide 
—  the  business  library — by  whose  aid  the 
executive  can  move  with  assurance  through 
the  jungle  of  print. 

How  to  make  the  best  use  of  this  guide  is 
the  purpose  of  the  100-page  booklet, 
"Better  Business  Libraries,"  by  Louise  B. 
Krause.  The  ten  chapters  of  the  pamphlet 
are  a  series  of  articles  which  were  first 
printed  in  Trained  Men,  a  monthly  period- 
ical published  by  the  International  Corre- 
spondence School  of  Scranton,  Pennsylva- 
nia. The  articles  are  short,  well  organized, 
and  presented  under  definite  headings. 

The  first  article  is  an  introduction 
chapter  explaining  the  need  for  the  business 
library.  It  exists,  explains  ]VIiss  Krause, 
because  it  is  the  most  effective  and  econom- 
ical way  of  taking  care  of  the  mass  of  print 
which  the  executive  constantly  needs  in 
carrying  on  his  business.  Without  it  the 
business  man  is  handicapped  by  the  fact 
that  though  he  knows  the  information 
needed  exists  he  cannot  put  his  finger  on  it 
at  a  moment's  notice.  He  cannot  use  it 
in  giving  immediate  answers  to  business 
problems. 

Many  executives  realizing  the  value  of 
the  librarj'  have  come  to  the  conclusion 
that,  just  as  they  have  created  advertising 
departments  to  handle  their  advertising 
effectively,  and  just  as  they  have  traffic 


departments  which  understand  the  shipping 
proposition,  so  it  is  worth  while  to  employ 
a  librarian  and  create  a  library  department 
where  information  of  value  to  the  business 
may  be  kept.  If  the  library  is  created  it 
must  be  a  distinct  department  of  the 
organization,  warns  the  author.  It  should 
not  be  considered  supplementary  to  any 
other  department,  because  its  purpose  is 
to  serve  equally  well  the  interests  and  needs 
of  all  divisions  of  the  organization. 
Miss  Krause  says : 

Some  business  firms  have  made  a  serious 
mistake  in  organizing  their  business  libraries  as 
a  subsidiary  function  to  their  industrial  relations 
or  welfare  departments.  These  firms  have 
failed  to  recognize  that  the  function  of  a  business 
library  is  twofold.  Its  first  function  is  that  of  a 
research  department,  which  serves  executives 
and  department  heads  with  printed  information 
of  importance  bearing  on  the  problems  of  their 
business.  Its  second  function  is  to  supply  print 
for  the  education  and  recreation  of  employees. 
There  are  a  number  of  business  libraries  which 
are  performing  well  either  one  or  the  other  of 
these  two  functions,  but  few  business  libraries 
have  adequately  developed  both. 

\Miere  the  executive  most  often  fails  with 
the  library,  it  is  pointed  out,  is  in  the 
choosing  of  a  capable  librarian,  a  librarian 
who  has  been  specially  educated  for  this 
kind  of  work.  She  must  have  a  thorough 
knowledge  of  library  technique,  by  which 
is  meant  the  knowledge  of  library  ad- 
ministration, systems  of  classification, 
cataloguing,  organization  of  alphabetic 
subject  files,  and  sources  of  all  printed 
information.  But  just  as  important  as 
these  requirements  is  that  of  an  edu- 
cational background.  Too  often.  Miss 
Krause  comments,  the  librarian  is  the 
"nice  bright  girl"  who  has  done  general 
office  work,  one  of  the  organization's 
stenographers  or  file  clerks,  or  some  other 
employee  of  the  company  equally  unfitted 
for  the  task. 

More  than  two-thirds  of  the  handbook 
is  devoted  to  a  discussion  of  the  material 
which  should  be  placed  on  the  files  and 
shelves  of  the  library.  Books  are  the 
foundation  stones,  says  Miss  Krause.  The 
great  foundation  stone,  the  Rosetta  stone 
is  an  unabridged  English  dictionary  either 
Webster  or  the  Standard. 
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The  frequent  use  of  the  dictionary  is  not  a 
sign  of  ignorance  but  a  sign  of  education.  To 
have  a  growing  vocabulary,  to  use  the  right 
word  in  the  right  place,  to  pronounce  correctly, 
to  spell  properly  and  hyphenate  is  a  worthy 
ideal  for  executives  and  employees  alike.  Yet 
in  many  business  offices  an  English  dictionary 
may  not  be  found  except  a  cheap  little  volume 
purchased  by  the  stenographer  at  her  own  ex- 
pense and  hid  in  her  desk  like  the  crib  of  a  school 
boy,  to  be  surreptitiously  consulted  when  she 
gets  into  a  tight  place  and  is  ashamed  to  say 
she  does  not  know. 

General  reference  books,  books  written 
primarily  to  answer  questions,  such  as 
encyclopedias,  directories  of  places,  people, 
and  industries  must  have  a  place  in  the 
well-equipped  business  library.  And  there 
must  be  business  books  telling  of  methods 
of  doing  business,  accounting,  sales  manage- 
ment, advertising,  business  correspondence, 
credits,  labor  problems,  etc.  Technical 
volumes,  selected  for  their  bearing  on  the 
technical  aspect  of  a  particular  industry, 
books  of  culture,  and  of  general  literature 
for  the  benefit  of  the  employees,  must  have 
a  place  on  the  shelves.  But  before 
choosing  any  of  these  books  the  author 
advises  the  executive  to  make  his  selection 
by  the  use  of  excellent  guides  to  the  best 
new  books  of  all  classes.  Under  each  class 
Miss  Krause  has  included  a  list  of  guide 
books  which  will  be  helpful  as  aids  in 
the  choosing. 

If  books  are  the  foundation  stones  of 
the  ideal  executive's  library,  periodicals 
are  the  uprights  around  which  the  frame- 
work is  erected.  Any  business  man  who 
will  take  time  to  read  a  few  of  the  best 
journals  which  bear  directly  upon  his 
business,  will  find  that  he  is  keeping 
absolutely  up  to  date  in  his  current  infor- 
mation. If  he  is  a  busy  man  a  great  deal  of 
this  reading  must  be  done  by  proxy,  that 
is,  his  trained  librarian  reads  for  him.  In 
addition  to  the  trade  and  technical  period- 
icals covering  the  executive's  particular 
field  the  author  advises  that  the  business 
man  read  some  periodicals  for  general 
information  as  he  cannot  isolate  his  own 
business  from  the  general  trend  of  finance 
and  trade. 

Not  only  are  periodicals  encyclopedias 
of  current  information,  but  they  become 


permanent  encyclopedias  of  great  value 
when  complete  files  are  preserved  either  in 
boxes  or  by  binding.  But  bound  sets  of 
the  best  periodicals  pertaining  to  the 
business  will  be  useless,  unless  the  keys  are 
also  purchased  which  will  quickly  unlock 
their  contents,  namely,  subject  indexes. 

Selected  lists  of  British  and  American 
high-grade  periodicals  and  also  of  the  best 
indexes  which  can  be  obtained,  are  given 
for  the  use  of  the  executive  in  supplying 
his  library.  One  chapter  of  the  booklet 
notes  the  most  valuable  financial  and 
trade  services,  adding  a  few  descriptions 
and  critical  comments. 

Under  the  heading  "United  States 
Government  Information"  there  is  pointed 
out  to  the  executive  a  simple  and  direct 
path  into  the  government  field  of  busi- 
ness information.  As  all  government 
documents  are  compiled  primarily,  not  by 
the  head  departments,  but  bj'  subsidiary 
bureaus  of  these  departments,  it  is  necessary 
in  sending  for  a  bulletin  to  give  the  specific 
name  of  the  bureau.  As  an  axiom  in 
locating  government  documents  Miss 
Krause  advises  first,  to  get  the  exact  name 
of  the  bureau  or  the  commission  issuing  the 
publication,  if  possible,  and  second,  to  get 
the  name  of  the  series  in  which  it  is  issued 
and  its  series  number.  Included  in  the 
discussion  of  government  information  is  a 
long  list  of  the  bureaus  of  the  government 
and  the  kind  of  information  which  they 
print  of  interest  to  business  men. 

To  use  the  business  library  eflfectively 
the  material  must  be  arranged  in  orderly 
fashion.  Without  a  defined  system  of 
arrangement,  it  becomes  a  miscellaneous 
junk  pile  on  which  to  soil  hands  and  try 
tempers.  It  is  an  established  principle 
not  open  to  discussion  that  books  in  a 
library  should  be  arranged  by  subjects. 
This  principle,  of  course,  involves  a  system 
of  numbering  which  will  permit  of  such  an 
arrangement,  and  the  Dewey  Decimal 
Classification  is  without  doubt  the  best 
known  subject  system  for  classifying  books. 
But  many  business  men  having  heard  of 
this  system  think  that  not  only  books  but 
all  kinds  of  data  to  be  correctly  filed  must 
be  according  to  tlie  decimal  system.  This 
is  a  mistake,  says  the  author,  as  the  alpha- 
betic subject  system  is   a   much   simpler 
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and  more  comprehensive  method.  This 
method  is  simply  a  filing  of  articles  under 
the  exact  English  subject  word  about  which 
the  article  treats. 

^Yith  an  excellent  collection  of  material 
valuable  to  business  and  well  organized  for 
work,  the  next  step  is  to  get  the  material 
practically  applied  and  working  for  every 
member  of  the  organization.  To  do  this 
it  is  explained  tliat  there  must  be  a  com- 
plete confidence  and  co-operation  of  the 
executives  with  the  librarian.  A  few  of 
the  librarian's  duties  are  discussed  under 
the  heads  of  receipt  and  distribution  of 
library  material,  care  of  incoming  mail, 
the  ordering  of  library  material,  and  the 
circulating  of  periodical  material  in  the 
form  of  digests  or  indexes. 

In  conclusion  the  author  says: 
The  true  librarian  must  be  a  salesman  of  his 
stock  of  information.  It  is  not  enough  to  list 
his  wares  in  bulletin  service  and  then  stop.  He 
must  follow  up  the  people  who  are  not  using  the 
information.  The  various  methods  of  salesman- 
ship in  general  can  be  effectively  applied  in 
getting  library  customers,  namely  talk,  display, 
advertising,  samples,  and  the  making  of  friends. 

The  work  is  an  honest  attempt  to  arouse 
the  executive  to  a  realization  of  the  need 
for  better  business  libraries.  It  is  not  a 
preachy  book,  but  a  text  of  suggestions. 
It  points  out  that  the  lot  of  the  modern 
executive  is  no  sinecure,  for  decision  after 
decision  is  required  of  him,  and  these  deci- 
sions shoot  forth  with  the  continuity  of 
shots  from  a  machine  gun.  Often  these 
problems  are  of  an  unusual  nature,  and 
without  adequate  facts  and  figures  upon 
which  to  base  conclusions  and  judgments, 
disaster  will  result — disaster  either  to  the 
executive  or  to  the  business. 

Employees'  Incentive  Plans  in  Cleveland 
Industries.  Report  of  the  Committee  on 
Labor  Relations  of  The  Cleveland  Chamber 
of  Commerce. 

This  booklet  of  95  pages  contains  a  con- 
solidation of  the  information  obtained  by 
the  Committee  on  Labor  Relations  after  a 
very  careful  investigation  into  the  incentive 
plans  in  use  by  industries  in  the  Cleveland 
district. 

The  subject  of  "employees'  incentive 
plans"  is  one  that  is  of  steadily  growing 


importance.  This  principle  was  embodied 
in  the  Declaration  of  Principles  of  The 
Cleveland  Chamber  of  Commerce  in  the 
following  statement:  "^\^lere  possible, 
incentives  and  opportunities  should  be 
offered  to  employees  to  increase  their 
earning  capacity. " 

The  introductory  chapter  makes  a  general 
division  of  the  incentive  plans  foimd  in  the 
local  industries  under  the  two  heads:  (a) 
Individual  Incentives;  and  (b)  Group 
Incentives.  The  purpose  of  this  report  is 
further  given  as  dealing  "principally  with 
Cleveland  plans  for  employees'  profit 
sharing,  bonuses,  and  stock  ownership. 
Such  plans  may  be  classified  as  group  in- 
centive plans."  The  committee  has  tried 
to  ascertain  the  policies  that  underlie  these 
plans  and  the  results  obtained  from  them. 

Study  of  the  subject  through  visits  and 
questionnaires  to  nearly  600  firms  in  the 
Cleveland  district  has  led  to  the  conviction 
that  the  principle  of  offering  employees 
individual  incentives,  based  on  individual 
effort  and  accomplishment,  is  fundamen- 
tally correct.  And  so,  while  the  report 
deals  chiefly  with  group  incentive  plans, 
certain  examples  of  the  individual  incentive 
plans  are  given. 

Approximately  19  per  cent  of  the  firms  in- 
vestigated reported  some  form  of  employ- 
ees' incentives  falling  under  the  heads  of: 

Profit-Sharing  Plans 
Limited  Profit-Sharing  Plans 
Bonus  Plans 
Stock  Sales  Plans 

Eight  basic  principles  have  been  formu- 
lated by  the  committee  as  a  result  of  its 
study.  These  principles  they  believe  should 
underlie  incentive  plans  of  the  types  con- 
sidered; principles  that  are  felt  to  be 
necessary  for  a  plan  of  any  of  these  tj^pes 
which  is  to  be  effective.  The  eight 
principles  are  given  below: 

1.  An  incentive  plan  should  have  as  its 
fundamental  purpose  the  increasing  of  the  value 
of  employees'  services  both  to  themselves  and 
their  employer. 

2.  Such  a  plan  should  serve  to  promote  con- 
fidence and  understanding  between  the  employer 
and  emploj'ees. 

3.  To  that  end,  the  benefits  to  employees 
should  be  substantial  and  in  addition  to  the 
current  rate  of  wages. 
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4.  The  plan  should  not  represent  paternalism 
or  philanthropy  on  the  employer's  part. 

5.  The  participants  in  the  plan  should  be 
informed  as  to  the  factors  affecting  the  pajonent 
and  amount  of  the  incentive. 

6.  They  should,  preferably,  be  represented 
in  the  administration  of  the  plan. 

7.  The  plan  should  be  designed  to  meet  the 
needs  of  each  enterprise  and  accomplish  the 
worthy  objects  of  the  employer. 

8.  The  success  of  any  plan  is  particularly 
dependent  upon  the  effectiveness  of  its  manage- 
ment. Any  plan,  no  matter  how  admirable 
may  be  its  features,  will  fail  unless  it  is  properly 
managed. 

In  order  that  the  reader  of  this  report 
may  have  a  thorough  understanding  of  the 
terms  used  in  the  articles,  the  committee 
has  very  thoughtfully  embodied  in  the 
introductory  chapter  a  list  of  definitions 
stating  clearly  what  is  meant  by  individual 
incentive  plans,  group  incentive  plans,  etc. 

The  main  body  of  the  report  is  given 
under  the  following  headings: 

Cleveland  Individual  Incentive  Plans 

Cleveland  Profit-Sharing  Plans 

Cleveland  Limited  Profit-Sharing  Plans 

Cleveland  Stock  Sales  Plans 

Cleveland  Bonus  Plan 

Under  each  of  these  heads  are  given  in 
detail  many  of  the  incentive  plans  in 
operation  in  Cleveland  industries.  At  the 
close  of  each  group  is  given  a  summary  of 
the  points  found  in  the  individual  plans. 
These  summaries  are  very  complete  and  are 
time-savers  for  the  business  executive  who 
cannot  spare  the  time  to  devote  a  careful 
reading  to  each  plan  given.  Summaries 
of  the  various  group  incentive  plans  contain 
the  consolidated  information  under  such 
headings  as  the  following: 

1.  Kind,  and  number,  of  industries  using  the 
plan,  together  with  the  date  of  installation  of 
the  plan. 

2.  Eligibility  for  participation  in  the  plan. 

3.  Extent  of  participation  and  size  of  profit 
share  expressed  as  a  percentage  of  the  employee's 
wages  and  of  the  total  pay-roll. 

•1.  Determination  of  fimds  available  for 
distribution. 

5.  Determination  of  the  individal  share. 

6.  Payment  of  the  profit  share. 


7.  Forfeiture. 

8.  Administration. 

9.  Reasons  given  for  installation  of  the  plan. 
10.  Results  reported  by  the  employer. 

Under  this  last  heading  practically  all 
industries  have  reported  beneficial  results 
from  the  introduction  of  some  one  of  the 
incentive  plans.  Among  such  results  those 
of  increased  co-operation,  interest,  and 
efiiciency  figure  largely.  The  plans  have 
been,  found  many  times  to  aid  materially 
in  decreasing  the  labor  turnover  and  in 
keeping  valued  employees  with  the  con- 
cern. In  most  cases  a  noticeable  improve- 
ment in  the  relations  existing  between  the 
participating  employees  and  the  manage- 
ment has  been  found. 

Tlie  plans  have  been  installed  for  various 
reasons,  some  of  them  avowedly  altruistic, 
others  of  a  more  business-like  nature.  In 
practically  every  case  it  has  been  found 
that  it  is  good  business  to  install  some  in- 
centive plan. 

The  report  closes  with  a  list  of  incentive 
plans  which  have  been  discontinued.  The 
tj^pes  of  such  plans  are  given  and  the 
reasons  for  their  discontinuance  are  listed. 
In  most  of  these  cases  it  appears  that  the 
plans  were  discontinued  for  one  of  two 
reasons:  either  the  plan  was  not  suited  for 
that  tj'pe  of  industry,  or  the  employees 
were  not  trustful  of  the  methods  used,  being 
insufficiently  informed  of  the  actual  statis- 
tics of  the  administration  of  the  plan. 

A  wide  variety  of  industries  is  repre- 
sented in  this  report  and  details  of  the  plan 
in  use  in  almost  every  kind  of  industry 
found  in  the  Cleveland  district  are  given, 
together  with  all  particulars  of  its  opera- 
tion, management,  and  results. 

Due  to  its  wide  scope  and  the  clearness 
with  which  the  salient  facts  are  presented, 
this  pamphlet  should  serve  as  a  splendid 
handbook  for  the  guidance  of  any  organiza- 
tion which  contemplates  introducing  some 
form  of  incentive  plan  in  its  operation. 
The  experience  of  others  with  various  tjT)es 
of  plans  may  be  gotten  in  a  short,  concise 
form;  and  any  errors  they  have  made  may 
be  avoided. 
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IN  THIS  ISSUE 

A  magazine  like  Administration  has  its 
uses  and  also  its  abuses.  One  of  the  latter 
was  recently  called  to  the  attention  of  the 
editor  by  a  subscriber.  A  Western  judge 
sentenced  a  man  guilty  of  small  minor  of- 
fences to  spend  two  days  in  the  public 
library  where  the  prisoner  was  to  read 
carefully  the  first  magazine  in  the  rack  de- 
voted to  periodicals.  ^Miere  magazines 
are  arranged  alphabetically,  Administra- 
tion usually  heads  the  list  as  in  this  instance. 
The  prisoner,  so  the  subscriber  says,  was 
asleep  in  fifteen  minutes  after  he  picked  up 
a  copy  of  Administration. 

If  Administration  were  published  for 
either  the  tired  or  the  retired  business  man, 
the  incident  just  mentioned  might  suggest  a 
cure  for  insomnia.  But  Administration  is 
edited  and  made  for  a  different  group  of 
business  men.  For  their  benefit  some  of 
the  features  of  the  magazine  may  well  be 
pointed  out  in  this  connection. 

Administration  aims  to  print  in  each 
issue  one  general  article  of  which  "Analysis 
and  Control  of  Business"  by  Charles  E. 
Carpenter  in  this  issue  is  tN^pical.  His  word 
of  warning  against  expecting  too  much  from 
scientific  theories  of  analysis  and  control  of 
business  is  worth  serious  thought. 

Administration  is  published  primarily  to 
bridge  the  gap  between  scientific  theory  and 
practical  operation.  A  contribution  with 
this  purpose  directly  in  mind  is  "Industrial 
Administration"  by  Dwight  T.  Farnham. 
He  utters  a  wise  warning  against  conducting 
a  business  by  intuition  and  by  "hunches." 
The  danger  is  indicated  by  Mr.  Farnham 
when  he  explains  that  the  executive  who  is 
inoculated  with  a  chart  virus  runs  the  risk 
of  a  vision  so  blurred  by  charts  and  graphs 
that  he  cannot  see  the  woods  because  of 
the  trees. 

Again,  Administration  aims  to  print  once 
a  month  on  the  average  a  financial  article 
of  direct  appeal  to  the  executive.  This 
month,  Wilbert  Ward  who  is  connected 
with  the  National  City  Bank  of  New  York 
City  discusses  "Commercial  Letters  of 
Credit  as  Trade  Weapons" — an  article  of 


special  value  when  political  and  econoDiic 
conditions  have  become  so  abnormal  that 
that  ordinary  signs  and  precedents  have 
lost  their  virtue. 

In  the  field  of  marketing  will  be  found 
two  articles  somewhat  general  in  character 
and  a  longer  contribution  more  specific  in 
subject  matter.  "A  recipe  for  successful 
salesmanship"  is  given  by  Harold  Butt, 
General  Controller  of  The  Tide  Water  Oil 
Company.  His  point  of  view  is  supple- 
mented by  a  study  in  psychology,  "Selling 
the  Senses,"  by  Ralph  Barstow,  General 
Sales  Manager  of  The  Greenfield  Tap 
and  Die  Corporation.  This  contribution, 
though  based  on  psychology,  is  soimd  sense 
as  its  title  suggests.  In  response  to  several 
requests  from  subscribers  for  a  specific  arti- 
cle relating  to  retailing,  "Scientific  Manage- 
ment from  Manufacturing  to  Retailing"  by 
John  M.  Van  Voris  has  been  inserted  to 
show  the  application  of  the  Taylor  method 
to  merchandising.  The  following  summary 
of  the  principles  will  indicate  the  subject 
matter : 

1.  The  careful  selection  and  proper  training  of 
the  employee. 

2.  The  development  of  standards  in  the 
amount  of  work  to  be  accomplished. 

3.  The  pa>-ment  of  a  wage  sufficiently  high  to 
attract  and  hold  the  better  class. 

4.  The  recording  of  essential  information  in  a 
systematic  efficient  manner. 

.5.  The  intelligent  planning  for  the  future. 

Closely  connected  with  analysis  and  con- 
trol and  with  the  preceding  article  is  that  on 
"Distribution — Its  Analysis  and  Control," 
by  Charles  J.  Brand,  Vice-President  of  The 
American  Fruit  Growers,  Inc.  He  shows 
that  the  two  main  obstacles  in  the  path  of 
efficient  and  economical  distribution  are 
excessive  freight  rates  and  lack  of  co-ordi- 
nation between  retailer  and  producer. 

Any  periodical  whose  chart  is  business 
analysis  and  control  must  of  necessity  pay 
special  attention  to  accounting.  Two  arti- 
cles in  this  issue  have  a  timely  interest. 
One,  from  the  pen  of  Earl  A.  Saliers,  Assist- 
ant Professor  of  Accounting  at  Yale  Uni- 
versity, discusses  "Production  Method  of 
Charging  Depreciation."     Professor  Saliers 
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believes  that  the  cost  of  manufacture  should 
be  standardized  as  far  as  possible  and  that 
it  is  better  to  charge  output  of  slack  periods 
with  only  its  normal  overhead  burden,  and 
carry  the  balance  undistributed  to  profit 
and  loss.  The  other  article  in  the  cost 
accounting  field,  contributed  by  Jay  L. 
O'Hara,  Assistant  Professor,  Department 
of  Industrial  Economics,  Carnegie  Institute 
of  Technology,  deals  with  "Industrial  De- 
pression and  Cost  Manipulation."  In  brief 
it  is  an  analj-sis  of  the  components  of  the 
burden  rate. 

As  Administration  is  edited  for  executives 
"The  Executive  Board— Its  Functions  and 
Operation,"  by  Arthur  E.  Swanson,  will 
surely  fill  a  long  felt  want. 

In  the  field  of  industrial  relations,  J.  W. 
Dietz,  Educational  Director  of  The  Western 
Electric  Company  has  prepared  an  interest- 
ing discussion,  "The  Foreman  as  a  Teacher." 
It  should  be  noted,  however,  that  this  arti- 
cle is  addressed  as  much  to  executives  as  to 
foremen. 

Nothing  could  be  further  from  the  pur- 
pose of  the  editor  than  to  make  Administra- 
tion an  academic  or  pedantic  magazine. 
He  does  believe,  however,  that  executives 
ought  to  keep  in  touch  with  what  is  being 
done  in  the  educational  field.  Schoolroom 
and  shop  are  linked  together  in  "Executive 
Training  and  the  Engineering  School,"  by 
John  S.  Keir,  Professor  of  Industrial  Eco- 
nomics, Carnegie  Institute  of  Technology. 

To  give  away  an  office  secret,  the  editor 
may  say  that  he  aims  to  secure  the  same 
editorial  balance  in  the  matter  of  book  re- 
views that  he' does  in  special  articles.  Ob- 
viously he  is  limited  because  his  selection 
must  be  made  from  products  of  publishers' 
presses. 

In  the  current  issue  there  is  a  review  of  a 
book  dealing  with  the  general  economic 
history  of  the  United  States.  To  supple- 
ment the  article  by  Mr.  Dietz  there  is  a  re- 
view of  a  book  dealing  with  the  foreman 
and  his  job.  In  the  field  of  finance  atten- 
tion is  called  to  a  set  of  volumes  of  unusual 
value.  These  take  up  "Banking  Principles 
and  Practice."  To  supplement  the  articles 
on  selling  there  is  a  review  of  a  book  out- 
lining the  mind  of  the  buyer.  Attention 
has^een  called  to  the  obstacle  of  excessive 
freight  rates.     Consequently,  a  review  of  a 


book  on  railroad  transportation  might  well 
be  inserted  in  this  issue.  To  correspond 
with  the  article  on  "Industrial  Administra- 
tion" the  review  of  "Business  Adminis- 
tration" has  been  inserted. 

SALES  SERMON 

Sermons  are  generally  reserved  for  Sun- 
day morning  consumption  and  during  the 
week  they  are  generally  out  of  place.  "A 
Salesman  of  1922"  need  not  be  called  a 
sermon  and  The  Stanolind  Record,  house- 
organ  of  the  Standard  Oil  Company,  in 
which  the  gospel  appears  may  not  consider 
it  as  such. 

The  dominating  factors  towards  the  success 
of  a  salesman  in  1922  are  going  to  be:  Above  all 
know  your  product;  then  the  neatness  of  personal 
appearance;  sincerity,  and  a  real  interest  in  the 
success  of  your  customer.  A  salesman  comes  in 
contact  with  all  kinds  of  business  and  all  sorts 
of  men  and  if  he  is  obser%'ing  of  every  good 
method  he  sees,  he  will  soon  be  a  kind  of  an 
efficiency  expert  in  all  lines.  Many  merchants 
are  in  dire  need  of  exactly  this  kind  of  informa- 
tion— it  is  for  you  to  find  out  when  they  want 
to  know. 

STOCK  TAKING 

Stock  taking  is  described  in  Store  Chat, 
published  by  the  employees  of  Strawbridge 
and  Clothier,  as  follows: 

Each  piece  of  merchandise  is  counted  and 
appraised.  The  records  show  the  year's  profits 
and  loss.  The  assets  and  liabilities  have  been 
carefully  weighed  and  balanced.  The  Buyers 
are  planning  to  select  new  stock  and  dispose  of 
the  old  and  less  desirable  merchandise. 

All  of  which  is  preliminary  to  a  little  ser- 
mon which  we  think  is  worth  while  reprint- 
ing. 

"Try  using  this  same  system  of  stock 
taking  on  yourself,"  advises  the  article. 
"Enter  in  the  plus  column  those  attributes 
which  wLU  bring  you  happiness,  success  and 
advancement  and  in  the  minus  list  the  weak 
points  to  be  put  on  the  auction  block  for 
quick  disposal." 

The  pivotal  points  which  the  editor 
makes  are  especially  vital  in  retail  selling. 
Says  he: 

"Personality — Are  you  neat,  erect,  well- 
poised,  and  healthy? 
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"Is  your  voice  clear,  convincing,  pleasing, 
well-modulated  ? 

"Are  yon  alert,  cheerful,  courteous,  gen- 
erous, observant,  reliant,  sympathetic, 
ambitious,  confident,  diligent,  honest,  pa- 
tient, resourceful,  tactful,  amiable,  con- 
scientious, enthusiastic,  hopeful,  polite, 
sincere,  teachable,  buoyant,  considerate, 
forceful,  industrious,  reasonable,  self-confi- 
dent, tolerant? 

"Work — In  your  work  are  you  prompt, 
thorough,  intelligent,  earnest?" 

SUGGESTIONS  FOR  DRESS 

Sparks,  house-organ  of  the  Macy  Store, 
reminds  its  employees  in  the  current  num- 
ber tliat  summer  is  not  far  in  the  future. 
Since  summer  necessitates  a  change  of 
wearing  apparel  a  committee  has  been  ap- 
pointed to  decide  on  the  dress  to  be  worn 
by  the  employees.  Says  the  armoimce- 
ment: 

Do  you  remember  the  Suggestion  Committee 
for  Changes  in  the  Dress  Regulations?  Last 
smnmer  it  asked  for  changes  for  this  winter  and 
we  have  been  living  by  those  since  cold  weather 
began.  The  Committee  is  now  holding  meetings, 
preparatory  to  making  suggestions  on  next  sum- 
mer's clothing. 

.What  do  we  want?  And  what  can  we  wear  in 
summer  that: 

1.  Will  look  best  on  our  floors  (and  this  in  a 
business  organization). 

2.  Will  be  most  economical. 

3.  Will  be  most  comfortable. 

The  Committee  is  waiting  to  know  what  we 
think  is  best  for  us  to  wear,  so  wants  us  to  notify, 
personally  or  by  letter  any  member  of  the  Com- 
mittee, in  care  of  the  Manager's  OflBce.  Please 
give  us  your  ideas. 

BUSINESS  OUTLOOK 

The  National  City  Bank,  in  its  current 
Btdletin,  briefly  states  the  business  outlook. 
The  Bulletin  emphasizes  the  agricultural 
situation  and  on  it  bases  its  business  fore- 
cast. The  Bulletin  in  a  survey  shows  that 
a  pronounced  improvement  has  taken  place 
in  the  position  of  the  farming  population, 
which  is  precisely  where  the  business  situa- 
tion has  been  weak. 

The  worst  has  been  passed  and  on  the  whole 
the  farmer  will  not  lose  the  ground  that  has  been 
gained.     For  one  thing,  a  rise  such  as  has  oc- 


curred does  more  to  restore  confidence  in  values. 
It  has  shown  how  easily  the  situation  may  right 
itself  with  a  slight  change  in  conditions,  and  that 
there  never  was  ground  for  the  extreme  pessimism 
that  prevailed.  Pessimism,  like  optimism,  is  in- 
fectious, and  when  everybody  is  thinking  the 
same  way  either  state  of  mind  will  run  to  the 
extreme.  WTien  times  were  booming,  common 
opinion  was  ready  to  insist  they  would  go  on 
that  way  for  a  long  time,  and  when  they  turned 
bad  it  was  just  as  positive  that  they  were  going 
to  stay  bad  for  a  very  long  time  unless  something 
was  done  forthwith. 

Continuing  this  line  of  reason,  The  Bulle- 
tin says  that  if  speculators  had  had  a  normal 
amount  of  nerve  the  price  would  not  have 
fallen  so  low  on  the  last  crop  of  corn. 
Further,  a  return  to  completely  normal 
conditions  is  not  to  be  expected  until  the 
finances  of  Europe  are  in  better  shape. 

In  the  long  run  the  farmer  has  one  permanent 
influence  on  this  side.  The  population  is  con- 
stantly increasing  and  the  area  of  land  in  farms 
increases  now  only  by  a  considerable  expenditure 
of  capital,  for  irrigation,  drainage  or  the  improve- 
ment of  cut  over  lands.  Such  expenditures  will 
not  be  made  when  prices  are  depressed. 

BUSINESS  ALUISINAE 

The  Lincoln  National  Life  Insurance 
Company,  in  its  organization,  almost  re- 
sembles a  large  university.  At  least  a  care- 
ful perusal  of  its  house-organs  for  the  past 
several  months  would  make  such  a  state- 
ment reliable.  It  maintains  a  sort  of 
"  alumnae  column "  in  addition  to  its  chats 
about  present  employees.  This  alumnae 
column  is  called  "Following  Old  Friends" 
and  its  purpose  is  to  keep  the  employees 
in  touch  with  former  Lincoln  Life  people. 

It  adds  a  mellowing  touch  to  the  house- 
organ.  One  cannot  help  feeling  that  this 
touch  of  the  old  has  a  beneficial  effect  on 
the  new  members  of  the  personnel.  It 
gives  the  plant  a  historical  significance  to 
the  employees  as  they  are  given  a  glimpse 
through  the  past  employees,  of  the  activity 
before  their  time. 

LITERARY  NOTES 

The  employees  of  the  Metropolitan  Life 
Insurance  Company  of  New  York  have  the 
benefit  of  a  well-equipped  fiction  library 
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.and  a  sincere  review,  by  a  member  of  the 
library  staff,  of  every  book  added  to  it.  In 
The  Home  Office,  employees'  magazine  of 
the  organization,  are  listed,  mider  authors, 
the  new  books  of  each  month.  Under  each 
volume  is  published  a  comment  of  the  con- 
tents and  scope  of  the  book. 

In  this  way  one  has  a  detailed  knowledge 
of  the  volumes  available  in  the  library  with 
just  enough  data  about  each  to  put  the 
reader  on  the  right  trail  for  any  type  of 
literature  he  wishes  to  have. 

OPERATING   RATIO 

Editor  of  Administration: 

I  would  be  very  much  interested  in  learn- 
ing what  procedure  is  most  generally 
followed  in  calculating  the  operating  ratio 
of  a  business.  One  authority  says  the 
percentage  of  all  expenses  including  labor, 
material,  and  overhead  as  well  as  all  com- 
mercial expense  with  the  exception  of  fixed 
charges  to  gross  sales. 

It  seems  to  me,  to  begin  with,  that  net 
sales  would  be  the  proper  basis.  For  ex- 
ample, the  sales  for  a  given  month  might 
be  $200,000  gross,  which  also  would  be  the 
net  figure,  as  no  returns  or  allowances  were 
made  by  or  to  customers.  The  following 
month  the  sales  amounted  to  $250,000  less 
$25,000  for  returned  merchandise  and  cer- 
tain allowance  for  sales  price  reductions. 
Now  according  to  this  authority  in  the 
first  month  we  would  use  $200,000,  and  in 
the  second  month  $250,000,  whereas  it 
seems  to  me  that  in  the  second  month 
$225,000  should  be  used  as  a  base,  in  other 
words,  the  net  sales  for  the  month. 

I  note  also  that  some  authorities  when 
speaking  of  fixed  charges  merely  mean  the 
depreciation  on  plant  and  equipment  where- 
as others  include  taxes  and  insurance.  It 
seems  to  me  that  depreciation  alone  should 
be  used  as  a  deduction  from  the  total  ex- 
penses in  figuring  the  operating  ratio  for  the 
reason  that  taxes  and  insurance  represent 
an  actual  cash  outlay. 

I  will  be  very  much  indebted  to  you  if  you 
will  at  your  earliest  convenience  let  me 
have  your  views  on  the  matter. 

Very  truly  yours, 
(Signed)     Herbert  C.  Stuessy. 
Cleveland,  Ohio. 


Mr.  H.  C.  Stuessy, 
Cleveland,  Ohio. 
Dear  Sir: 

In  your  letter  of  March  8,  1922,  to  the 
editor  of  Administration,  to  which  I  have 
been  asked  to  reply,  you  ask — "what  pro- 
cedure is  most  generally  followed  in  calcu- 
lating the  operating  ratio  of  a  busmess." 

Unfortunately,  accounting  terminology 
has  not  yet  become  so  standardized  that  a 
particular  expression  always  means  the 
same  thing.  I  recently  spent  a  very  en- 
joyable half -hour  in  the  smoking  compart- 
ment of  a  Pullman  listening  to  an  argu- 
ment between  two  manufacturers  of  a 
certain  product. 

One  of  them  said  that  his  percentage  of 
overhead  ran  slightly  above  40.  The 
other  man  insisted  that  there  must  be  some- 
thing wrong  with  any  such  calculations 
because  in  his  own  plants  the  percentage  of 
overhead  was  just  under  200,  and  he  was 
absolutely  certain  that  his  plants  were  at 
least  as  efficient  as  the  average  and  so  effi- 
cient that  it  would  be  impossible  for  any 
other  manufacturer  to  have  a  percentage  of 
overhead  of  only  40. 

The  argument  waxed  very  warm,  and  it 
took  these  two  men  a  full  half -hour  to  come 
to  a  realization  that  the  factors  which  one 
of  them  was  using  in  computing  his  per- 
centage of  overhead  were  entirelj'  different 
from  the  factors  which  the  other  was  using. 
In  other  words,  they  were  speaking  an 
entirely  different  language  and  hence  were 
unable  to  agree. 

The  same  condition  is  true  of  the  term 
"operatuig  ratio."  It  would  be  very 
difficult  to  say  that  there  is  a  method  of 
calculating  such  a  ratio  which  is  in  all  its 
details  preferred  by  enough  accountants  so 
that  this  procedure  could  be  spoken  of  as 
the  one  generally  followed. 

Certain  industries  have  a  procedure 
which  is  more  or  less  uniform  for  that  in- 
dustry. The  accomplishment  of  this  de- 
gree of  standardization  has  been  brought 
about  through  the  trade  associations,  which 
have  urged  certain  uniform  methods  so 
that  different  members  of  the  industry 
may  be  able  to  compare  their  results.  But 
the  recommendations  of  the  different  trade 
associations  are  between  themselves  widely 
divergent. 
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Such  ratios  are  prepared  not  only  to 
gross  sales  and  net  sales,  about  which  you 
ask,  but  also  to  cost  of  sales.  In  fact,  the 
trend  at  this  time  seems  to  be  to  make  such 
comparisons  with  cost  of  sales  rather  than 
either  net  sales  or  gross  sales. 

The  term  "fixed  charges"  is  defined  as 
meaning  tliose  costs  the  amount  of  which  is 
reasonably  fixed  irrespective  of  the  amount 
of  business  done.  The  items  to  which  this 
definition  applies  are,  of  course,  not  the 
same  in  all  business  institutions.  Generally 
speaking,  fL\ed  charges  include  not  only 
depreciation,  taxes,  and  insurance,  but 
also  rent,  officers'  salaries,  etc. 

The  fixed  charges,  however,  are  by  most 
accountants  included  in  calculating  the 
operating  ratio,  but  the  fact  must  always 
be  borne  in  mind  that  if  a  comparison  is 
being  made  between  different  years  in  one 
institution  or  between  different  institutions 
in  the  same  year,  the  items  of  expense  of 
each  which  are  not  comparable  must  be 
eliminated.  For  example,  if  one  of  the 
institutions  is  undercapitalized  and  has  to 
pay  heavy  interest  charges,  whereas  the 
other  has  no  interest  charges  (in  which 
case  the  return  on  the  money  invested  will 
be  in  the  form  of  dividends  rather  than 
interest)  in  order  to  get  a  true  comparison 
the  interest  item  must  be  eliminated  from 
the  expenses  of  the  first. 

In  the  same  way,  in  the  case  of  a  close 
corporation  with  only  nominal  salaries  for 
the  officers  (who  receive  their  remunera- 
tion in  the  form  of  dividends)  as  opposed 
to  a  corporation  whose  officers  receive  in 
the  form  of  salaries  the  compensation  to 
which  they  are  entitled  by  virtue  of  their 
experience  and  the  value  of  their  services, 
no  comparison  can  be  effected  unless  the 
same  basis  is  established  for  both  cor- 
porations. The  operating  results  of  a  cor- 
poration which  owns  the  factory  in  which 
it  manufactures  its  products  cannot  be 
properly  compared  with  one  which  does  not, 
unless  depreciation  and  taxes  are  taken  out 
of  the  expenses  of  the  one  and  rent  is  re- 
moved from  the  expenses  of  the  other. 

It  was  probably  with  this  condition  in 
mind  that  the  authority  whom  you  quote 
says  that  fixed  charges  should  be  excluded 
from  the  expenses  in  determining  the 
operating  ratio. 


In  the  long  run  all  such  questions  as  tliis 
require  for  their  proper  solution  a  consider- 
ation of  the  particular  case  in  hand  and  the 
purpose  for  which  the  figures  are  being  pre- 
pared. The  statement  should  be  so  drawn 
up  that  any  terms,  the  meaning  of  which  is 
not  self-evident,  should  be  defined  or  so 
used  that  the  meaning  in  that  particular 
case  speaks  for  itself. 

Yours  very  truly, 
(Signed)     P.  W.  Pinkerton, 
Coffield,  Sanders,  and  Co. 
Indianapolis,  Ind. 

COST  ACCOUNTING  BULLETINS 

My  dear  Mr.  Lee: 

I  will  be  interested  to  know  how,  and  at 
what  cost,  one  can  secure  regularly  the 
bulletins  of  the  National  Association  of 
Cost  Accountants,  referred  to  in  Adminis- 
tration. 

I  am  sure  that  the  series  is  of  value  to  all 
who  wish  to  be  posted  on  cost  accounting 
literature. 

Sincerely  yours, 
(Signed)     G.  W.  Greenwood, 
Treasurer,  United  Refractories  Co. 
Dunbar,  Pa. 

Editorial  Note :  The  price  of  the  bulletins 
of  the  National  Association  of  Cost  Ac- 
countants is  twenty-five  cents  to  members 
and  seventy-five  cents  to  non-members. 

DEPRECIATION  RATES 

Dear  Mr.  Lee: 

I  have  been  reading  with  interest  the 
articles  on  "Fixed  Property  Accounting" 
by  Anthony  B.  Manning,  and  I  was  par- 
ticularly interested  in  the  article  appearing 
in  the  April  issue  of  Administration. 

In  reading  over  the  schedule  of  "Normal 
Depreciation  Rates"  in  Mr.  Manning's 
article,  I  note  he  has  classified  metal  filing 
cabinets  with  a  depreciation  rate  of  10  per 
cent  and  metal  desks  with  a  depreciation 
rate  of  7j^  per  cent. 

Our  experience  in  the  use  of  this  class  of 
equipment,  and  also  as  manufacturers  of 
this  equipment,  has  been  that  we  find  the 
depreciation  rate  on  desks  should  be  4  to  5 
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per  cent  and  on  filing  cabinets  7^/^  to  8}^ 
per  cent.  I  am  interested  to  learn  just 
what  basis  Mr.  Manning  used  in  arriving  at 
this  rate  of  depreciation,  as  we  have  been 
telling  our  customers  the  rate  as  above 
mentioned,  and  if  we  are  wrong  in  our 
method  of  arriving  at  this  rate  of  deprecia- 
tion we  would  like  to  change  it. 

I  was  also  particularly  interested  in  the 
other  items  of  classification  that  are  treated 
in  this  subject  as  I  have  been  somewhat 
doubtful  at  times  as  to  whether  our  com- 
pany has  been  setting  aside  the  proper  re- 
serves in  percentage,  for  the  various  ac- 
counts of  depreciation.  I  find  in  checking 
over  the  rates  as  mentioned  that  they  agree, 
with  a  few  exceptions,  with  the  rates  we  are 
now  charging. 

Yours  very  truly, 
(Signed)     J.  A.  DuPlessis,  Auditor, 

Steel  Equipment  Corporation. 
Avenel,  N.  J. 

Dear  Sir: 

Replying  to  your  letter  of  the  16th  inst., 
addressed  to  the  editor  of  Administration,  in 
connection  with  the  rates  of  normal  depre- 
ciation applied  to  metal  filing  cabinets  and 
metal  desks  as  shown  in  the  final  instalment 
of  "Fixed  Property  Accounting"  published 
in  the  April  issue  of  Administration,  please 
be  advised  that  ordinarily  l]/2  per  cent  and 
5  per  cent  would  be  sufficient  to  cover 
normal  depreciation,  but  in  view  of  the  fact 
that  office  equipment  particularly  is  gener- 
ally replaced  long  before  the  expected  life  is 
exhausted  by  more  modern  equipment,  my 
experience  has  been  to  take  10  per  cent  and 
l]/2  per  cent  respectively  to  absorb  this 
condition. 

This  treatment  eliminates  the  necessity 
of  a  heavy  charge  to  profit  and  loss  for  the 
unexpired  depreciation  at  the  time  of  such 
replacement. 

From  a  manufacturer's  point  of  view, 
based  upon  the  normal  life  only,  I  would 
say  that  l}/2  per  cent  and  5  per  cent  on 
metal  cabinets  and  desks  would  be  con- 
sidered reasonable. 

Thanking  you  for  the  opportunity  of 
expressing  my  views  in  this  connection,  I 
am 

Very  truly  yours, 
Anthont  B.  Manning. 


CORRECTION 

Dear  Mr.  Lee. 

Looking  over  my  article  "Cost  and 
Accounting  Methods  in  the  Packing  Indus- 
try" in  the  March  issue  of  Administration 
there  is  a  correction  which  might  be  noted. 
The  table  showing  tests  on  a  lot  of  hogs, 
appearing  on  page  285,  containing  several 
columns,  the  first  of  which  is  labeled  "Per 
cent  total  Live  Weight."  This  column 
should  be  headed  "Average  Weights,"  that 
is,  the  16/18  for  fresh  hams  means  that  the 
hams  from  this  grade  of  hogs,  on  the  aver- 
age, weigh  from  16  to  18  pounds  and  con- 
stitute \Z}/2  per  cent  of  the  total  live  weight 
as  shown  in  the  second  column. 

Very  truly  yours, 
(Signed)     J.  W.  Bliss, 
Swift  and  Company. 
Chicago,  111. 

STATISTICAL  PUBLICATIONS 

My  dear  Mr.  Lee: 

Referring  to  your  letter  of  the  3rd  which 
only  reached  me  this  morning  enclosing 
copies  of  my  little  story  on  "Use  of  the 
Statistical  Publications  of  the  Govern- 
ment," I  find  on  glancing  over  the  paper 
that  I  inadvertently  omitted  to  mention 
one  of  the  more  important  publications  of 
the  Department  of  Commerce  entitled 
"Commerce  Reports,"  formerly  issued 
daily  but  now  weekly  and  containing,  as 
you  doubtless  know,  information  from  our 
consids  and  other  agents  of  the  Department 
abroad  on  conditions  in  other  parts  of  the 
world.  AVhile  it  is  not  perhaps  primarily 
a  statistical  publication,  it  does  contain 
much  statistical  material  more  distinctly 
down  to  date  than  most  of  the  other  pub- 
lications mentioned  by  me,  and  I  regret 
that  through  inadvertence  I  failed  to 
mention  it. 

I  am  writing  you  this  by  way  of  expla- 
nation not  only  because  of  my  failure  to 
include  this  statement,  but  also  of  the  fact 
that  I  called  up  this  morning  in  the  hope 
that  I  might  be  able  to  insert  a  sentence  at 
some  suitable  point  in  the  article. 
Very  truly  yours, 
(Signed)     0.  P.  Austin, 
Statistician,  The  National  City  Bank. 
New  York  City,  April  5,  1922. 
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THE  PRICE  OF  PROGRESS 


BY  RICHARD   T.   ELY* 


WE  Americans  believe  in  progress 
as  a  mere  matter  of  course,  and 
because  we  take  it  for  granted  we  do 
not  stop  to  think  of  the  difficulties  in- 
volved in  the  idea  of  progress.  It 
comes  to  us  as  a  surprise  to  know  that 
the  hope  of  progress  has  not  always 
been  an  animating  force  in  the  history 
of  the  world  and  that  faith  in  progress 
is  not  to  be  found  as  a  social  ideal  in 
the  WT-itings  of  those  philosophers  who 
have  achieved  immortality.  It  ap- 
pears, however,  that  the  general  ac- 
ceptance of  progress  as  fact  and  theory 
is  something  that  belongs  to  modern 
times.  That  such  is  the  case  is  clearly 
brought  out  by  Professor  J.  B.  Bury 
in  his  remarkable  book,  "The  Idea  of 
Progress,"  which  has  attracted  so 
much  attention  since  its  appearance 
two  years  ago. 

We  will  not  enter  into  any  refine- 
ments of  reasoning  in  an  attempt  to 
define  progress,  but  simply  say  that  it 
means  improvement  in  human  con- 
ditions. If  we  grow  stronger  and  our 
health  improves  we  have  made  prog- 
ress in  those  particulars.  If  man's 
brain  power  has  increased  and  he  has 

*  Director  of  the  Institute  for  Research  in  Land 
Economics,  and  Professor  of  Economics,  University  of 
Wisconsin,  Madison,  Wisconsin. 


become  more  nearly  equal  to  his  tasks, 
that  is  improvement.  If  our  characters 
are  better  formed  and  our  actions  in 
our  relations  to  our  fellows  are  con- 
trolled to  an  increasing  extent  by 
sentiments  of  fraternity,  we  have  made 
progress.  If  the  world's  wealth  has 
increased  and  it  is  so  distributed  that 
our  wants  are  better  satisfied,  we  have 
made  economic  progress.  It  is  quite 
conceivable  that  in  some  particulars 
we  have  gone  ahead  and  in  others  we 
have  deteriorated,  but  at  the  same 
time  improvement  may  more  than 
counterbalance  deterioration  and  we 
would  still  say  that  humanity  had 
made  progress. 

Wlien  we  come  to  think  about  it,  we 
find  this  difficulty  in  the  idea  of  prog- 
ress. It  means  change  for  the  better, 
and  the  question  arises — Whence 
comes  this  force  which  lifts  us  up  on  to 
a  higher  plane?  We  all  necessarily 
accept  the  old  maxim  that  "Nothing 
comes  from  nothing."  If  we  have 
new  force — and  progress  implies  new 
force— whence  comes  this  new  force? 
New  force  means  creative  power,  and 
we  ask  the  question — Whence  and 
where? 

Many  of  the  world's  great  philoso- 
phers have  accepted  the  theory  of  an 
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endless  succession  of  cycles  and  have 
held  that  the  whole  history  of  the  uni- 
verse consists  of  continuous  repetition 
and  that  without  end.  We  may 
accept  the  thought  of  the  free  creative 
activity  of  the  human  mind,  and  we 
must  accept  this  theory  if  we  believe 
in  progress,  unless  we  want  to  go  back 
of  mankind  to  the  idea  of  a  Supreme 
Being.  In  other  words,  the  idea  of 
progress  is  essentially  a  religious  idea, 
and  with  that  we  leave  it  so  far  as 
theory  is  concerned. 

II 

The  world  of  Western  Civilization, 
and  especially  our  own  most  hap- 
pily situated  country,  have  seemed 
for  centuries  to  be  making  prog- 
ress at  a  marvelous  rate  in  enlight- 
enment and  in  the  production  of  the 
comforts,  conveniences,  and  luxuries 
of  life.  Perhaps  we  might  speak  of 
the  world's  history  as  a  period  of 
youth  since  the  discovery  of  America 
by  Columbus.  The  world  has  grown 
larger  and  larger  and  man's  power 
over  natiue  has  progressed  without 
interruption  during  the  last  century  by 
leaps  and  bounds.  The  questions 
asked  in  1913 — Is  the  world  really  im- 
proving? Are  we  really  getting  ahead 
in  all  the  elements  of  human  well-being, 
material  and  spiritual? — would  have 
seemed  foolish  to  most  people.  Today 
it  is  a  question  about  which  millions  of 
people  have  doubts  and  serious  mis- 
givings. One  great  civilization  has 
relapsed,  at  least  temporarily,  into 
barbarism,  and  there  is  a  u-idespread 
feeling  of  uncertainty  about  the  per- 
sistence of  oiu"  civilization  in  the 
countries  of  Western  Europe.  Forces 
have  been  evoked  which  man  may  or 
may  not  be  able  to  control  in  such  shape 
and  manner  as  to  bring  about  continu- 
ous advancement.  We  may  well  think 
of  the  price  of  progress. 


In  earlier  times  the  feeling  of  frater- 
nity controlled  narrow  areas  inhabited 
by  tribes  and  nations,  and  there  was  a 
fiction  of  blood  relationship  binding 
them  together  by  mutual  ties. 
Stranger  and  enemy  were  generally 
identical;  in  some  languages  both  words 
were  synonymous.  But  with  the 
growth  of  Christianity,  the  feeling  of 
fraternity  spread  beyond  national 
bounds,  and  we  talk  with  complacency 
of  the  widening  and  deepening  range 
of  ethical  obligation. 

The  writer  well  remembers  the 
facile  way  in  which  some  of  the  prob- 
lems of  progress  were  solved  by  one  of 
his  professors  when  he  was  a  student 
at  Columbia  University,  or,  as  it  was 
then  called,  Columbia  College.  We 
were  told  that  ancient  civilizations  had 
perished  on  account  of  the  inroads  of 
the  barbarians,  but  that  in  modern 
times  the  invention  of  gunpowder  and 
the  improvement  of  weapons  of  war- 
fare placed  control  in  the  hands  of 
civilized  nations,  and  that  consequently, 
modern  civilizations  were  certain  to 
persist  and  that  we  could  look  forward 
to  continuous  progress.  This  was  not 
all  we  learned  about  progress,  but  it 
illustrates  the  easy  way  in  which  its 
problems  were  solved. 

But  how  different  it  looks  to  us  in 
the  year  1922!  The  danger  to  civil- 
ization is  as  great  as  it  ever  was  in  the 
past,  and  never  were  the  obstacles  to 
continuous  progress  more  difficult  to 
overcome.  Never  were  greater  de- 
mands made  on  man's  power.  Civili- 
zation is  menaced  not  by  powers 
outside  the  regions  of  civilization, 
but  by  internal  powers.  Within  the 
nation  we  have — to  use  the  phrase  of 
Disraeli  in  one  of  his  novels — "two 
nations,"  and  one  nation  is  struggling 
against  another.  This  dissension 
reaches  throughout  the  world  and  ex- 
tends to  every  nook  and  corner  of  the 
modern  nation.     Its  menace  is  seen  in 
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growing  hate,  en\y,  and  jealousy.  At 
the  same  time  there  was  never  more 
determined  effort  than  now  to  conquer 
the  foes  of  progress,  to  bring  about 
good-will,  and  to  cultivate  a  fraternity 
within  the  nation  which  will  make 
possible  continuous  progress.  We  are 
beginning  to  perceive  more  and  more 
that  progress  has  its  price,  and  a  big 
price  it  is,  and  that  we  must  pay  it. 
Easy  phrases  and  formulas  do  not  help 
at  all,  but  the  most  strenuous  efforts  of 
mind,  body,  and  soul,  of  which  we  are 
capable,  are  necessary.  If  progress  is 
to  continue,  we  must  in  very  deed 
"sweat  blood." 

Ill 

Let  us  restrict  our  inquiries  to  prog- 
ress in  its  economic  aspects.  At  first 
it  seems  very  easy  to  answer  the  ques- 
tion— Have  we  been  making  improve- 
ment in  civilization  in  its  material 
aspects?  Certainly  the  production  of 
wealth  has  increased  by  leaps  and 
bounds  and  the  increase  has  been  far 
more  rapid  than  the  growth  of  popu- 
lation. Every  statistical  inquiry  we 
have  had  shows  that  the  benefits  of 
this  increased  production  have  been 
widely  diffused.  Even  the  more  in- 
telligent socialists  no  longer  hold  to  the 
\'iew  that  the  rich  are  getting  richer 
and  the  poor  poorer.  The  evidences 
to  the  contrary  revealed  by  every  im- 
partial, scientific  inquiry  are  too  over- 
whelming. These  facts,  however,  do 
not  establish  the  theory  of  continuous 
progress.  If  discontent  and  unliappi- 
ness  are  increasing  at  the  same  time 
and  we  find  in  popular  movements  a 
menace  to  our  civilization  itself,  we 
have  not  demonstrated  the  fact  of 
progress  even  in  our  economic  life. 
Are  we  able  to  control  in  the  interests 
of  society  the  forces  which  have  come 
into  existence? 

When  we  trace  the  history  of  eco- 


nomic thought  from  the  time  of  Adam 
Smith  onward,  we  find  among  the 
economists  a  school  of  pessimists  and 
a  school  of  optimists.  The  founders 
of  economics  in  the  eighteenth  century 
were  optimists.  They  believed  in  the 
bounty  of  Nature  and  the  beneficence 
of  her  control.  If  man  would  only  let 
Nature  alone  so  that  she  might  have 
her  way  in  human  affairs,  we  could 
expect  endless  progress.  The  French 
economist  Bastiat,  in  the  middle  of  the 
nineteenth  century  has  given  us  eco- 
nomic optimism  in  its  highest  develop- 
ment. How  easy  and  pleasing  it  all 
looks  to  us  now!  By  natural  law 
wages  increase,  the  rate  of  profits  di- 
minishes, and  while  it  becomes  easier 
and  easier  to  pass  over  from  a  con- 
dition of  the  wage-earner  to  that  of  the 
employer  less  and  less  is  to  be  gained 
by  making  this  transition.  Nobody 
is  required  to  make  serious  sacrifices, 
but  all  economic  classes  are  simply  to 
follow  intelligently  their  own  interests. 

After  Adam  Smith,  Malthus  de- 
veloped theories  of  a  pessimistic  kind. 
He  did  so  by  inquiries  into  human 
fecundity,  calling  attention  to  the 
tendency  of  population  to  outrun  the 
means  of  subsistence.  We  need  not 
enter  into  the  Malthusian  theory  and 
all  the  controversies  connected  with  it. 
Malthus  himself  was  not  by  any  means 
hopeless,  but  he  did  present  life 
as  something  involving  conflict  and 
struggle.  Man's  life  no  longer  seemed 
an  easy  task. 

Perhaps  no  greater  writer  of  eco- 
nomic literature  has  ever  appeared  than 
John  Stuart  Mill.  Even  if  he  was  not 
so  original  as  some  others  and  even  if 
he  did  lack  something  in  the  way  of 
systematic  thought,  John  Stuart  Mill 
occupied  a  remarkable  and  command- 
ing position  between  the  old  and  the 
new  thought.  On  the  whole  he  looked 
forward  to  the  future  with  a  great  deal 
of  hope,   but  even  in  his   "Political 
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Economy"  we  find  pessimistic  tinges, 
as  when  he  raises  the  question  whether 
machinery  has  hghtened  the  toil  of  any 
human  being. 

IV 

Let  us  frankly  admit  that  during  the 
past  150  years  the  civilized  world  has 
made  great  economic  progress;  taking 
it  for  granted  that  man  is  going  to  be 
able  to  control  the  economic  and  other 
forces  which  govern  society.  In  our 
economic  progress  we  find  what  the 
economist  List  designated  as  stages  in 
evolution.  These  stages  are  not  sharply 
differentiated  from  one  another  so 
that  we  can  say  that  yesterday  we 
lived  in  one  stage  and  today  we  live  in 
another.  When,  however,  we  look  at 
periods  of  time  separated  by  a  gener- 
ation, we  find  in  modern  times  that 
one  stage  has  certain  marked  charac- 
teristics and  another  stage  has  different 
and  equally  marked  characteristics 
governing  the  production,  exchange, 
distribution,  and  consumption  of 
wealth.  As  we  pass  from  one  stage  to 
another  we  have  to  pay  the  price  of 
progress,  and  in  the  remainder  of  this 
article  let  us  look  at  some  of  the  aspects 
of  this  price. 

Every  higher  stage  means  greater 
control  over  the  forces  of  nature,  but 
at  the  same  time  it  also  means  larger 
demands  upon  man.  Higher  and 
higher  requirements  are  imposed  upon 
us  as  a  condition  of  meeting  old  and 
new  tasks  successfully.  The  problem 
is  largely  a  psychical  problem;  in 
other  words,  the  problem  of  the  mind 
and  soul  of  man.  As  we  go  from 
lower  to  higher  stages  a  new  kind  of 
man  is  required. 

Let  us  take  the  transition  from  an 
agricultural  society  to  a  society  in 
which  handicraft  came  to  play  a  great 
role  in  the  guild  period.  This  transi- 
tion to  the  higher  stage  was  based: 


1 .  Upon  an  increased  control  over  nature 
through  a  larger  and  larger  use  of  tools  of  a 
higher  and  more  complex  kind. 

2.  Through  a  greater  wealth  accumula- 
tion with  a  devotion  of  a  larger  part  of  this 
wealth  to  the  preparation  for  future  needs, 
signifying  the  growth  of  capitalism. 

3.  Upon  an  increasingly  close  associa- 
tion of  man  with  his  fellows. 

Let  us  consider  the  implications  of 
this  progress  in  three  particulars : 

1.  As  a  condition  of  success  more  com- 
plex braiu  operations  were  required. 

2.  More  self-control. 

3.  An  increasing  ability  to  work  with 
others  steadily  and  persistently  in  organic 
relations. 

This  again  signifies  ability  to  com- 
mand and  to  obey  in  a  state  of  liberty. 

We  may  lay  down  the  general  law 
that  every  higher  stage  requires  a 
better  man. 


When  we  compare  our  present  so- 
ciety with  the  earlier  society  in  which 
tools  rather  than  power-driven  ma- 
chinery played  the  great  role  in  manu- 
factures, we  find  an  illustration  of  this 
general  law.  In  the  earlier  stage 
custom  had  a  much  greater  force,  and 
custom  is  relatively  mild  and  easy 
going.  The  competitive  stage  means 
quickness  of  adjustment.  Success  is 
based  upon  adaptability  and  also  upon 
highly  trained  faculties.  More  and 
more  elaborate  education  is  required  as 
a  means  of  adjustment.  Furthermore, 
as  a  condition  of  liberty,  with  our  in- 
creasingly complex  and  close  inter- 
relations more  and  more  regulation  by 
society  is  required  in  order  to  give  each 
one  a  proper  sphere  of  action.  The 
tasks  of  social  control  as  they  present 
themselves  in  the  present  competitive 
society  are  making  the  greatest  de- 
mands ever  known  in  human  history 
upon   the   good-will   and   the   trained 


June 
1922 


THE  PRICE  OF  PROGRESS 


661 


intelligence  of  man.  This  is  a  part  of 
the  price  of  progress. 

There  are  those  who  succeed  in  a 
lower  stage  but  are  crowded  down  and 
out  in  a  higher  stage.  Let  us  express 
ourselves  with  greater  accuracy.  Men 
are  crowded  dovm  and  out  in  a  com- 
petitive stage  who  might  have  met 
with  certain  success  in  a  lower  stage 
making  less  severe  demands  upon  their 
ethical  and  mental  powers.  The  pirat- 
ical merchant  who  is  a  hero  in  an 
early  stage  hangs  from  the  yardarms 
in  a  later  stage,  and  the  qualities 
which  exalted  a  man  in  the  Age  of 
Elizabeth  may  send  him  to  the  peni- 
tentiary in  the  twentieth  century. 
The  ancient  Germans,  Tacitus  tells  us, 
thought  it  a  disgrace  to  gain  by  the 
sweat  of  the  brow  what  could  be  se- 
cured by  the  sword;  and  a  modern 
bandit  might,  if  he  had  lived  in  the 
time  of  Tacitus,  have  figured  in 
history  as  a  national  hero.  We  are 
thinking  now  only  of  certain  ethical 
requirements  of  success,  but  we  have 
other  social  requirements  of  an  intel- 
lectual and  spiritual  kind. 

Every  stage  witnesses  an  army  of 
those  left  behind  in  economic  progress. 
If  we  are  pessimistic  we  think  only  of 
the  rubbish  heap  of  the  competitive 
system,  but  if  instead  of  yielding  to 
despair  we  make  a  study  of  the  facts  we 
shall  probably  conclude  that  the  rub- 
bish heap  of  humanity  has  relatively 
declined  during  the  last  two  or  three 
centuries.  When  we  read  accounts 
of  the  medieval  period  when  the  crafts 
were  most  flourishing,  we  discover 
relatively  a  very  large  number  not  in- 
cluded in  the  economic  framework  of 
society.  We  encounter  a  vast  army  of 
sturdy  beggars  and  vagabonds  who 
could  not  find  a  place  in  economic 
society  as  then  organized.  That  gives 
us  hop>e  of  continuous  progress,  al- 
though we  have  to  face  the  menace  of 
discontent  which  appears  to  be  grow- 


ing constantly.  And  we  recall  the 
fact  that  the  modern  historian  finds 
the  cause  of  revolutions  not  in  increas- 
ing poverty,  but  in  increasing  well- 
being  of  an  economic  kind. 

VI 

Those  who  are  left  behind  have  been 
called  the  submerged  tenth.  Modern 
scientific  inquiries,  however,  lead  us  to 
believe  that  the  numl>er  of  incompe- 
tents is  far  greater  than  10  per  cent; 
and  that  means  that  unless  those  who 
have  superior  faculties  take  pains  to 
avert  the  misfortune,  the  submerged 
will  be  far  more  than  10  per  cent. 
It  seems  to  be  the  general  consensus  of 
those  who  have  examined  into  the  men- 
tal ability  of  those  who  were  drafted 
into  our  army  during  the  World 
War  that  we  could  divide  men  into 
three  classes:  the  superior  men,  com- 
prising 12  per  cent;  the  average,  66  per 
cent;   and  the   inferior,   22   per  cent. 

As  a  price  of  progress  we  must  take 
care  of  the  submerged  whether  they 
are  one-tenth  or  whfther  they  com- 
prise a  greater  or  smaller  fractional 
part  of  the  population.  They  have  to 
be  carried  as  painlessly  as  possible  to 
themselves,  but  with  a  minimum  of 
injury  to  society. 

There  is  nothing  sadder  in  this 
world  than  the  human  rubbish  heap. 
It  consists  of  a  great  many  sorts  of 
people,  but  all  of  them  submarginal. 
The  fortunate  thing  is  that  that  treat- 
ment which  is  in  the  social  interest  is 
also  that  treatment  which  affords  these 
unfortunate  human  beings  the  greatest 
possible  measure  of  satisfaction  in  life. 

We  have  among  the  submerged  and 
submarginal  the  criminal  class.  We 
must  be  very  careful  not  to  include 
among  the  natural  criminals  those  who 
potentially  belong  to  the  class  of  people 
who  are  trying  to  do  what  is  right 
according  to  their  lights.     Some    are 
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inclined  to  doubt  the  existence  of  a 
natural  criminal  class,  but  probably 
we  must  admit  that  there  is  such  a 
class.  How  large  it  is  no  one  knows. 
We  do  know,  however,  that  in  our 
bungling  we  have  succeeded  in  making 
criminals  of  men  who  are  not  natural 
criminals.  It  is  a  commonplace  that 
our  county  jails,  maintained  at  pub- 
lic expense,  have  been  too  frequently 
schools  of  crime.  We  are  trying  to 
make  good  citizens  out  of  those  who 
are  actually  criminals  and  to  do  so 
especially  by  our  better  care  of  the 
young.  We  have  our  juvenile  courts 
and  our  guardians  of  those  who  have 
gone  wrong  and  who  it  is  hoped  may  be 
reformed.  We  have  our  truant  schools 
and  our  reformatories.  We  are  trying 
to  improve  education  so  as  to  bring 
about  better  social  adjustment. 

Indeterminate  sentences  which  should 
keep  confined  those  who  have  gone 
wrong  until  there  is  prospect  of  real 
and  permanent  improvement,  are  a 
hopeful  move  in  the  right  direction. 
In  oiu"  punishment,  according  to 
modern  ideas,  there  can  be  no  thought 
of  gain  to  the  state  but  rather  every 
possible  effort  to  secure  reformation. 
We  have  a  biu-den  to  be  carried  as  this 
price  of  progress  and  we  must  endeavor 
to  reduce  to  a  minimum  the  criminal 
class.  Unhappily  so  far,  with  all  our 
strivings,  our  measure  of  success  has 
not  been  large. 

So  far  as  we  have  to  do  with  a  real 
criminal  class  we  have  to  do  with  a 
class  not  fit  for  reproduction,  and  the 
object  of  confinement  must  be  in  every 
way  to  discoiu"age  the  reproduction  of 
this  class  and  of  all  those  others  who 
belong  to  the  absolutely  unfit,  and  this 
includes  the  feeble-minded.  We  must 
give  to  the  most  hopeless  classes  left 
behind  in  our  social  progress  custodial 
care  with  the  highest  possible  develop- 
ment and  with  segregation  of  sexes  and 
confinement  to  prevent  reproduction. 


We  have  a  permanent  condition  in 
those  left  behind  from  phase  to  phase 
and  from  stage  to  stage  in  our  progress 
and  this  can  never  be  corrected  except 
so  far  as  we  are  able  to  control  repro- 
duction of  the  absolutely  unfit.  The 
very  thought  of  this  is  something  new 
in  our  age,  but  something  which  is 
gathering  increasing  force. 

Every  stage  for  us  means  increasing 
expenses  of  adjustment,  increasing  on 
account  of  the  rising  demands  on  the 
individual  and  our  increasingly  complex 
society.  Think  for  a  moment  of  the 
strange  and  new  conditions  in  eco- 
nomic society  and  the  temptation  to 
violence  in  industrial  conflicts.  We 
see  the  results  in  strikes  and  in  increas- 
ing number  of  crimes  as  our  economic 
ci\alization  becomes  more  intricate  and 
the  necessary  adjustments  more  deli- 
cate. Conspiracy  takes  on  a  new 
meaning  and  so  does  the  boycott,  the 
very  term  itself  having  come  into  ex- 
istence within  the  memory  of  men  who 
would  not  like  to  call  themselves  old. 
Railways,  motor-cars,  aviation — all 
bring  increased  temptations  and  an 
increasing  number  of  socially  injm-ious 
acts,  and  a  higher  and  higher  price 
which  we  must  pay  if  progress  is  to  be 
continued.  Every  executive,  every 
business  man  encounters  daily  the 
difiiculties  which  an  advancing  eco- 
nomic civilization  thrusts  upon  us. 
There  is  an  incessant  demand  for  men 
of  a  higher  type.  Cheap  men  abound, 
but  when  we  want  men  equal  to  the 
tasks  of  leadership  in  industry  and  in 
political  society  we  too  frequently  are 
at  a  loss. 

VII 

The  price  of  progress  grows  con- 
stantly and  one  manifestation  of  this 
is  seen  in  the  mounting  tasks  which  at 
times  almost  overwhelm  us.  On  the 
other  hand,  economic  progress  means 
increased  productivity  and  increased 
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wealth  out  of  which  to  pay  the  price 
of  progress.  The  problem  is  to  make 
satisfactory  adjustments.  Auguste 
Comte,  15  years  ago  pointed  out  the 
injustices  coming  from  the  use  of 
modern  machinery.  The  wealth  of 
society  has  increased,  but  a  few  who 
are  displaced  or  whose  economic  value 
is  lessened  have  to  bear  the  sacrifice 
involved  in  the  transition  from  the  old 
to  the  new.  The  problem  is  a  clear 
one,  but  its  solution  is  an  extremely 
difficult  one.  To  a  certain  extent,  we 
are  solving  it  by  general  measures  of 
social  amelioration. 

Taxation  is  an  ominous  word.  It 
is  becoming  crushing  and  yet  no  one 
is  able  to  reduce  the  amount  that  we 
must  turn  over  to  the  public  treasury. 
Quite  the  contrary:  For  one  hundred 
and  fifty  years  and  more,  public  ex- 
penditures have  been  steadily  increas- 
ing, and  during  the  past  generation 
they  have  been  growing  by  leaps  and 
bounds.  We  must  fairly  and  squarely 
recognize  the  economic  law  that  public 
expenditures  grow  as  we  advance  in 
liberty  and  in  all  those  elements  com- 
bined in  modem  civilization.  Mon- 
tesquieu clearly  enunciated  this  law 
in  his  "Esprit  des  Lois,"  published  in 
1748,  going  so  far  as  to  state  it  as  an 
invariable  law. 

^\1lat  are  the  fundamental  causes  of 
this  growth  of  public  expenditures? 
It  would  take  more  than  one  article  to 
give  a  complete  account.  Suffice  it  to 
say  that  the  causes  are  found  in  the 
increasingly  close  connections  of  human 
beings.  As  our  common  ties  signify 
more  and  more  to  us,  we  do  more 
things  in  common  and  we  pay  for  our 
common  efforts  in  our  taxes.  But 
there  is  another  aspect  of  this  price  of 
progress  as  reflected  in  taxation.  We 
cannot  raise  the  necessary  funds  with- 
out greater  reliance  on  indirect  taxes, 
for  direct  taxes  are  already  beyond  the 
limits  of  safety.     They  are  impeding 


industry  and  are  lessening  the  funds 
used   for   economic   and   cultural    ad- 
vancement.    As    part    and    parcel    of 
progressive  policies,  we  must  rely  more 
on  indirect  taxes  which  become  min- 
gled with  the  prices  of  services  and 
commodities.     All   who   do   not   wish 
to  be  ranked  as  paupers  must  expect 
to    help    carry   the    burden.     This    is 
one  aspect  of  the  price  of  progress. 
We  have  done  scarcely  more  than 
open  up   a  vast  field.     We   conclude 
with  one  thought  of  a  very  practical 
nature.      Opportunities     were     never 
greater  for  the  capable  and  properly 
trained  men.     This  is  something  famil- 
iar   to    the    writer    as    a    university 
teacher.     Positions  constantly  go  un- 
filled because  there  are  no  men  with 
natural    intellectual    and    social    gifts 
and  at  the  same  time  properly  trained, 
who  are  able  to  fill  these  positions. 
We  now  know  that  training  can  do 
no  more  than  to  develop  existing  germs 
of  power,   but  we  do   not   know  the 
limit  that  can  be  reached  by  proper 
training.     The  price  of  progress  is  the 
payment  of  the  costs  of  training  men 
and  women  for  the  social  tasks  of  the 
present  and  the  future.     The  training 
which    Germany   gave   to   her   young 
men  to  prepare  them  for  war  was  a 
marvel   of   the   ages.     No    one   could 
have  come  into  contact  with  the  Ger- 
man army  without  admiration  for  this 
wonderful  training,  accomplishing  al- 
most the  incredible.     We  are  no  ad- 
mirers of  the  German  lust  for  conquest, 
but  the  training  which  Germany  gave 
her  young  nearly  resulted  in  world  do- 
minion.    What  we  need  in  our  day,  if 
we  are  to  save  civilization,  is  to  exer- 
cise the  same  ingenuity,  to  use  equal 
brain    power,    to    make    like    lavish 
expenditure,   to   give   every   boy   and 
girl   the   best   possible   equipment    of 
mind,  body,  and   soul   for  the   tasks 
of  modern  society.     This  is  the  price 
of  progress. 


SCIENTIFIC  METHODS  AND  BUSINESS  SUCCESS 


BY  H.   G.   KENAGY* 


A  POPULAR  business  magazine  re- 
cently headed  its  leading  edi- 
torial as  follows:  "A\Tien  worms  are 
scarce,  what  does  a  hen  do?  Does  she 
stop  scratching?  She  does  not.  She 
scratches  all  the  harder!"  The  point 
of  the  analogy  is  obvious,  and  epito- 
mizes practically  all  of  the  current 
literature  dealing  -with  the  problem  of 
successfully  handling  the  business  situa- 
tion. Business  is  in  the  dumps,  sales 
resistance  has  greatly  increased,  orders 
are  hard  to  get.  The  remedy,  accord- 
ing to  the  prevailing  philosophy,  is  to 
expend  greater  and  still  greater  effort. 
Continued  scratching  and  digging  will 
tear  away  the  crust  of  resistance  and 
reveal  the  rich  reward  of  worms  under- 
neath ! 

Now  there  is,  of  course,  a  real  point 
to  the  analogy;  but  there  is  also  a 
grave  danger  that  the  analogy  will  be 
swallowed  whole — accepted  at  its  face 
value — rather  than  analyzed  and  taken 
for  what  it  is  worth.  For  there  is  a 
point  where  emulation  of  the  hen 
ceases  to  be  a  virtue  and  becomes  a 
business  vice.  Despite  the  fact  that  a 
hen  is  gifted  with  a  certain  sense  or 
instinct  which  usually  guides  her  to 
places  where  scratching  is  profitable, 
she  often  labors  long  in  vain  in  spots 
where  no  self-respecting  worms  would 
ever  be  found.  Should  business  men, 
lacking  an  instinctive  equipment  to 
point  them  to  sources  of  business 
profit,  continue  to  grub  away  in  the 
same  old  rut  despite  its  unproductive- 
ness? Should  they  really  imitate  the 
hen,  industrious  and  persevering  though 

♦Assistant  Director  of  the  Bureau  of  Personnel 
Research,  Carnegie  Institute  of  Technology,  Pittaburgh, 
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she  is?  There  are  serious  reasons,  at 
any  rate,  for  honest  doubt. 

We  hear  a  lot  these  days  about  men 
who,  through  dogged  persistence  and 
determination,  have  succeeded  in  doing 
things  which  had  been  supposed  im- 
possible. We  are  being  surfeited  with 
stories  of  companies  which  are  going 
out  and  getting  business  in  territories 
where  everybody  admitted  there  was 
no  business  to  be  had.  On  all  sides 
and  in  all  walks  of  life,  business  and 
otherwise,  the  philosophy  of  "keep 
plugging  away"  is  being  idealized. 
Current  magazines  are  overflowing 
with  stories  of  successful  men  who  began 
at  the  bottom  and  rose  to  the  seats  of 
the  mighty  by  sticking  everlastingly  at 
the  job.  The  impression  is  being 
definitely,  if  not  deliberately,  created 
that  individual  hard  work  and  per- 
severence  are  the  only  fundamentals 
for  conspicuous  success  in  any  line,  but 
particularly  in  business  and  commer- 
cial pursuits.  The  keep-scratching 
policy  of  the  hen  is  being  held  up  as  the 
ne  plus  ultra — the  last  word  in  human 
achievement. 

Perhaps  the  emphasis  which  is  being 
put  on  the  value  of  persistent  personal 
effort  is  only  a  part  of  the  widespread 
propaganda  being  sent  out  broadcast 
these  days  in  favor  of  individualism 
and  against  all  forms  of  collective  or 
co-operative  effort.  The  groundwork 
of  the  fight  against  the  open-shop  was 
nothing  more  nor  less  than  the  prin- 
ciple of  individualism  dressed  up  in 
terms  of  personal  liberty  and  Ameri- 
canism. We  can  have  no  quarrel,  of 
course,  with  those  who  preach  the 
gospel  of  self-reliance  and  the  value  of 
determined,  persistent  effort.     We  all 
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believe  that  the  Lord  helps  those  who 
help  themselves,  but  the  full  implica- 
tion of  the  doctrine  as  usually  pre- 
sented, while  not  so  intended  by  its 
protagonists,  holds  a  large  element  of 
real  danger.  In  plain  words,  we  are 
hearing  too  much  about  success  coming 
from  individual  zeal  and  dogged  per- 
sistence— whether  for  individuals  or 
entire  groups — and  too  little  about  the 
tremendous  part  which  skill,  knowledge 
and  intelligence  play  in  the  process. 
A  recent  magazine  article  gave  a  list 
of  business  leaders  few  of  whom  had  had 
the  advantage  of  even  a  full  grammar 
school  education,  leaving  the  clear 
insinuation  that  educated  brains  are  of 
negligible  importance  in  business  suc- 
cess. Perhaps  some  men  without  edu- 
cated brains  do  become  leaders  but,  if 
so,  they  succeed  in  spite  of  the  handi- 
cap and  not  because  of  it.  For  every 
notably  successful  executive  under  50 
years  of  age  who  has  succeeded  without 
educated  brains,  by  hard  work  and 
persistence,  we  can  name  a  dozen  who 
have  achieved  success  because  of  a 
generous  mixture  of  brains  along  with 
the  backbone  qualities.  And  this 
makes  no  mention  of  the  countless 
multitude  of  men — strong  of  will  and 
purpose — who  have  failed  in  spite  of 
these  virtues. 

The  same  thing  is  true  of  business 
concerns  as  a  whole.  We  hear  the 
praises  of  great  companies  which  started 
from  small  beginnings,  pitted  courage 
and  determination  against  overwhelm- 
ing odds,  and  achieved  in  the  end  mag- 
nificent success.  Business  optimists  are 
pointing  to  just  such  conspicuous  suc- 
cesses now  and  proclaiming  the  obvious 
moral:  All  can  succeed  who  try  hard 
enough.  Yet  all  of  us  know  that  it 
cannot  be  so.  Many  concerns — even  a 
majority  in  some  lines  of  business — are 
bound  to  fail.  There  are,  for  example, 
over  one  hundred  concerns  manu- 
facturing auto  trucks  in  the  United 


States.  There  is  room  for  10  or  a 
dozen  to  grow  and  flourish.  One  after 
another  the  remainder  must  fail  or  at 
least  fall  far  short  of  success.  A  like 
situation  obtains  in  a  hundred  other 
lines  of  business.  But  the  failures  will 
not  be  due  in  all  cases,  or  even  in  a 
majority,  to  a  lack  of  industry  or 
perseverance  on  the  part  of  the  manage- 
ment of  these  concerns.  Failure  will 
be  due  to  ignorance.  In  the  list  of 
prime  causes  for  business  failure  in  the 
United  States,  ignorance  and  incom- 
petence loom  large.  "  Lack  of  capital" 
is  only  another  expression  for  ignorance. 
Mr.  Burwell  S.  Cutler,  as  chief  of  the 
Bureau  of  Foreign  and  Domestic 
Commerce,  put  it  as  follows: 

The  appalling  percentage  of  business 
failures  in  the  United  States  is  due  largely 
to  ignorance — ignorance  of  markets,  ig- 
norance of  proper  production  methods, 
ignorance  of  cost  accounting,  and  ignorance 
of  the  human  element  composing  labor. 
As  a  nation  we  have  generally  depended  upon 
luck  and  hustle  to  produce  the  big  results  of 
which  we  are  so  fond.  Evolution,  stability, 
and  a  long  look  into  the  future  have  appeared 
to  us  somewhat  superfluous  to  success  on  a  big 
scale.     .     .     . 

Perhaps  there  has  been  no  intentional 
slight  of  the  knowledge  and  intelli- 
gence factors  in  business  success. 
Certainly  it  has  had  no  appreciable 
effect  upon  the  enrolment  in  our  schools 
of  business  administration  or  corre- 
spondence courses.  Perhaps  the  pur- 
pose has  been  constructive  only:  To 
get  people  back  to  work;  to  provide  an 
antidote  to  dangerous  "isms;"  and  to 
encourage  the  greater  development  of 
individual  initiative — all  of  which  are 
laudable.  But  the  fact  remains  that 
the  average  business  concern  is  run 
with  a  minimum  expenditure  of  brain 
energy,  particularly  in  so  far  as 
management  methods  are  concerned. 
Materials  and  processes  of  manufacture 
are  now  given  the  benefit  of  specialized 
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intelligence;  but  organization,  dis- 
tribution, and  management  of  per- 
sonnel are  yet  virgin  fields  for  the 
application  of  special  training  and 
scientific  methods.  In  these  realms 
the  common  run  of  executives  are 
content  to  maintain  the  status  quo  and 
to  develop  their  business  largely  upon 
the  basis  of  unorganized  experience. 

For  purposes  of  illustration,  let  us 
take  the  field  of  sales  management. 
The  sales  manager  of  a  large  specialty 
house  recently  presented  to  the  -nTiter 
the  following  problem  in  field  organ- 
ization : 

Our  present  method  of  distribution  is 
through  fifteen  stock-carrying  branches  and 
seven  sales  oiBces  where  samples  are  car- 
ried. In  addition  we  have  fourteen  sales- 
men who  call  on  agents,  dealers,  and  con- 
sumers. There  are  about  three  hundred 
exclusive  agents  located  in  the  principal 
cities  of  the  United  States.  The  branches, 
sales  offices,  salesmen,  and  agents  are 
supervised  by  managers  located  at  the 
home  office. 

For  some  time  we  have  realized  that  it  is 
not  possible  for  men  located  at  the  Home 
Office  to  get  to  the  far  distant  branches  or 
territories  at  very  frequent  intervals,  and 
we  have  therefore  been  considering  redis- 
tricting  the  territories,  dividing  the  United 
States  into  two  or  three  divisions,  each  of 
which  would  be  under  an  assistant  sales 
manager. 

Can  you  give  us  information  as  to  how 
this  districting  should  be  done.'  WTiat  we 
want  is  to  make  the  best  possible  division 
and  at  the  same  time  keep  down  our  cost  of 
operation,  improve  our  supervision,  and 
give  better  service  to  our  customers. 

This  is  a  not  uncommon  problem  in 
sales  management.  It  is  tjijical  of  the 
organization  problems  which  are  just 
now  very  important.  What  is  the 
usual  method  employed  in  reaching  a 
decision?  Among  so-called  pro- 
gressive companies  the  first  step  would 
be  that  of  calling  a  conference  of 
interested    executives,    including    the 


field  supervisors  and  branch  managers. 
This  conference  would  last  two  days, 
would  cost  several  hundreds  of  dollars, 
and  would  consist  almost  altogether  in 
an  exchange  of  opinions  plus  such  facts 
as  the  conferees  could  dig  up  from 
memory.  A  committee  would  be  ap- 
pointed to  study  the  districting  plans 
of  other  companies,  and  to  prepare  a 
report  with  recommendations.  Upon 
the  basis  of  this  report  the  sales 
manager  or  executive  committee  would 
set  up  a  districting  plan  and  begin  to 
build  the  necessary  machinery  for 
putting  it  into  force. 

Such  procedure  is  superior,  it  is  true, 
to  that  which  allows  the  sales  manager 
alone,  at  his  office  desk,  mentally  to 
evolve  the  plan  which  will  be  used; 
but  it  falls  far  short  of  what  the 
scientifically  inclined  executive  is  be- 
ginning to  demand.  Conferences  are 
valuable  in  helping  to  define  a  problem; 
experience,  even  opinions,  may  prevent 
futile  or  costly  experimentation  along 
some  lines.  But  the  real  solution  of  a 
problem  can  never  come  from  such 
sources.  Only  a  careful  analysis  of 
recorded  facts  can  reveal  the  truth.  In 
attacking  the  districting  problem  out- 
lined above,  the  first  step  is  to  accumu- 
late all  the  pertinent  facts  about  the 
present  field  organization,  illustrated 
with  maps,  charts,  and  graphs.  This 
will  require  a  survey  of  the  locations  of 
present  branches,  sales  ofiices,  and 
distributors,  and  of  the  territories 
assigned  to  salesmen,  with  the  produc- 
tion figures  for  all  these  centers  and 
territories.  In  determining  upon  the 
location  of  district  headquarters,  facts 
about  mail  and  railroad  ser-vice  must 
be  adduced.  Descriptions  of  the  dis- 
tricting plans  of  other  companies  in 
the  same  Ime  may  furnish  certain 
pointers,  but  the  problem  for  this 
company  is  to  work  out  a  districting 
plan  based  on  its  present  distribution 
and  volume  of  business,  modified  by 
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data  obtained  from  a  thorough  analysis 
of  market  possibilities  in  the  various 
sections  of  the  country. 

The  problem  is  not  finally  solved, 
however,  when  a  new  districting 
system  has  been  built  up  on  the  basis 
of  the  above  plan.  At  the  present 
stage  of  advancement  in  methods  of 
distribution,  it  is  impossible  to  secure 
enough  facts  to  insure  a  successful 
districting  system.  Therefore  the  new 
system  must  be  looked  upon  frankly  as 
as  experiment;  its  functioning  must  be 
carefully  observed  and  the  facts  re- 
corded. After  a  sufficient  length  of 
time  these  facts  must  be  analyzed  to 
discover  the  reasons  for  such  imperfect 
functioning  as  has  appeared.  Changes 
will  be  made,  and  again  careful  records 
must  be  kept.  This  process  of  ex- 
perimentation must  go  on  until  a 
comparative  analysis  of  the  records 
shows  one  system  to  be  very  clearly 
superior  to  the  others.  The  company 
which  uses  this  plan  of  developing  its 
standards  and  methods  can  eventually 
claim  for  them  all  the  reliability  and 
scientific  accuracy  that  is  accorded  the 
results  of  the  research  chemist  in  his 
laboratory. 

A  second  illustration,  invohnng  a 
much  more  common  problem  of  sales 
management,  will  set  forth  the  value  of 
scientific  investigation  in  a  somewhat 
different  manner.  One  of  the  moot 
points  in  sales  management  is  this: 
Should  the  salesman  be  forced  to  use  a 
standardized  selling  talk  and  demon- 
stration, or  should  he  be  allowed  to 
develop  his  owti  selling  methods? 
Sales  executives  are  about  equally 
divided  on  the  question.  Each  year 
some  who  have  tried  the  first  plan 
abandon  it  and  jump  the  fence  to  the 
other  side,  while  an  equal  number  give 
up  support  of  the  second  plan  and 
adopt  the  first.  But  always  we  find 
out-and-out  enthusiasts  for  each  plan. 
\\Tiich  side  is  right?     An  examination 


of  the  CAndence  in  the  case  will  show 
that  neither  faction  has  anything  more 
valuable  than  opinions  and  vaguely 
remembered  experience  to  offer  as 
testimony.  This  "experience,"  so 
sincerely  idealized  by  most  executives, 
is  nothing  more  exalted  than  a  hit  or 
miss  accumulation  of  unchecked  and 
unrecorded  observations.  A  solution 
to  the  problem,  therefore,  must  wait 
upon  the  results  of  scientific  experi- 
mentation. But  there  is  nothing  mys- 
terious or  complicated  in  such  a 
method;  we  need  only  to  add  one  or 
two  readily  understandable  elements 
to  the  methods  which  are  already  in 
use. 

Here  is  a  simple  plan  for  solving  the 
prol>lem.  Select  from  your  present 
force  two  groups  of  salesmen  who  have 
been  steady  producers  and  whose 
records  vrill  show  roughly  the  same 
average  of  production  during  the  past 
year.  Require  one  group  to  memorize 
and  use,  word  for  word,  a  standard 
selling  talk  and  demonstration  which 
all  agree  is  the  best  that  can  be  de- 
veloped. (The  men  must  be  sold 
thoroughly  on  the  idea,  of  course.) 
Put  the  two  groups  to  work  in  terri- 
tories which  are  as  nearly  equal  in 
potential  sales  as  possible.  Then — 
and  this  is  the  first  step  which  must  be 
added  to  the  usual  procedure — keep 
careful,  detailed  records  of  the  results 
obtained  by  the  groups  and  by  the 
indi\'iduals  within  the  groups.  When 
a  sufficient  period  of  time  has  elapsed, 
ranging  probably  from  six  months  to 
two  5'ears,  the  second  additional  step  is 
in  order — analysis  of  the  records. 
This  vn\\  consist  in  careful  statistical 
compilations  and  comparisons,  illus- 
trated by  diagrams  and  charts.  From 
these  results  the  executives  of  the 
company  can  draw  final  conclusions. 
If  the  experiment  has  been  scientifically 
carried  through,  it  will  be  possible  to 
decide,    for    example:    That   for    this 
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company,  under  present  conditions,  the 
standardized  sales  talk  and  demon- 
stration produces  29  per  cent  more 
business  than  the  sales  methods  which 
each  salesman  de^^ses  for  himself. 

It  is  in  the  realm  of  business  most 
affected  by  the  personal  equation,  that 
methods  have  lagged  farthest  behind 
in  the  movement  toward  scientific 
management.  Personnel  work  did  have 
some  vogue,  it  is  true,  during  the  war 
period,  but  even  then  it  was  almost 
entirely  confined  to  the  production 
side  of  management.  In  the  field  of 
distribution  the  first  steps  are  yet  to  be 
taken.  Countless  problems  arise  here, 
but  executives  have  largely  been  con- 
tent to  solve  them  by  the  old  rule  of 
trial  and  error,  failing  even  to  record 
successes  and  failures.  In  hiring  sales- 
men, for  example,  what  is  the  usual 
procedure?  The  candidate  fills  out  an 
application  blank  (the  items  on  it  have 
never  had  their  significance  evaluated !) ; 
he  is  interviewed  by  one  or  more 
executives ;  his  references  are  consulted. 
Perhaps  several  executives  discuss  him 
in  conference  together.  They  may 
even  "rate"  the  applicant  on  various 
"qualities."  But,  in  the  end,  hiring 
or  rejection  is  on  the  basis  of  personal, 
subjective  estimates  almost  wholly. 
Worst  of  all,  records  are  seldom  kept 
from  which  it  can  be  discovered  later 
how  closely  these  estimates  agree  with 
the  success  or  failure  of  the  persons 
employed.  Perhaps,  in  some  com- 
panies, a  special  system  of  character 
analysis  is  used  in  sizing  up  applicants. 
There  are  many  staunch  devotees  of 
such  systems  holding  executive  posi- 
tions in  sales  organizations.     But  the 


writer  has  never  found  one  who  had 
gone  to  the  necessary  trouble  and  effort 
to  accumulate  the  data  which  would 
make  possible  a  scientific  evaluation 
of  his  particular  system.  Do  blue- 
eyed  men  make  better  salesmen  than 
brown-eyed  men?  Does  a  man  of  the 
"vital"  type  succeed  as  a  salesman 
while  a  man  of  the  "mental"  type 
always  fails?  These  are  common  asser- 
tions, but  nobody  knows  the  truth 
because  nobody  has  ever  really  checked 
up  on  such  matters. 

It  often  takes  a  severe  shock  or  near 
disaster  to  jar  business  out  of  the  ruts 
in  which  it  has  been  running  along. 
The  present  depression  has  proved, 
therefore,  to  be  a  disaster  not  unmixed 
with  blessing.  Business  leaders,  as 
well  as  economists,  are  demanding 
that  the  methods  which  have  been  so 
successfully  applied  in  the  organization 
and  operation  of  production  in  Ameri- 
can industry,  shall  be  applied  to  the 
other  fields  of  management,  particu- 
larly to  the  management  based  on  the 
careful  compilation  and  analysis  of 
facts.  Research  must  receive  definite 
recognition.  It  is  even  now  receiving 
greatly  increased  interest  as  executives 
run  out  of  alibis  for  decreased  distribu- 
tion. It  is  fine  in  these  hard  times  to 
emulate  the  hen  and  "scratch  all  the 
harder."  But  it  is  infinitely  more 
worthy  to  apply  brains — scientific 
method.s — to  the  scratching;  determine 
upon  the  places  where  scratching  will 
be  good;  discover  by  experimental 
means  the  best  possible  scratching 
methods;  and  employ  as  scratchers 
those  whom  careful  investigations  have 
shown  to  produce  the  most  worms. 


NECESSITY  OF  RESERVING  AGAINST  OBSOLESCENCE 
AND  INADEQUACY 

BY   E.   F.   DUBRUL* 


WHEN  a  corporation  builds  a  fac- 
tory, a  certain  amount  of  liquid 
capital  is  frozen  or  petrified  in  the  form 
of  buildings  and  machinery'.  The  cor- 
poration receives  from  its  stockholders 
the  use  of  the  value  of  these  permanent 
elements  of  production.  The  stock- 
holders have  the  hope  that  they  will 
eventually  receive  back  the  value  in- 
vested, or  that  this  fund  of  value  will 
always  be  maintained.  The  plant  had 
cost  a  certain  amount  of  money ;  its  own- 
ers therefore  generally  think  of  it  as 
being  equal  in  value  to  that  original 
amount  of  money.  But  the  plant  is  not 
a  deposit  box  containing  the  value  that 
was  exchanged  for  it,  because  neither 
the  property  nor  the  value  can  keep 
itself  in  existence.  The  property  must 
be  kept  in  existence,  which  can  be  done 
only  by  continuous  effort  and  continu- 
ous remaking.  Anyone  looking  about 
all  the  world  will  find  verj'  little  phys- 
ical property  that  was  in  existence  a 
century  before.  The  actual  work-a-day 
property  of  the  world  is  relatively  new. 
If  not  replaced,  it  would  disappear 
through  the  action  of  the  elements. 

Anyone  can  also  note  that  property 
existing  today  is  considerably  more  in 
amount  than  the  property  of  a  hundred 
years  ago,  in  spite  of  its  newness.  It 
is  also  evident  that  property  is  con- 
tinually being  replaced,  not  in  its  old 
forms,  but  in  new  forms.  The  human 
race  has  found  that  to  produce  the 
amount  of  consumer  goods  it  requires, 
it  must  also  produce  capital  goods  or 
instruments,  by  which  a  larger  amount 
of  consumer  goods  is  eventually  ob- 
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tained  from  a  given  amount  of  human 
effort.  In  that  sense,  production  goods 
of  all  kinds  are  simply  consumer  goods 
in  the  making. 

If  the  physical  volume  of  production 
goods  is  not  maintained,  the  flow  of 
consumer  goods  will  diminish  in  the  fu- 
tiu"e;  and  if  the  production  goods  are 
not  increased  in  volume  and  efiiciency, 
the  volume  of  consumer  goods  cannot 
be  increased.  The  old  machine  is  not 
duplicated,  but  a  newer  and  more  pro- 
ductive machine  is  installed  in  its 
place. 

The  value  of  capital  used  up  during 
operations  of  business  must  be  replaced 
by  writing  down  the  asset  account  and 
writing  up  the  depreciation  fund. 
But  merely  reserving  against  wear-out 
depreciation  is  not  enough.  Other 
factors  enter,  whose  importance  has 
not  been  given  as  much  attention  as 
necessarj';  these  are  the  factors  of  ob- 
solescence and  inadequacy. 

Let  us  consider  the  production  of 
pig  iron.  Years  ago  furnaces  pro- 
duced 10  to  15  tons  per  day.  Today 
some  furnaces  are  producing  700  to 
800  tons  per  day.  What  hapf>ened 
between  the  time  when  the  10-ton  fur- 
naces were  built  and  the  present? 
Let  us  assume  that  the  iron  industry 
had  financed  itself  and  that  no  capital 
came  into  it  from  elsewhere.  The 
men  who  built  the  10-ton  furnaces  did 
so  with  the  expectation  of  a  profit  that 
would  repay  them  something  more 
than  all  their  costs,  before  their  fur- 
naces wore  out.  Industries  grew  up, 
wliich  required  more  iron  than  the 
previous  industries  had  required.  De- 
mand  then    exceeded   supply;    prices 
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rose,  carrying  with  them  an  increasing 
net  profit.  Iron  masters  found  their 
coffers  filled  with  money,  beyond  their 
consumption  needs.  Then  some  iron 
master  decided  that  it  would  make  a 
good  investment  to  build  a  furnace 
with  50  tons  capacity.  He  put  up  a 
new  furnace  to  meet  the  additional  de- 
mand, and  when  the  demand  was  met, 
the  price  of  iron  had  to  drop  back  to  a 
normal  level.  But  others  had  also 
built  50-ton  furnaces  to  make  the  extra 
profit.  The  excess  of  demand  then 
turned  into  an  excess  of  supply.  If 
the  price  were  to  continue  at  the  old 
level,  it  could  only  be  if  all  the  fur- 
naces in  existence  were  to  simply  make 
less  iron  than  they  had  made  before 
the  total  capacity  had  been  increased 
by  the  building  of  the  new  furnaces. 

The  owners  of  the  last  furnaces 
built  found  that  they  could  produce 
their  50  tons  at  less  per  ton  than  the 
10-ton  furnaces  could.  To  run  full, 
they  had  to  win  away  from  the  smaller 
furnaces  enough  orders  to  keep  going; 
so  they  reduced  prices,  as  at  the  new 
low  prices  they  could  still  make  money. 

The  owners  of  the  old  furnaces  could 
not  sit  idly  by  and  see  this  proportion 
of  business  get  away  from  them;  and 
they  also  lowered  their  prices  to  keep 
their  trade.  This  continued  to  the 
point  where  the  small  furnaces  could 
not  live,  although  the  large  furnaces 
could  make  a  profit.  With  each  rising 
wave  of  demand,  as  competitors  saw 
that  new  and  larger  furnaces  were  re- 
quired to  get  profits,  they  took  some 
of  their  accumulated  funds  and  built 
still  larger  furnaces. 

It  was,  and  is,  the  last  and  best  fur- 
nace that  sets  the  pace  for  all  the 
others.  It  is  not  that  excessive  stocks 
of  iron  depress  prices ;  it  is  always  that 
pressure  to  get  orders  for  the  additional 
furnaces  that  causes  reduction  in  iron 
prices.  Whenever  demand  drops  back 
to  its  previous  level,  or  perhaps  below 


it,  carrying  down  the  price,  the  less 
efficient  furnaces  must  go  out  of  blast, 
but  they  stand  ready  to  go  to  work 
whenever  a  profit  emerges.  At  that 
time,  all  rush  to  snatch  it,  but  unless 
sufficient  demand  has  appeared  to  keep 
all  busy,  the  profit  then  disappears, 
because  the  additional  supply  offered 
again  depresses  the  price,  below  the 
cost  to  the  old  furnace. 

Such  owners  of  the  original  small 
furnaces  as  did  not  reserve  enough  out 
of  their  earnings  to  cover  obsolescence 
and  inadequacy,  as  well  as  to  cover 
the  wear-out  depreciation,  ultimately 
found  themselves  out  of  the  iron  busi- 
ness. Even  if  their  accounting  covered 
wear-out  depreciation,  they  often 
were  deluding  themselves  into  think- 
ing that  they  had  a  large  net  profit, 
when,  as  a  matter  of  fact,  they  were 
not  even  getting  back  their  original 
investment.  These  obsolete  plants 
were  not  wealth — -they  were  "matter 
out  of  place,"  as  compared  to  the  new 
ones. 

Living  men  have  witnessed  the 
growth  of  iron  furnace  capacity  from 
10  tons  per  day  to  700  or  800  tons  per 
day.  Always  it  was  the  newer  and 
better  furnace  that  was  able  to  survive 
after  every  depression,  and  the  smaller 
and  less  efficient  dropped  out.  Every 
year  sees  capital  values  in  great  amount 
being  wiped  out  in  this  way,  the  owners 
not  realizing  the  loss  except  when  they 
face  failures,  revaluation,  and  reorgani- 
zation. Obsolescence  and  inadequacy 
destroy  the  values,  just  as  though  the 
plants  themselves  had  been  physically 
destroyed  by  fire. 

The  possibility  of  old  owners  build- 
ing new  furnaces  depends  upon  the 
amount  of  surplus  earnings  saved  out 
of  the  sale  of  the  product  made  by  the 
older  fm-naces.  Yet  few  people  figure 
this  element  clearly.  As  we  look 
about  us,  we  see  that  productivity 
must  increase  from  year  to  year,  and 
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newer  and  better  machines  must  be  in- 
stalled for  prodncing  various  forms  of 
goods.  When  the  goods  are  produced 
some  of  the  value  of  the  machines  is 
tiu"ned  into  money  income,  some  of 
which  must  be  saved  from  consump- 
tion. This  value  is  again  turned  into 
better  and  larger  mills  and  machinery, 
which  in  turn  become  superannuated. 

If  all  businesses  could  increase  har- 
moniously, there  would  not  be  so  much 
loss;  but  the  fact  is  that  human  prog- 
ress is  not  harmonious.  Invention 
does  not  proceed  at  the  same  pace  in  all 
industries;  nor  does  demand  remain 
constant  in  all  industries.  Newly  in- 
vented goods  arise  that  replace  old 
types  of  goods;  the  iron  ship  replaces 
the  wooden  one;  the  steam  ship  re- 
places the  sailing  vessel;  the  automo- 
bile replaces  the  carriage;  fashion 
changes  start  and  kill  off  whole  in- 
dustries ver^'  quickly,  as  for  instance, 
bustles  and  hoop  skirts.  Each  change 
and  each  invention  requires  that  the 
industries  affected  readjust  themselves 
to  their  demand.  At  times,  labor  is 
thrown  out  of  work  temporarily  and 
fixed  capital  is  made  obsolescent. 
WTien  supply  is  greater  than  demand, 
it  is  the  newest  plant,  and  the  best 
managed  plant,  that  sets  the  pace  for 
the  older  or  less  well-managed  plant,  in 
making  prices  that  will  tempt  the  mar- 
ket's favor. 

It  is  a  regrettable  fact  that  new  cap- 
ital does  not  always  go  where  it  is 
needed,  but  is  often  reinvested  in  busi- 
nesses that  are  relatively  fully  supplied 
for  the  time  being.  Then  there  is  a 
glut  of  capacity,  the  glut  operating 
as  pre\'iously  described. 

In  meeting  the  prices  set  by  its 
newer  and  richer  competitors,  the  old 
furnace  first  ceases  to  earn  a  surplus 
profit,  then  a  normal  profit.  Then  it 
ceases  to  earn  interest,  and  it  may 
cease  even  to  earn  wages,  by  continu- 


ing operation  at  prices  that  are  below 
its  costs.  Depressions  kill  off  the  un- 
economic competitor.  No  one  has 
any  assurance  that  society  will  keep 
him  in  business  to  its  o^\ti  detriment. 
Before  he  goes  in,  one  should  know 
that  he  risks  this  loss — it  is  a  part  of 
the  game  he  voluntarily  enters.  Con- 
stant pressure  to  cheapen  production 
is  one  of  the  elements  he  must  cope 
with,  and  he  must  earn  and  save 
enough  to  stay  in  a  game  that  contin- 
ually grows  bigger. 

Some  people  think  this  is  very  brutal, 
and  would,  tlirough  false  sentiment, 
try  to  keep  the  uneconomic  competitor 
in  business.  They  do  not  know  that 
it  is  up  to  the  business  man  to  do  that 
for  himself.  The  best  that  society 
can  do  for  him  is  to  keep  open  the  door 
of  opportunity  and  prevent  the  game 
descending  to  the  brute  level  of  de- 
struction that  would  make  survival  de- 
pend on  mere  strength  and  ruthless- 
ness,  instead  of  on  true  efficiency. 
Society  cannot  tolerate  the  overstrong, 
who  themselves  become  inefficient 
through  lack  of  progress. 

When  one  enters  the  game  of  busi- 
ness he  should  expect  to  play  fair,  and 
if  he  tries  to  do  otheru-ise  he  should  be 
compelled  to  play  fair.  It  is  not  in- 
human that  both  buyers  and  sellers 
should  be  expected  to  look  after  their 
own  part  of  the  game.  The  real  fact 
is  that  society  cannot  afford  wastefuUy 
to  continue  inefficient  competitors  in 
business.  No  buyer  cares  a  particle 
about  the  cost  of  an  article  to  its  pro- 
ducer; all  he  cares  for  is  the  utility  to 
himself,  and  this  is  as  it  should  be.  It 
is  the  producer's  business  to  look  after 
costs;  and  the  producer  gets  a  reward 
only  so  long  as  he  remains  efficient. 
A  part  of  his  efficiency  is  that  which 
reckons  with  all  the  factors  in  cost,  not 
the  least  important  being  obsolescence 
and  inadequacy  in  this  broad  sense. 
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EMPLOYMENT  as  an  industrial 
problem  is  an  example  of  the  sort 
of  ailments  whose  gravity  is  as  great 
as  the  proposed  cures  are  inadequate. 
Considering  the  cost  of  "labor  turn- 
over" and  the  cost  of  recruiting  labor 
there  is  no  doubt  but  what  the  problem 
is  a  great  one.  Consider,  for  example, 
the  facts  of  irregular  employment. 
The  Russell  Sage  Foundation  made  an 
investigation  of  this  sort.  Following 
are  a  few  of  the  facts  revealed.  A 
certain  mining  company  was  found 
employing  about  1000  men  each  year; 
they  were  obHged  to  hire  5000  men  in 
order  to  keep  the  ranks  filled.  A  large 
machine  shop  with  a  force  of  10,000 
was  found  hiring  21,000  new  employees 
each  year.  The  Consumers'  League 
of  Eastern  Pennsylvania  found  three 
telephone  companies  of  Philadelphia 
averaging  3000  female  employees  with 
30  per  cent  resignations.  The  Michi- 
gan Telephone  Company  has  had  a  60 
per  cent  annual  rate  of  change  of 
employees. 

These  instances,  of  course,  are  the 
unusual  ones;  yet  they  indicate  a  pre- 
vailing condition  of  a  "shifting  labor 
population. "  WTiat  is  the  cost  of  this 
irregular  employment?  Of  the  cost 
of  hiring  and  firing  employees  Magnus 
Alexander  says:  "No  reliable  esti- 
mate of  this  cost  item  seems  to  have 
been  made,  and  the  opinions  of  indus- 
trial managers  difl^er  widely.  One 
of  the  many  managers  consulted  places 
the  figure  at  $30,  all  others  suggested 
from  $50,  to  $200  as  the  cost  per  em- 
ployee, depending  on  the  industry  and 
the    degree   of  skill  and  training  re- 
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quired."  ^  Sherwin  Cody  tells  of  a  well- 
known  firm  of  automobile  makers  who 
compiled  careful  figures  showing  that 
the  cost  of  replacing  a  skilled  mechanic 
was  $80.  Kimball  in  his  very  able 
"Industrial  Testing"  gives  the  cost 
of  hiring,  training,  the  cost  of  breakage, 
and  the  reduced  production  incident 
to  training.  He  finds  that  the  cost 
of  hiring  is  the  least  of  all. 

Following  is  his  itemized  list: 

1.  Hiring  a  man  costs  about  50  cents. 

2.  Training  him  into  the  work  costs  from 
$2  to  $20. 

3.  Wear  and  breakage  during  the  "break- 
ing in"  period  costs  from  $1  to  $10. 

4.  Reduced  production  for  the  above 
period  costs  from  $5  to  $33. 

This  is  the  problem — what  is  the  solu- 
tion.'' At  once  the  thought  is  sug- 
gested that  the  entire  problem  can 
best  be  solved  by  correct  principles  of 
employment.  Only  correct  employ- 
ment can  so  hire  men  that  they  will 
be  contented  and  therefore  loyal  to  a 
firm.  Only  scientific  employment 
can  so  place  men  that  the  plant  will  be 
most  efliciently  conducted.  Various 
methods  of  employment  have  been  in 
use.  The  easy  but  disastrous  method 
has  been  to  place  men  by  the  "trial 
and  error"  method.  Hire  them,  and 
and  if  they  turn  out  to  be  unsuital)le, 
fire  them  and  hire  others.  A  distinct 
advance  over  this  method  is  the  method 
of  the  personal  interview,  that  is,  the 
"conversational  test."  There  is  one 
type  of  method  it  should  be  our  special 
concern  to  steer  clear  from.  I  mean 
the  systems  of  character  analysis — 
physiognomy,  phrenology,  etc.     These 
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systems  are  utterly  discredited  by 
sober  science.  Phrenology  is  just  as 
outgrowii  in  psychology  as  alchemy 
is  in  chemistry.  Binet  has  demon- 
strated emphatically  that  it  is  impos- 
sible to  diagnose  either  the  character 
or  the  intelligence  by  cranial  or  facial 
features. 

Although    the     personal    interview 
and  physical  tests  are  good,  there  are 
capacities    of    high    importance    that 
they    do    not    measure.     To   rely   on 
recommendations  has  its  dangers.     As 
G.  W.  Greenwood  has  observed:  "To 
take   an   applicant's  previous  experi- 
ence, salary,  education,  etc.,  is  only 
concurring  in  whatever  mistakes  the 
previous     employer    made."^     There 
is  an  important  list  of  individual  capac- 
ities   that    cannot    be    brought    out 
either    by   a    recommendation    or    an 
interview.     I  have  in  mind  a  certain 
class  of  abilities  that  can  be  tested 
only  by  careful  laboratory  procedure. 
For  example,  it  has  long  been  known 
to  psychology'  that  the  speed  of  visual 
perception    for    some    people    is    four 
times  greater  than  for  others.     Con- 
sider the  importance  of  this  difference 
in  selecting  proof-readers.     The  varia- 
tions in  the  keenness  of  touch  and  for 
auditory    discrimination    are    nearly 
as  great  as  those  for  vision.     It  is  well 
known    that    the    motor    capacity    of 
some  people  is  so  poor  that  they  could 
never  learn  to  operate  a  typewriter. 
Consider     the     danger     involved     in 
employing  such  a  person  to  operate 
complex  machinery.     It  is  well  known 
to  psychologists  that  people  may  dis- 
play  either   one   of   two   well-defined 
tj'pes  of  attention,  the  "concentrated" 
or  the  "spread"  type.     The  concen- 
trated type  of  attention  will  fail  when 
put  at  a  task  where  many  elements 
must  always  be  kept  in  mind.     The 
spread  tjq^e  of  attention,  on  the  other 
hand,  will  fail  when  put  at  a  task 
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requiring  the  power  of  intense  and 
single  application.  These  types  are 
easily  subject  to  tests. 

Thus,  a  new  science  has  come  into 
existence  to  meet  these  needs.  It  is 
a  science  that  is  half  psychological 
and  half  industrial.  It  might  well 
be  called  "psycho-industrial"  testing. 
The  work  of  many  generations  of 
trained  psychologists  has  given  us 
both  psycho-physical  and  mental 
tests.  I  will  devote  the  rest  of  this 
article  to  an  attempt  to  show  the  sig- 
nificance of  such  tests  to  the  problems 
of  employment. 

How  do  we  devise  a  set  of  tests  to 
be  used  in  selecting  certain  kinds  of 
workers?  The  general  procedure  is 
somewhat  as  follows:  Suppose  we 
are  interested  in  a  set  of  tests  for  use 
in  selecting  typists.  First,  we  take  a 
number  of  typists,  say  40  or  50,  and 
keep  them  under  most  careful  observa- 
tion for  a  period  of  time.  The  period 
of  time  should  be  long  enough  to  give 
them  a  sure  ranking  as  to  their  ability. 
Careful  records  are  kept  of  their  out- 
put, their  errors,  their  weaknesses, 
and  their  strengths.  At  the  same 
time,  we  subject  this  group  to  a  series 
of  motor  and  mental  tests.  We  will 
select  such  tests  as  we  infer  will 
natiu-ally  reveal  the  qualities  that 
make  them  either  good  or  bad  typists. 
When  this  experimental  stage  is  com- 
pleted, we  will  have  two  kinds  of  data 
concerning  the  group  we  are  experi- 
menting with.  We  will  have  records 
of  the  actual  practical  abilities  of  our 
subjects  as  typists.  On  the  other 
hand  we  wall  have  records  of  their 
skill  in  a  series  of  motor  and  mental 
tests.  Now  we  can  compare  the  two 
series  to  see  to  what  extent  the  'practical 
ability  and  the  test  ability  of  any  given 
subject  compare.  By  a  simi)le  mathe- 
matical process  we  can  find  the  "coeffi- 
cient of  correlation"  that  exists 
between  the  results  of  any  test  used 
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and  the  practical  worth  of  any  subject 
as  a  typist.  If  we  find  that  the  correla- 
tion is  a  high  one,  we  have  now  an 
instrument  of  inestimable  value  in 
selecting  new  typists.  If  we  find  that 
a  cancellation  test  measures  the  ability 
of  a  typist  Avnth  only  10  per  cent  of 
error,  we  have  a  means  of  selecting 
from  applicants  those  that  will  in  all 
probability  succeed  without  incurring 
the  financial  loss  that  Tnay  accompany 
the  hiring  of  an  incompetent  subject  by 
the  "trial  and  error  metfu>d."  Wliat 
is  best  of  all  is  the  fact  that  such  series 
of  tests  have  already  been  devised, 
not  only  for  typists,  but  for  stenogra- 
phers, conductors,  motormen,  mechan- 
ics, clerical  workers,  minor  execu- 
tives, salesmen,  and  many  others. 
Thus  by  securing  the  proper  literature 
we  can  save  oiu-selves  the  trouble- 
some process  of  devising  tests  of  our 
own. 

So  far,  the  theory  may  sound  good, 
but  have  these  tests  succeeded  in  prac- 
tice? I  will  relate  a  few  instances  of 
such  success  from  responsible  firms. 
Margaret  P.  Jaques  has  described  a 
series  of  tests  used  by  the  Charles 
Williams  Stores  for  selecting  typists 
and  stenographers.^  Four  of  the  tests 
used  were  as  follows : 

1.  A  form  substitution  test  consisting 
of  100  mixed  geometrical  figures  with  a 
certain  number  for  each  type  of  figure,  the 
correct  numbers  to  be  vsTitten  in  the  several 
figures. 

2.  A  "verb-object"  test  in  which  the 
subject  is  given  a  list  of  words  and  is 
required  to  name  the  corresponding  objects. 

3.  A  color  recognition  test. 

4.  A  controlled  association  test  in  which 
the  subject  was  required  to  name  the  oppo- 
sites  of  a  list  of  words. 

These  tests  were  tried  out  on  38 
typists  who  had  been  on  duty  six 
months  and  for  whom  careful  records 
had     been     kept.     The     correlation 
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found  between  ability  in  the  tests  and 
ability  in  the  occupation  was  found  to 
be  a  very  high  one.  Chancy  Brothers 
have  employed  a  set  of  five  tests  for 
five  years  and  they  are  considered  a 
"fairly  trustworthy  index  of  general 
information,  imagination,  ability  to 
understand  and  follow  directions, 
mathematical  ability,  ingenuity,  power 
of  analysis,  accuracy,  reasoning  ability, 
carefulness,  ability  to  learn,  mental 
alertness."  The  United  Refractories 
company  employs  a  set  of  tests  that 
they  claim  vAW  weed  out  misfits.  One 
of  the  tests  they  employ  is  especially 
instructive.  Cards  having  on  them 
the  names  of  firms  are  given  to  the  sub- 
ject to  be  arranged  in  an  alphabet. 
This  is  a  fair  sample  of  the  routine 
work  that  an  ofiice  clerk  must  do  and 
will  measure  his  speed  and  accuracy 
at  such  work. 

Many  careful  investigators  have  been 
devising  sets  of  tests  of  this  nature  for 
various  occupations.  Among  them  are 
such  men  as  Munsterberg,  Allen,  Jones, 
Lough,  Scott,  Trabue,  and  many  others. 
It  will  perhaps  be  instructive  to  give  a 
few  representative  sets  of  such  tests 
with  the  correlations  that  have  been 
found  for  them.  Just  a  further  word 
as  to  what  is  signified  by  a  correlation: 
In  the  tests  for  minor  executives  given 
below  the  "better  reasons"  test  has  a 
correlation  of  .76.  This  means  that 
the  "better  reasons"  test  will  indicate 
the  ability  of  a  minor  executive  to  an 
accuracy  of  about  76  per  cent.  A 
correlation  is  a  figure  that  indicates 
the  mutual  or  reciprocal  relation  of 
two  sets  of  variables.  A  perfect  cor- 
relation would  be  a  correlation  of  1 .  A 
correlation  of  .76  does  not  mean  exactly 
a  correlation  of  76  per  cent,  but  to 
avoid  the  mathematical  technicalities 
involved  in  exactly  defining  a  correla- 
tion we  may  accept  such  a  correlation 
as  amounting  practically  to  a  percent- 
age. 
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Minor  Executives  a    force.     In    a    bicycle    factory    girls 

Better  reasons 7(i  were  employed  to  pick  out  defective 

Absurdities 46  ^^^^    bearings.     Reaction    time    tests 

Completion 43  .          .      .  i          e         •        i         i 

Mixed  relations 46  "^^^^  g^^'^n  to  them  for  Visual  and  mus- 

Part-whole 46  cular  responses.     It   was  found   that 

Opposites 36  they  varied  in  a  marked  way  in  these 

Color-naming 46  capacities.     Only  those   of   high   effi- 

Stenographebs  ciency  were  retained  to  sort  the  ball 

Naming  opposites 45  bearings,  the  rest  were  put  at  other 

Form  substitution 40  work.     It  was  found  that  the  efficiency 

Following  directions 46  ^.^s  raised  to  the  extent  that  the  firm 

o  or-naming.    ^^^  ^^^^  ^^  double  their  wages,  reduce 

Letter  substitution 82  '^ 

the    working    day   from    10.5    to    8.5 

Engineers  hours,  and  to  give  two  extra  holidays 

Completion  test 63  gach  month.     This  difference  will  not 

.ar  ■^°'"  \°8 seem  startling  to  one  who  sees  daily 

Invention. .  ^ ^ ^ ^ ^. ................... .     !66  ^"  ^  laboratory  that  some  people  have 

Omnibus 66  f our  times  the  accuracy  and  speed  of 

Imagination 66  others    in    visual    perception    and    in 

Label-Pasting  motor  response. 

Knox  cube                                                   73  What  can  we  say  in  criticism  of  the 

Card-sorting 42  Use  of  these  tests?     In  the  first  place. 

Substitution 50  I  do  not  believe  it  particularly  requires 

Colorif  ""^1°^'^^^ f  ^'xpert  ability  to  give  the  tests,  though 

Follo'^^n^difections' '  ^  ^  ^  ['.'.'.'.'.'.'.'.'.'.'.'.'.'.     ^si  ^^  de%nse  them  is  a  more  difficult  task. 

The  tests  can   be  easily  reduced  to 

Perhaps  these  tests  merit  a  few  com-  form,  given  in  a  stated  interval  of  time 

ments.     It  ■wall  be  observed  that  for  and    scored    by   the    use    of   stencils, 

stenographers    the    color-naming    test  Hence  they  can  be  given  by  anyone 

has  a  correlation  of  only  .34  while  for  who  exercises  reasonable  care  in  doing 

label-pasting  it  is  .5.     This  is  because  so.     In  the   second   place,   I   do   not 

one  who  is  an  expert  stenographer  does  mean  to   imply  that  these  tests  are 

not  have  to  be  so  accurately  discrimi-  self-sufficient.     They  should  be  used 

nating  as   to  colors  as  will  one   who  as  supplements  to  other  valuable  tests, 

works  -nath  labels.     Completion,  con-  Their   chief  value   consists   in  two 

struction,    and    invention    tests    nat-  circumstances.     First,  they  are  a  very 

urally  give  good  correlations  for  good  rapid    way    of    finding    out    certain 

engineers  because  we  expect  an  engi-  information  about  a  subject  that  other- 

neer  to  excel  in  these  qualities.     Some-  wise  would  take  many  months  to  dis- 

times  we  are  surprised  at  the  nature  cover.     A    simple    tapping    test    \vnll 

of  the  qualities  revealed  by  these  tests,  reveal  the  presence  of  incurable  motor 

as  for  example  the  imagination  test  inco-ordination,  which  if  it  goes  unde- 

for  engineers.     There  is  a  tendency  for  tected  may  result  in  serious  tragedies 

us  to   believe  that   imagination  is  a  in    a    machine    shop    where    complex 

faculty  of  use  to  poets  rather  than  to  machines  are  operated.     In  the  second 

engineers.  place,  these  tests  offer  us  a  quick  way 

These  tests  wall  prove  of  value  not  of  testing  large  numbers  of  applicants, 

only  in  selecting  the  right  applicants  while     the     ordinary     impressionistic 

at  the  start  but  also  in  reorganizing  interview  will  consume  long  periods  of 
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time.  No  confidence  should  be  placed 
in  a  set  of  tests  until  they  have  been 
used  for  a  long  period  of  time  and  on  a 
sufficiently  large  number  of  workers. 
The  surest  sign  of  incompetence, 
whether  it  be  in  the  laboratory  or  in 
business,  is  the  tendency  to  draw 
many  and  "certain"  conclusions  from 
sparse  and  uncertain  facts.  Hence 
my  condemnation  of  so-called  systems 
of  " phrenologj' "  and  "physiognomy." 
The  defenders  of  these  cults  have 
always  rioted  by  preference  in  the 
romantic  habit  of  inferring  the  mental 
make-up  of  an  individual  from  such 
dubious  signs  as  the  color  of  the  eyes 
and  hair,  the  distance  between  the 
eyes,  the  presence  of  dimples  and 
wrinkles,  as  the  case  might  be,  or  the 
angle  of  the  nose  and  chin.  With  it 
all  they  show  a  lordly  disregard  for 
actual  statistical  correlations.  With 
the  genial  tendency  to  be  convinced 
that  a  turned-up  nose  indicates  a 
turned-up  disposition  one  can  easily 
cite  instances,  but  the  "negative  evi- 
dence" is  always  avoided.  I  have 
yet  to  see  the  work  of  a  physiognomist 
who  even  considers  it  necessary  to 
measure  the  facial  angle  of  several 
himdred  people  systematically  and 
honestly  publish  the  results  of  such 
measurement  in  support  of  his  pet 
contention  that  a  hang-dog  chin  goes 
with  a  hang-dog  will.  As  a  healthy 
contrast  to  this  sort  of  "inspirational 
science"  I  wish  to  describe  the  way 
the  city  of  Boston  established  the 
famous  psychological  clinic  in  connec- 
tion with  its  juvenile  court.  Thirty 
thousand  dollars  was  appropriated 
for  the  purpose  of  carrjang  on  experi- 


mental work  for  a  period  of  five  years. 
A  shorter  test  period  was  considered 
insufficient.  The  services  of  Dr.  Wil- 
liam Healy,  an  expert,  were  secured 
to  direct  the  research  work.  WTiat  a 
contrast  all  of  this  patience,  care,  and 
expenditure  is  to  the  life  of  the  effer- 
vescent day-dreamer  who  blithely 
assures  that  Napoleon's  leadership 
emanated  from  the  angle  of  his  jaw 
and  who  offers  as  proof  such  examples 
as  support  his  case!  I  do  not  rebel 
so  much  against  the  results  of  these 
"investigators"  as  I  do  against  their 
methods.  Some  cranial  measurements 
have  been  shown  to  be  of  significance 
in  the  diagnosis  of  the  mentality  of  a 
subject.  Porter  and  Binet  have  shown, 
for  example,  that  the  width  of  the  head 
is  greater  for  precocious  than  for  dull 
children.  According  to  MacDonald, 
longheadedness  in  a  child  increases 
as  his  ability  decreases.  MacDonald 
finds  evidence  that  there  is  also  a  rela- 
tion between  unruliness  and  longhead- 
edness in  boys.*  However,  these  differ- 
ences are  so  small  and  the  exceptions 
so  many  that  we  cannot  rely  on  these 
measures  alone  to  indicate  the  men- 
tality of  a  subject.  That  these  men 
have  the  true  spirit  of  science,  which 
is  only  the  spirit  of  common  sense  vrrit 
large,  is  showTi  by  the  fact  that  they 
make  their  investigations  very  care- 
fully arid  publish  all  of  the  results,  both 
the  positive  and  the  negative.  In  busi- 
ness as  well  as  in  science  I  believe  the 
rule  holds  that  there  are  no  royal  roads 
to  success,  such  as  the  physiognomist 
vainly  imagines  to  exist. 

*G.   M.  Whipple,  "Manual  of  Mental  and  Physical 
Measurements,"  Warwick  and  York  (1910),  p.  64. 


BUYING  FOR  A   MEDIUM  SIZE   MANUFACTURING 
ESTABLISHMENT 

BY  H.  J.  ^^^^ITTEN* 


IN  recent  years  many  instructive 
articles  have  appeared  on  the  sub- 
ject of  purchasing  and  the  general 
reader  is  doubtless  more  or  less  familiar 
with  the  work  of  a  modern  industrial 
piu-chasing  agent  both  as  to  the  nature 
and  scope  of  his  duties.  Fundamental 
principles  underh-ing  a  correct  pur- 
chasing policy  have  also  received  a 
fairly  wide  circulation.  Despite  this 
growing  diffusion  of  knowledge,  how- 
ever, there  is  a  widespread  belief  among 
purchasing  agents  that  not  even  the 
higher  officials  of  most  corporations, 
much  less  casual  observers  or  members 
of  boards  of  directors,  possess  a  clear 
mental  picture  of  the  manifold  ac- 
tivities of  the  man  who  "does  the  buy- 
ing." This  observation  is  made  ■n'ith 
particular  reference  to  the  purchasing 
department  of  a  medium  size  plant — 
one  in  which  the  purchasing  agent  is 
the  whole  show  in  keeping  his  establish- 
ment supplied  vrith.  materials. 

By  medium  size  is  meant  a  factory 
wherein  the  purchasing  staff  consists 
of  purchasing  agent,  assistant,  and  two 
or  tliree  clerks,  issuing  say  6000  to 
l^.OOO  individual  purchase  orders  an- 
nually. Here  the  buyer  labors  under 
conditions  that  are  entirely  different 
from  those  sm-rounding  the  director  of 
purchases  of  a  great  railroad  or  cor- 
poration with  his  long  retinue  of  as- 
sistants, clerks,  statisticians,  engineers, 
etc.,  since  such  a  vast  enterprise  is  so 
organized  that  the  stores,  accounting, 
traffic,  engineering,  and  operating  de- 
partments deal  with  all  problems  con- 

*  Purchasing  Agent  of  the  DeFrain  Sand  Company, 
The  Hainesport  Mining  and  Transportation  Company, 
and  The  Knickerbocker  Lime  Company. 


nected  with  procurement  and  distri- 
bution of  materials  except  actual 
purchase,  whereas  in  a  smaller  estab- 
lishment the  purchasing  agent's  ac- 
tivities overlap  into  nearly  all  the  other 
major  branches  of  management  and 
frequently  absorb  stores  and  traffic 
departments.  Phrasing  this  distinction 
in  another  way  it  might  be  said  that 
the  big  buyer  has  such  a  vast  problem 
to  solve  in  negotiating  for  and  conclud- 
ing purchases  of  millions  of  dollars' 
worth  of  materials  to  the  advantage  of 
his  company  that  such  important  de- 
tails as  specifications,  standards,  in- 
spection, transportation,  storage,  and 
distribution  must  be  delegated  to 
other  departments  entirely  separated 
from  thepurchasing  department,  where- 
as a  buyer  who  operates  on  a  more 
modest  scale  participates  to  a  great 
extent  in  all  phases  of  the  material 
supply  problem  including  many  func- 
tions that  do  not  come  directly  under 
supervision  of  his  department. 

Bujnng  for  a  medium  size  plant  im- 
poses requirements  as  to  qualifications 
and  experience  of  the  man  who  dis- 
charges the  duties  of  purchasing  agent 
which  when  adequately  met  represent 
a  fine  testimonial  to  the  invaluable 
serv-ice  rendered  by  professional  buyers 
to  our  manufacturing  industries.  In 
order  that  we  may  follow  this  tj'pe  of 
purchasing  agent  as  he  goes  about  the 
performance  of  his  daily  duties  we  will 
examine  at  some  length  the  qualifi- 
cations necessary  to  master  the  job. 
These  are  five  in  number  as  follows: 

1.  Knowledge  of  markets. 

2.  Familiarity  with  own  manufacturing 
processes. 
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3.  Ability  to  create  a  relationship  of 
mutual  profit  with  suppliers. 

4.  Ability  to  adequately  serve  both  man- 
agement and  production  interests. 

5.  Personal  integrity  and  loyalty. 

Every  day,  every  year  that  the 
buyer  continues  to  function,  he  adds  to 
his  store  of  knowledge  regarding  mar- 
kets. He  must  have  an  intelligent, 
active  mind  always  reaching  out  for 
new  facts  and  information  which  are 
catalogued  in  his  memory  and  in  ap- 
propriate files  in  his  office  to  become 
promptly  available  whenever  needed. 
Market  knowledge  divides  itself  logi- 
cally into  several  subdivisions  of  which 
the  most  important  are  prices,  grades, 
and  classes  of  commodities,  sources  of 
supply  and  transportation. 

The  first  question  that  springs  up 
in  the  mind  of  a  prospective  buyer, 
whether  the  article  sought  is  a  necktie, 
a  shirtwaist,  or  a  ton  of  pig  iron  is — 
What  is  the  price?  It  is  to  be  con- 
ceded that  actual  value  received  is 
more  important  than  price,  but  value 
is  a  relative  term  which  must  be  meas- 
ured by  some  universally  accepted 
yardstick  and  the  only  medium  so  ac- 
cepted is  the  dollar,  that  is  to  say,  the 
price.  Since  price  should  serve  as  a 
means  for  comparing  values  primarily, 
it  is  obvious  that  one  must  be  familiar 
not  only  with  the  price  of  similar 
articles  offered  by  different  sellers  but 
he  should  know  the  current  quotations 
on  other  commodities  which,  although 
dissimilar  in  nature,  perhaps,  yet 
possess  several  characteristics  common 
also  to  the  article  under  consideration 
so  that  the  value  of  the  latter  may  be 
accurately  established. 

This  paves  the  way  to  the  main 
point  I  would  like  to  make  regarding 
the  industrial  buyer's  attitude  toward 
price:  He  does  not  buy  because  the 
price  is  cheap  but  when  the  value  to 
his  plant  of  a  given  lot  of  goods  is 


fairly  represented  by  the  asking  price. 
In  order  to  determine  the  value  of 
what  he  is  buying  it  is  desirable  for  him 
to  know  the  price  of  everything,  and 
while  that  is  of  course  impossible  it 
remains  true  that  every  purchasing 
agent  who  has  a  wide  knowledge  of 
prices  stands  the  best  chance  of  se- 
curing consistently  the  highest  values 
obtainable. 

The  writer  obtains  his  daily  market 
quotations  from  a  well-known  commer- 
cial and  financial  newspaper  published 
in  New  York  City  which  prints  these 
statistics  on  a  very  broad  range  of 
commodities  such  as  coal,  petroleum 
products,  iron  and  steel,  hides  and 
leather,  chemicals  and  paints,  naval 
stores,  non-ferrous  metals,  oils,  hemp, 
rubber,  cotton,  wool,  silk,  dry-goods, 
and  other  textile  products,  grains, 
meats,  agricultural  products,  produce, 
and  groceries,  etc.  In  respect  of  items 
in  which  I  am  particularly  interested 
because  of  heavy  requirements  I  take 
the  leading  authoritative  trade  pub- 
lications because  they  quote  prices  in 
great  detail  covering  their  respective 
fields.  A  third  source  of  information 
is  a  well-known  statistical  agency  for 
whose  service  we  subscribe  annually. 
The  importance  of  all  of  these  services 
is  increased  due  to  the  fact  that  they 
furnish  forecasts  of  the  future  trend  of 
pi'ices  of  which  more  will  be  said  in  a 
moment.  In  addition  to  the  sources 
already  mentioned  there  is  a  steady 
stream  of  voluntary  quotations  ar- 
riving in  the  mails  and  received  from 
vdsiting  sales  representatives.  Finally 
we  are,  of  course,  constantly  circulating 
our  inquiries  covering  lots  for  which 
we  are  actually  in  the  market,  and 
these  bring  firm  bids  that  establish  the 
range  of  prices  as  of  the  date  of  pur- 
chase. 

Besides  keeping  posted  on  current 
prices  there  exists  an  imperative  neces- 
sity to  obtain  a  reliable  forecast  of  the 
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future  if  economical  purchasing  is  to  be 
attained.  Such  a  forecast,  as  it  effects 
some  commodities,  can  be  based  with 
fair  accuracy  upon  existing  quotations 
for  raw  materials.  For  example,  me- 
chanical rubber  goods  are  manufac- 
tured from  two  principal  raw  mate- 
rials, cotton  fabric  and  crude  rubber. 
Since  some  months  elapse  during 
which  the  rubber  goods  fabricators 
purchase  a  given  lot  of  raw  materials, 
await  their  transportation  to  the  fac- 
torj%  and  convert  them  into  the  finished 
product,  every  user  of  rubber  belting, 
hose,  packings,  and  automobile  tires 
needs  only  to  watch  closely  the  daily 
markets  in  the  two  raw  materials 
mentioned  in  order  to  determine  with 
reasonable  assurance  what  the  ten- 
dency in  price  of  mechanical  rubber 
goods  is  likely  to  be. 

In  order  to  predict  the  movement  of 
prices  in  certain  classes  of  material  I 
have  found  statistics  sho^snng  the 
status  of  supply  and  demand  when 
published  at  regular  intervals  to  be  a 
good  indicator.  A  case  in  point  is 
fabricated  steel.  Every  month  the 
bridge  builders'  society  issues  a  state- 
ment giAnng  the  percentage  of  orders  to 
shop  capacity  throughout  the  country 
and  whenever  this  percentage  shows  a 
steadily  advancing  tendency  there  is 
good  ground  to  expect  a  firming  of 
quotations  due  to  the  operation  of  the 
unfailing  law  of  supply  and  demand. 
It  is  well  to  remember  that  this  law 
determines  the  coiirse  of  prices  and 
imposes  upon  every  conscientious 
purchasing  agent  the  necessity  for  ob- 
taining authentic  information  respect- 
ing N-isible  and  prospective  supplies 
and  future  as  well  as  present  demand. 
In  view  of  the  fact  that  nearly  all  raw 
materials  have  an  international  mar- 
ket I  am  compelled  to  keep  in  touch 
with  world  political  and  business  con- 
ditions in  order  to  form  an  estimate 
of    demand.    Methodical   reading   of 


bulletins  issued  by  oiu-  Department  of 
Commerce,  international  banking  in- 
stitutions, import  and  export  agencies 
and  of  a  selected  list  of  magazines  and 
newspapers  gives  perhaps  the  best 
results.  The  same  agencies  publish 
statistics  from  time  to  time  showing 
the  \asible  supply  as  well  as  general 
information  regarding  conditions  in 
various  producing  districts  that  have 
a  bearing  on  future  prospects  so  that 
it  is  not  impossible  to  keep  oneself 
fairly  well  posted  as  to  the  actual 
relation  between  supply  and  demand 
in  the  various  basic  raw  materials  at 
all  times. 

Manufactured  articles  require  a 
different  treatment  from  that  de- 
scribed for  raw  material.  The  reason 
for  this  is  found  in  the  complex  organ- 
ization of  our  industrial  fabric  which 
makes  it  extremely  difficult  and  often 
impossible  to  obtain  reliable  facts 
concerning  volume  of  production,  size 
of  stocks,  and  status  of  demand.  If 
you  keep  in  touch  with  the  degree  of 
prosperity  in  the  principal  industries 
that  consume  materials  in  which  you 
are  interested,  however,  and  above  all 
keep  yourself  alive  to  the  drift  of 
general  business  conditions  the  prob- 
able trend  of  prices  in  any  given  line 
can  be  ascertained.  ]Mention  has  al- 
ready been  made  of  the  influence  of 
cost  of  raw  materials  on  manufactured 
goods.  Labor  cost  is  another  vital 
factor.  Find  a  district  that  is  favored 
with  low  labor  costs  and  you  will 
generally  be  able  to  buy  there  to  your 
advantage.  The  writer's  experience 
in  purchasing  rough  iron  and  steel 
castings,  for  instance,  has  taught  him 
to  expect  a  substantial  difference  in 
quotations  received  from  different  pro- 
ducing districts  and  has  driven  home 
the  necessity  for  seeking  out  those 
sections  that  are  able  to  name  low 
prices  due  to  a  favorable  wage  scale. 
In  a  general  way,  therefore,  the  pur» 


680 


ADMINISTRATION 


Vol.  Ill 
No.       6 


chasing  agent  should  inform  himself 
regarding  wage  scales  and  other  labor 
factors  in  industries  producing  articles 
of  frequent  purchase  since  labor  con- 
ditions directly  affect  costs  and  in- 
fluence prices.  Indeed,  unless  some 
light  is  thrown  upon  cost  of  production, 
especially  fluctuations  in  the  cost  of 
raw  materials  and  labor,  it  becomes 
impossible  for  anyone  to  predict  the 
future  trend  of  prices  in  many  man- 
ufactured lines  concerning  which  the 
status  of  supply  and  demand  is  some- 
what obscure. 

Without  attempting  to  expound  the 
economics  of  prices,  a  subject  upon 
which  volumes  have  been  wTitten,  I 
would  emphasize  the  main  fact  that 
the  relation  between  supply  and  de- 
mand is  the  great,  inexorable  regulat- 
ing influence  in  all  markets  everywhere 
while  cost  of  production  based  on 
labor,  material,  and  overhead  charges 
fixes  an  irreducible  minimum  below 
which  barter  in  merchandise  cannot 
take  place  for  any  sustained  period. 
The  purchasing  agent  having  these 
basic  principles  ever  before  him  to 
serve  as  a  sure  guide  proceeds  along 
lines  similar  to  those  described  in  the 
foregoing  paragraphs  to  establish  the 
facts  in  respect  of  commodities  re- 
quired in  his  plant  relating  to  the  actual 
position  of  each  of  the  price  factors 
referred  to.  Methodical,  daily,  se- 
lective reading  furnishes  the  chief 
source  of  the  desired  information,  al- 
though to  the  uninitiated  such  a  task 
may  seem  to  be  monotonous  or  irksome. 
Your  true  P.  A.,  however,  wedded  to 
his  calling,  has  a  veritable  passion  for 
news  and  statistics  that  enable  him  to 
play  a  winning  hand  in  the  game  of 
barter  and  trade;  this  explains  why  he 
is  perhaps  the  best  posted  man  of  the 
entire  personnel  in  a  majority  of  our 
factories  on  business  conditions  as  well 
as  one  of  the  most  profound  students 
of  economics. 


II 

I  have  always  experienced  more 
difficulty  in  buying  materials  of  which 
I  possess  only  a  limited  knowledge 
than  those  of  familiar  nature.  The 
buyer  is  under  a  distinct  disadvantage 
when  he  is  unacquainted  ■wath  the 
articles  purchased  because  he  cannot 
properly  discriminate  between  values 
offered  by  competing  vendors,  neither 
is  he  able  to  make  a  wise  selection  of 
the  grade  best  adapted  to  the  require- 
ments of  his  plant.  In  a  medium 
size  factory  the  purchasing  agent 
(although  availing  himself  constantly 
of  the  technical  ad^^ce  of  engineering 
and  operating  departments)  must  de- 
pend largely  upon  his  own  independ- 
ent judgment  in  selecting  correct  ma- 
terials. He  should  find  the  most 
practical  way,  therefore,  early  in  his 
career,  to  obtain  a  working  knowledge 
of  as  many  commodities  as  possible, 
and  the  WTiter  can  think  of  no  better 
school  than  the  storeroom  of  a  large 
industry.  One  or  two  years'  service 
in  a  big  industrial  storeroom,  preferably 
in  the  recei\ang  department,  will 
equip  the  embryo  buyer  with  a  thor- 
oughgoing knowledge  of  thousands  of 
items  which  are  later  to  become  the 
subjects  of  his  daily  transactions. 
This  knowledge  embraces  such  details 
as  appearance,  identity  of  technical 
dimensions  and  specifications,  trade 
terms  or  descriptions,  inspection 
methods  for  determination  of  quality, 
standard  sizes  of  containers  and  other 
useful  data  and  commercial  customs. 

While  actual  experience  is  the  most 
satisfactory  teacher  books  are  available 
in  nearly  every  commodity  line  WTitten 
in  non-technical  language  which  afford 
good  descriptions  of  production  and 
marketing  methods,  a  form  of  liter- 
ature of  general  educational  value  to 
members  of  the  ])urchasing  fraternity. 
In  addition,  all  clever  buyers  make  it 
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their  business  to  pay  frequent  visits  to 
the  plants  of  their  principal  suppliers 
where  observation  of  the  various  proc- 
esses of  fabrication  gives  a  foun- 
dation for  more  accurate  appraisement 
of  the  finished  product. 

It  should  not  be  assumed  that  a 
piu"chasing  agent  needs  to  become  an 
expert  in  every  line  but  he  does  need  to 
be  possessed  of  sufficient  details  to  en- 
able him  to  act  intelligently.  Trade 
practices  in  particular  ought  to  be 
carefully  studied.  We  will  cite  one 
example  in  proof  of  this  necessity.  A 
certain  class  of  lumber  ■nndely  used 
in  building  operations  carries  a  base 
price  for  widths  up  to  6  inches,  and 
lengths  up  to  "^O  feet.  Each  additional 
inch  of  width  and  everj'  two  feet  of 
extra  length  take  an  extra.  A  lumber 
merchant  recently  stated  to  the  wTiter 
that  for  the  purpose  of  staging  alone 
there  is  much  needless  expense  due  to 
the  custom  of  ordering  1  x  1'^  planks 
when  the  lower  priced  1  x  10  lumber 
will  serve  just  as  well.  Similarly  a 
vast  amount  of  lumber  is  specified  in 
expensive  sizes  solely  because  buyers 
refuse  to  familiarize  themselves  with 
the  schedule  of  extras  so  that  plans 
could  be  drawn  to  employ  economical 
dimensions  in  lumber.  Only  too  often, 
on  the  other  hand,  the  mistake  is  made 
of  making  a  purchase  that  is  too  cheap 
to  be  good.  A  certain  purchasing 
agent  once  received  a  bid  on  some  cold 
rolled  steel  shafting  which  seemed  so 
tempting  that  he  could  not  resist  tak- 
ing a  chance  and  accepting  it.  When 
the  material  arrived  it  passed  inspec- 
tion, but  some  time  later  it  was  dis- 
covered that  a  large  portion  of  the  bars 
were  not  perfectly  straight  and  this 
defect  had  to  be  corrected  in  the  shops 
at  considerable  expense  which  more 
than  offset  the  margin  of  sa\-ing  in- 
volved in  the  original  purchase. 

No  reflection  upon  modern  business 
ethics  is  implied  in  the  theory  that 


buyers  owe  it  to  themselves  to  know 
what  they  are  bujnng.  Most  business 
men  today  are  honest,  so  much  so  that 
to  rush  to  their  defense  would  be  a 
purely  gratuitous  imdertaking  and  the 
only  criticism  which  might  be  uttered 
with  some  basis  in  fact  concerns  the 
failure  of  some  sellers  to  fully  inform 
their  customers  regarding  all  details  of 
their  merchandise.  Such  propaganda 
promotes  mutual  understanding  be- 
tween sellers  and  buyers,  creating  as  a 
consequence  that  equitable  basis  upon 
which  all  sales  should  be  made.  A 
well  posted  buyer  not  only  protects 
the  interests  of  his  firm  but  is  in  posi- 
tion to  deal  fairly  with  his  suppliers 
since  decisions  are  founded  upon  knowl- 
edge instead  of  ignorance. 

Ill 

Every  purchasing  department  is 
equipped  "n-ith  a  catalogue  file  con- 
stituting a  reference  library  of  sources 
of  supply.  A  card  file  containing  an 
index  under  names  of  articles  should 
also  be  maintained  in  which  every 
item  purchased  is  represented  by  a 
card  exhibiting  a  complete  list  of  sup- 
pliers thereof.  This  file  is  developed 
with  the  passing  years,  so  that  the 
older  it  becomes  the  more  informative 
it  will  be,  pro\'ided  conscientious  hands 
direct  its  growth. 

For  local  purchasing  in  a  large  city 
the  classified  business  section  of  the 
telephone  directory  is  very  useful. 
There  are  a  number  of  commercial 
directories  published  covering  the  en- 
tire United  States,  at  least  one  of  which 
can  be  strongly  recommended  as  a 
complete  and  valuable  compendium. 
Directories  are  also  published  by  nearly 
all  trade  magazines  covering  their  re- 
spective fields.  Few  of  these  facili- 
ties were  in  existence  20  years  ago  when 
business  transactions  were  on  a  smaller 
scale  than  now,  but  coincidental  with 
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the  tremendous  industrial  develop- 
ment of  the  past  decade  there  have 
arisen  so  many  services  designed  to  aid 
the  purchasing  agent  that  he  no  longer 
works  in  the  dark;  instead,  he  refers  to 
a  few  simple  files  and  records  in  his 
office  in  order  to  obtain  information  re- 
garding all  available  sources  of  supply. 

IV 

In  common  with  other  phases  of  mar- 
ket knowledge,  however,  sources  of 
supply  must  be  sought  out  by  personal 
investigation  on  the  part  of  the  buyer 
who  cannot  afford  to  place  entire 
dependence  upon  book  information. 
Nearly  all  mills  and  factories  produc- 
ing a  general  line  have  developed  cer- 
tain specialties  for  which  they  create 
special  facilities  or  train  a  skilled  or- 
ganization of  workers  and,  similarly, 
jobbing  houses  carry  a  much  more 
varied  stock  of  items  that  have  been 
developed  as  leaders  than  they  attempt 
with  other  classes  of  merchandise  sold. 
The  scope  of  works  of  reference  cannot 
possibly  include  all  details  of  this  na- 
ture, although  they  are  the  very  ones 
which  when  known  to  the  buyer  enable 
him  to  select  the  best  sources  of  supply. 
Hence  he  questions  salesmen  very 
closely  concerning  their  lines,  examines 
catalogues,  advertising  literature,  and 
trade  publications  and  pays  frequent 
visits  to  factories  and  warehouses,  all 
■with  a  mind  alert  to  discover  poten- 
tial sources  of  supply.  To  be  familiar 
with  all  sources  of  supply  available  in 
each  line  permits  a  wde  selection  from 
which  to  choose  desirable  connections. 
Long  experience  is  of  course  the  best 
way  to  learn  the  identity  of  satisfactory 
suppHers  for  the  simple  reason  that  you 
must  actually  do  business  with  this  one 
and  that  one  in  order  to  be  able  to  dis- 
criminate intelligently  when  placing 
orders.  Consequently  a  man  who  has 
spent  many  years  in  purchasing  work 


acquired  an  invaluable  knowledge  of 
sources  of  supply  that  is  obtainable  by 
no  other  means. 

In  some  plants  purchasing  and  traffic 
departments  are  combined  under  one 
head  who  thus  enacts  a  dual  role  as 
purchasing  agent   and  traffic   expert. 
But  management  of  a  traffic  depart- 
ment is  entirely  outside  the  field  of  ac- 
tivity of  most  purchasing  agents  and 
certainly  is  not  associated  wth  market 
knowledge  'n-ith  the  exception  of  some 
features  of  our  transportation  struc- 
ture which  affect  the  buyer's  actions. 
I  believe  that  the  scope  of  territory 
reached  by  local  railroads  ought  to  be 
fairly  well  knowTi  as  well  as  names  of 
principal  junction  points  where  traffic 
is  exchanged  \\ith  connecting  lines  so 
that  specific  routings  can  always  be 
sho'wn    on    purchase    orders.     When 
ordering  over  the  long  distance  tele- 
phone especially  it  is  necessary  to  give 
clear   instructions    including   routing. 
As  far  as  freight  rates  are  concerned  it 
is  sufficient  if  the  buyer  knows  how  to 
obtain  quotations  quickly  from  the  lo- 
cal railroad  authorities  and  in  a  general 
way    acquaints    himself    with    tariff 
charges  from  the  principal  producing 
centers  so  that  delivered  cost  can  be 
estimated  on  material  sold  on  the  basis 
of  f.  o.  b.  shipping  point.     Claims  for 
damages  or  loss  in  transit  of  inbound 
shipments  are  frecjuently  handled  in 
the     purchasing     department.     There 
are  many  rules  to  be  observed  in  formu- 
lating claims  as  the  claimants  often 
learn  to  their  sorrow,  and  it  behooves 
any  one,  in  whatever  capacity,  who  has 
to  do  \\'ith  such  matters  to  study  the 
regulations    under    a    competent    in- 
structor if  he  would  save  his  time  and 
temper. 


A  word  about  the  stock  market  is  in 
order  by  way  of  conclusion.  The 
writer  has  never  found  opinions  or  fore- 


Jans 
1922 


BUYING  FOR  A  MANUFACTURING  ESTABLISHISIENT      683 


casts  emanating  from  the  financial  dis- 
trict to  differ  essentially  from  the  press 
agent  stuff  issued,  for  instance,  by  mo- 
tion-picture interests  in  so  far  as  re- 
liability is  concerned.  ^Yall  Street  has 
an  axe  to  grind  and  obtains  a  lot  of  free 
advertising  in  the  news  cohmins  of  the 
daily  press,  but  Wall  Street  guesses 
■WTong  as  often  as  it  guesses  right. 
Disregarding  this  propaganda  entirely 
the  purchasing  agent  nevertheless  ob- 
tains information  of  real  value  from  the 
output  of  stock  ticker  and  financial 
sheet.  A  sustained  rise  in  stocks  usu- 
ally precedes  increased  business  activ- 
ity by  several  months  while  a  declining 
market  forecasts  poorer  business  in  the 
near  future.  Earnings  statements  of 
railroads,  chain  stores,  mail-order  houses 
and  large  corporations  in  pivotal  in- 
dustries tell  the  truth  as  to  existing 
conditions  while  interest  rates  and 
foreign  exchange  carry  their  o'\\"n  mes- 
sage of  significant  import.  Besides, 
the  buyer  frequently  gets  some  good 
pointers  on  the  very  concerns  with  which 
he  is  doing  business  through  publication 
in  the  financial  columns  of  earnings 
statements,  wage  increases  or  reduc- 
tions, bond  issues,  consolidations,  vot- 
ing trusts,  etc.  Facts  are  reliable  even 
if  opinions  may  be  worthless  and  we  can 
learn  a  great  deal  from  Wall  Street  if  care 
is  exercised  to  single  out  authentic  re- 
ports only  from  the  daily  batch  of  news. 
It  is  hoped  that  the  truly  immense 
range  of  knowledge  embraced  in  the 
term  "market  ■wisdom"  has  been  at 
least  partially  indicated  in  these  col- 
umns which  were  composed  with  a 
view  to  establishing  the  purchasing 
agent's  claim  to  recognition  as  a  potent 
factor  in  that  ■nnse  leadership  which 
guides  successful  corporations  amid  the 
diflBculties  of  industrial  existence.  I 
do  not  believe  the  occupant  of  any 
other  executive  post  is  so  well  informed 
on  current  business  conditions  and  all 
phases  of  manufacturing  as  the  pur- 


chasing agent  who  is  generally  a  wise 
coiniselor  to  his  associates  in  manage- 
ment as  well  as  capable  of  translating 
knowledge  into  substantial  sa\'ings  for 
his  firm  in  buying  their  supplies. 

VI 

The  president  of  a  corporation  who 
was  inter\'iewing  applicants  for  the 
position  of  purchasing  agent  was  in- 
formed by  one  candidate  that  he  had 
made  it  his  business  always  to  know 
nearly  as  much  about  his  plant  as  the 
superintendent.  He  got  the  job  for  he 
had  enunciated  one  of  the  most  impor- 
tant qualifications  necessary  to  fill  it. 
The  buyer  may  be  possessed  of  a  splen- 
did fund  of  market  knowledge,  he  can  be 
intimately  acquainted  with  materials, 
and  yet  fail  to  select  serviceable  grades 
if  he  does  not  know  the  processes  to 
which  they  are  subjected.  One  would 
suppose  that  engineering  or  operating 
departments  could  submit  such  precise 
specifications  that  no  mistake  would 
occur  in  the  piu-chasing  department. 
This  is  true  of  only  a  comparatively 
small  number  of  items  since  the  req- 
uisitioning authorities  do  not  have  a 
sufficiently  wide  acquaintance  with  all 
materials  as  to  the  various  commercial 
grades  and  descriptions  to  specify  in- 
telligently. Such  information  is  ob- 
%-iously  centered  in  the  clearing  house 
presided  over  by  the  purchasing  agent. 
Please  remember  that  we  are  discussing 
conditions  in  a  medium  size  plant  and 
it  must  not  be  inferred  that  statements 
made  here  apply  to  larger  industrial 
iniits. 

The  buyer,  then,  in  a  factory  of  the 
size  referred  to  devotes  a  good  share  of 
his  time  to  circulation  about  the  shops 
watching  raw  materials  undergoing 
manipulation  through  various  processes 
until  they  finally  take  form  as  the 
finished  product.  He  is  obliged  to 
study  factory  technique  in  the  several 
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operating  departments  to  the  extent 
that  he  can  determine  from  personal 
observation,  thus  ehminating  guess- 
work, the  reason  for  success  or  faihire, 
as  the  case  may  be,  of  purchased  ma- 
terials to  adequately  meet  all  con- 
ditions. The  P.  A.  is  never  so  foolish 
as  to  ignore  advice  or  opinions  from  the 
shop  men;  rather  he  seeks  their  co- 
operation. But  the  right  place  to 
work  out  a  solution  of  the  problem 
involved  in  selecting  materials  is  the 
shop  where  foremen  and  buyer  ex- 
change views  with  operating  conditions 
in  front  of  them  instead  of  the  office  in 
which  theories  or  mere  opinions  too 
often  carry  greater  weight  than  the 
teachings  of  actual  practice. 

I  am  reminded  of  an  incident  that 
occurred  many  years  ago  in  a  plant 
manufacturing  heavy  machinery.  The 
purchasing  agent  was  a  pioneer  among 
members  of  his  profession  in  studjnng 
production  processes  and  was  inti- 
mately familiar  with  mechanical  opera- 
tions in  his  ovm  plant.  He  had  been 
impressed  for  some  time  Viiih  the  ex- 
pensive method  employed  to  turn  out 
certain  parts  consisting  of  brass  shapes 
such  as  channels,  angles,  and  zee  bars 
which  were  cast  in  the  foundry  and  then 
machined  all  over.  An  idea  that  these 
shapes  could  be  rolled  in  the  same 
manner  as  structural  steel  shapes 
gradually  took  form  in  his  mind  and  he 
finally  called  the  technical  expert  of  a 
large  rolled  brass  manufactiu-er  in 
consultation.  As  a  result,  although 
there  were  some  difficulties  to  be  over- 
come, as  for  instance,  rolling  the  bars 
straight,  the  purchasing  agent  even- 
tually succeeded  in  obtaining  entirely 
satisfactory  brass  shapes  at  a  very 
much  lower  price  than  the  cost  to  his 
firm  to  make  them.  The  savings  ran 
into  thousands  of  dollars  annually. 

There  is  another  advantage  for  the 
tjrpe  of  buyer  who  knows  his  plant. 
Many  salesmen  of  today  are  also  en- 


gineers especially  trained  to  discover 
economical  uses  for  their  lines  so  that 
an  interview  between  buyer  and  seller 
of  this  stamp  is  always  illuminating  and 
frequently  results  in  an  economical 
purchase  due  to  the  meeting  of  trained, 
experienced  minds  with  a  common 
purpose.  All  salesmen  respect  the  man 
who  knows,  and  are  not  slow  to  ad- 
vertise a  purchasing  agent's  ability 
among  those  doing  business  •with  him. 
The  buyer's  reputation  is  thus  firmly 
established,  and  adds  prestige  to  his 
standing  in  the  business  community 
which  is  quick  to  recognize  his  position 
and  which  caters  to  his  wants  with  an 
eagerness  that  is  a  guaranty  of  first- 
class  service. 

VII 

It  Anil  be  conceded  by  every  fair- 
minded  person  that  a  purchasing  agent 
must  acquire  a  good  deal  of  knowledge 
in  order  to  succeed.  But  to  know  is 
not  sufficient;  he  must  act  and  act 
wisely.  All  his  actions  are  subjected 
to  the  critical  judgment  of  two  sepa- 
rate groups — on  one  hand  the  people 
from  whom  he  buys,  and  on  the  other 
his  president,  board  of  directors,  and 
factory  executives  and  foremen.  No 
longer  can  the  first  group  mentioned  be 
dealt  with  in  the  spirit  of  a  czar  im- 
posing his  wishes  upon  a  subject  people. 
That  attitude  nexeT  paid  anj'way  and 
in  these  days  it  invites  almost  certain 
failure.  Without  attempting  an  elab- 
orate history  of  the  evolution  of  com- 
mercial relationships  to  prove  this 
statement  it  will  suffice  to  point  out 
that  the  great  majority  of  our  present- 
day  buyers  are  broad-minded,  well- 
educated  business  men  who  believe  in 
courteous,  fair  treatment  toward  all, 
since  the  selling  end  of  business  finds  so 
many  satisfactory  customers  it  wastes 
little  time  upon  a  grouchy  or  arlntrary 
purchasing  agent.     Tlie  latter  gentle- 
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man  is  compelled  to  paddle  his  own 
canoe  and,  lacking  co-operation  on  the 
part  of  his  suppliers,  w-ill  manage  to 
lose  large  sums  of  money  on  his  pur- 
chases. 

The  purchasing  agent's  chief  point 
of  contact  M-ith  sources  of  supply  is 
through  salesmen.  Many  salesmen 
are  interviewed  every  day  and  some  of 
these  meetings  are  profitless  enough 
when  the  caller  is  a  bore  or  ignorant  of 
his  line  or  of  the  purely  argumentative 
type.  But  the  rank  and  file  of  sales 
representatives  are  well  worth  talking 
to  for  they  have  faith  in  the  merchan- 
dise they  offer,  and  in  the  endeavor  to 
con\'ince  their  prospective  customers 
present  all  available  facts  and  infor- 
mation that  tend  to  support  the  sales 
arguments.  Besides  good  salesmen  are 
close  observers  of  current  events  of 
which  they  have  splendid  opportunity 
to  learn  many  phases  due  to  daily  con- 
tact with  the  public  so  that  interesting 
news  items  are  frequently  conveyed  to 
the  buyer's  ears  in  conversation  with 
his  many  callers.  It  is  a  poor  day  in- 
deed, therefore,  when  the  purchasing 
agent  does  not  add  to  the  sum  total 
of  his  knowledge  after  inter\'iewing  a 
score  or  more  salesmen.  He  is  obliged, 
of  course,  to  study  human  nature  so  as 
to  be  able  to  justly  appraise  each  caller. 
He  frequently  becomes  the  inter\'iewer 
instead  of  the  inter^•iewed  and  above  all 
should  develop  his  own  personality, 
particularly  the  qualities  of  courtesy, 
evenness  of  temper,  and  dignity  (not 
stiffness)  in  order  that  Ansiting  sales- 
men may  be  encouraged  to  render  all 
the  aid  in  their  power  to  enable  the 
buyer  to  make  xs-ise  decisions. 

It  is  neither  possible  nor  desirable  for 
a  firm  to  do  business  ■with  all  those  who 
solicit  orders  from  them.  So  the  buyer 
maintains  a  list  of  eligible  bidders  in 
the  different  commodities,  adding  to 
and  eliminating  names  as  occasion  de- 
mands.    Toward  the  sales  representa- 


tives of  concerns  found  on  this  list  the 
buyer  must  practice  a  policy  of  scru- 
pulous impartiality  in  both  thought  and 
deed  when  awarding  orders.  The 
temptation  is  often  great  to  favor  an 
individual  salesman  whose  past  serv- 
ices have  been  valuable,  or  a  firm 
that  has  always  been  accommodating; 
in  some  quarters  this  desire  is  gratified 
])y  hinting  at  a  price  which  would  take 
the  order  or  by  actually  divulging  the 
lowest  bid  x\-ith  an  invitation  to  meet 
it.  Occasionally  the  most  favoral)le 
bid  (not  necessarily  the  lowest  bid  be 
it  understood)  is  submitted  by  an  in- 
terest not  represented  by  a  sales  agent 
whereas  the  nearest  competitor  is  on 
the  ground  actively  seeking  the  order. 
Since  these  or  similar  circumstances 
surround  the  negotiations  in  connection 
with  every  desirable  piece  of  business 
it  becomes  necessary  to  deal  •nnth  the 
situation  in  terms  of  a  well-defined 
policy.  I  's\-ill  not  discuss  the  question 
of  graft  in  this  connection  since  that 
evil  is  thoroughly  discredited  in  the 
modern  conception  of  business  ethics 
but  the  lesser  evil  of  f'lvoritism  which 
flourishes  because  of  the  frailty  of  hu- 
man nature.  A  purchasing  agent  is 
not  a  superman,  merely  a  plain  fellow, 
susceptible  to  flattery  and  self-con- 
scious perhaps  of  his  power  to  exercise 
an  influence,  however  small,  upon  the 
commercial  success  of  his  fellows. 
He  is  a  wise  buyer  who,  recognizing 
that  favoritism  antagonizes  many  val- 
uable som-ces  of  supply  while  involving 
a  surrender  of  his  freedom  of  action  to 
the  beck  and  call  of  a  favored  few,  res- 
olutely conquers  all  tendencies  toward 
weakness  of  this  kind  and  confronts  the 
selling  interests  xxnth  a  firm  yjolicy  that 
includes  absolute  independence  of  ac- 
tion and  consistent  adherence  to  the 
principle  that  all  bids  shall  be  kept 
secret  and  orders  awarded  invariably 
to  the  lowest  acceptable  bidders.  The 
fruit  of  such  a  policy  is  not  only  gen- 
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nine  competition  among  the  most 
desirable  elements  in  the  commercial 
world  for  a  share  of  the  buyer's 
business  but  the  development  of  a 
sincere,  sustained  effort  on  the  part  of 
suppliers  to  co-operate  in  every  way 
possible  to  make  all  transactions  meet 
the  requirements  of  quality,  ser\'ice, 
and  price  to  the  absolute  satisfaction  of 
the  purchaser. 

Purchasing  agents  are  justified  in 
employing  all  honorable  means  to 
stimulate  competition.  Contrary  to 
popular  belief,  however,  the  big  men 
of  the  bujang  fraternity  are  not  relent- 
less when  it  develops  that  a  bargain 
has  been  driven  too  close  as  the  follow- 
ing incident  will  illustrate.  A  certain 
purchasing  agent  advertised  for  bids 
on  a  lot  of  machine  work  and  awarded 
the  contract  to  the  lowest  bidder  at  an 
exceptionally  favorable  figure.  WTien 
the  job  was  finished  the  bidder  sub- 
mitted a  statement  purporting  to  show 
that  his  actual  cost  had  exceeded  the 
contract  price.  The  buyer  had  the 
statement  carefully  checked  by  a  com- 
petent, disinterested  third  party  who 
confirmed  its  correctness  whereupon 
he  (the  buyer)  approved  an  invoice  for 
an  amount  equivalent  to  the  cost  price. 
This  action  was  not  predicated  upon 
sympathy  or  a  philanthropic  motive 
but  purely  on  the  theory  that  it  was 
good  business.  Business  transactions 
must  be  mutually  profitable  to  exercise 
any  lasting  benefit  to  the  principals  and 
it  can  be  positively  stated  if  one  party 
to  a  contract  obtains  an  unequal  ad- 
vantage over  the  other  there  is  sure  to 
be  a  reaction  in  the  future  which  will 
often  more  than  offset  the  temporary 
gain  resulting  from  the  original  deal. 

Under  some  circumstances  it  is 
actually  wiser  to  restrict  competition 
in  order  to  establish  mutually  profit- 
able relations  between  buj'er  and  seller. 
Especially  is  this  true  of  the  purchase 
of  such  items  as  office,  garage,  mill,  and 


electrical  supplies  and  stationery  or 
any  material  obtained  from  whole- 
salers who  carry  a  wide  variety  of 
articles  in  stock.  If  two  or  three  of 
the  best  houses  in  each  line  are  selected 
as  sources  of  supply  there  is  enough 
rivalry  for  the  business  to  protect  the 
Ijuyer's  interests  while  the  volvmae  of 
orders  going  to  each  wholesaler  re- 
mains sufficiently  large  to  pay  him  to 
furnish  first-class  service  whereas  sat- 
isfactory service  will  not  be  realized  if 
this  class  of  business  is  dissipated 
among  a  half  dozen  or  more  interests  in 
each  of  the  several  supply  fields  under 
sharply  competitive  conditions. 

Summing  up  the  entire  subject,  it  is 
essential  to  recognize  the  rather  obvi- 
ous fact  that  the  buyer  is  absolutely 
dependent  upon  his  sources  of  supply 
to  keep  his  plant  supplied  with  material 
at  advantageous  cost  and  therefore  he 
must  secure  their  full  co-operation  in 
order  to  accomplish  the  best  results. 
The  elements  of  a  successful  policy 
that  will  command  the  desired  co-oper- 
ation are  a  square  deal  toward  all, 
courteous  treatment  of  everybody  with 
whom  business  relations  exist,  a  reason- 
able attitude  in  the  adjustment  of 
complaints  and  controversies,  a  sincere 
effort  to  make  each  transaction  mu- 
tually profitable  to  both  sides  and, 
finally,  wholehearted  devotion  to  the 
principle  of  live  and  let  live. 

\TII 

Since  the  purchasing  department 
administration  is  a  creature  of  the 
president  and  l)oard  of  directors  it  aims 
to  serve  their  interests  fully  as  a  first 
requisite  to  continued  existence.  Well, 
what  does  the  management  expect  of 
its  purchasing  department? 

1.  Higlicst  possible  value  received  for 
each  dollar  expended. 

2.  Efficient  service . rendered  to  produc- 
tion department. 
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3.  Maintenance  of  the  firm's  prestige  in 
the  business  community  by  buildins:  u]i  the 
good-will  of  all  interests  with  which  the 
purchasing  department  comes  in  contact. 

Ways  and  means  of  accomplishinsj 
the  first  and  third  aims  have  been  pre- 
viously discussed  in  this  article.  It 
should  be  remembered  that  in  order  to 
completely  realize  these  objectives 
there  must  be  harmony  and  co-opera- 
tion between  the  management  and  the 
buyer.  If  the  former  is  unAnlling  to 
delegate  to  the  purchasing  agent  full 
power  to  act,  or  if  it  interferes  in  the 
affairs  of  his  department,  the  buyer 
cannot  function  to  best  advantage. 
On  the  other  hand,  if  the  head  of  the 
purchasing  department  neglects  to 
keep  his  superiors  properly  advised 
concerning  important  matters  of  which 
they  are  entitled  to  a  knowledge,  or 
fails  to  seek  their  advice  on  questions 
of  fundamental  policy,  he  is  sure  to 
make  many  serious  mistakes.  A  pur- 
chasing department  can  succeed  only  so 
long  as  it  enjoys  the  confidence  and 
support  of  the  management  and  in 
proportion  to  the  extent  that  its  actions 
and  policies  merit  that  support. 

With  the  management  lending  its 
hearty  support  the  next  concern  of  the 
buyer  is  to  enlist  the  co-operation  of 
department  heads  and  foremen.  The 
best  way  to  win  their  good-will  is  to 
extend  the  se^^^ce  rendered  by  the  pur- 
chasing department  into  every  nook 
and  cranny  in  the  plant.  Every 
problem  connected  ■n-ith  the  use  of 
purchased  materials  should  receive 
earnest  consideration  on  the  part  of 
the  buyer  who  must  ever  be  alert  to 
grasp  opportunities  for  lightening  the 
burden  of  the  workman  at  his  machine. 
No  purchasing  agent  can  afford  to  re- 
main all  day  at  his  desk  Ijecause  the 
effects  of  his  purchases  are  taking 
place  out  in  the  shops  and  there  he 
must  go  to  obtain  enlightenment  on 
performance  of  materials. 


In  his  capacity  of  chief  of  the  service 
of  supply  it  is  the  Iniyer's  duty  to  co- 
ordinate the  efforts  of  engineering, 
operating,  and  purchasing  depart- 
ments to  standardize  on  the  best  class 
of  materials  for  each  operation.  Some- 
times the  complaint  is  heard  that  the 
engineers  or  master  mechanics  select 
materials  to  be  used  and  to  all  practi- 
cal purposes  do  the  bu\-ing  with  the 
P.  A.  acting  as  a  sort  of  rubber  stamp 
merely  to  carry  out  orders  of  the  oper- 
ating chiefs.  In  a  medium  size  plant 
this  policy  is  wrong  and  will  not  long 
exist  if  the  buyer  is  a  man  of  real 
ability,  for  he  soon  demonstrates  to 
the  satisfaction  of  all  concerned  that 
purchasing  is  a  science  requiring  spe- 
cial training  and  experience  and  that 
superior  results  are  obtained  if  the 
direction  of  all  acti\nties  connected 
•with  procurement  of  correct  materials 
is  intrusted  to  a  man  who  has  spent 
many  years  in  the  study  and  mastery  of 
the  special  problems  involved. 

IX 

I  do  not  -wish  to  be  understood  as 
advocating  a  dictatorship  for  the  pur- 
chasing agent.  He  cannot  get  satis- 
factory results  if  he  refuses  to  defer  to 
the  judgment  of  technical  men  in  the 
plant  on  matters  involving  mechanical 
points;  on  the  contrary  a  skilful  buyer 
A\ill  give  the  operating  executives  a 
large  voice  in  all  decisions  bearing  on 
selection  of  materials,  but  he  must  re- 
serve the  right  to  act  in  the  light  of  all 
circumstances  surrounding  the  various 
purchases  to  be  made,  circumstances 
which  in  the  very  nature  of  things  are 
l>est  kno'5\-n  to  himself,  such  as  relative 
cost,  funds  available  in  the  treasury, 
status  of  the  market,  etc.  What  the 
buyer  must  do  in  order  to  develop 
cordial  relations  with  the  shop  men  is 
to  form  a  habit  of  rendering  the  very 
best  ser\'ice  that  all  the  conditions  per- 
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mit  and  he  will  have  no  reason  to  com- 
plain of  the  response  to  his  efforts 
along  this  line. 

It  is  a  source  of  justifiable  pride  to 
members  of  the  purchasing  fraternity 
that  whenever  one  of  their  number  be- 
comes a  subject  for  discussion  the 
remark  most  often  heard  is  "he  is  ab- 
solutely on  the  level."  The  value  to 
any  firm  of  a  man  who  possesses  a 
character  that  merits  such  a  tribute  to 
his  personal  integrity  cannot  be  esti- 
mated. By  disdaining  all  forms  of 
graft  or  gratuities,  by  avoiding  favor- 
itism in  any  guise  and  in  conducting  all 
of  the  affairs  of  his  office  with  an  eye 
single  to  the  interests  of  his  employers, 
the  purchasing  agent  of  today  measures 
up  to  the  highest  conception  of  business 


ethics  and  individual  morality.  It 
can  also  be  said  that  the  very  qualities 
that  underlie  his  loyalty  to  the  firm 
constitute  the  motif  of  a  broad-minded 
policy  which  extends  equal  justice  to 
everybody  ha^•ing  dealings  viiih  the 
purchasing  department,  whether  sales- 
men and  other  outside  interests  or 
co-workers  'within  the  organization. 
Buyers  occupy  a  position  of  peculiar 
responsibility  in  the  business  life  of  the 
nation  and  it  is  the  WTiter's  hope  that 
something  of  the  dignity  of  their  call- 
ing stands  out  upon  these  pages.  To 
their  everlasting  credit  may  it  be  stated 
that  seldom  is  a  purchasing  agent  found 
who  fails  to  discharge  his  obligations  to 
the  cause  of  ser\ace  and  fair  dealing  in 
an  entirely  commendable  manner. 


ORGANIZATION  OF  THE  PERSONNEL 


BY  WILLIAM  IVIARVIN  JACKSON* 


I'VE  heard  enough  about  tliis  mat- 
ter of  personnel,"  said  an  employer 
friend  to  me  recently.     "I  think  all 
those  crazy  ideas  that  they  tried  out 
in  the   army,  together  with  the  talk 
about  'morale'  and  that  sort  of  thing, 
are  largely  responsible  for  the  orgj^  of 
talk  about  the  'personal  equation'  in 
business,  and  the  columns  of  printing 
about  'the  huma.n  side  of  business.' 
Before  the  war  we  paid  little  or  no  at- 
tention to  these  things — that  is,  as  now 
preached  to  us — and  we  got  along  all 
right .     And  so  far  as  we  are  concerned 
we  shall  let  well  enough  ajone  and  stick 
to  our  old  ideas  and  methods." 
"What's  your  yearly  pay-roll?" 
"About  $1,000,000,"  he  rephed, 
"^^^xat  expense  item  excels  that?" 
"Out  purchases — the  goods  we  buy — 
if  you  can  refer  to  that  as  an  item." 
"How  many  people  are  there  who 
look  after  your  bujnng?"  I  asked. 

"Oh!  quite  a  number — that's  the 
heart  of  our  business.  Some  of  our 
highest  paid  men  are  buyers.  Why  do 
you  ask?" 

"I  was  just  wondering  why  you  pay 
so  much  attention  to  buying  goods, 
when  you  seem  to  have  so  little  regard 
for  the  care  and  disposal  of  those  goods 
after  they  are  bought,  ^\'hat  you 
make  on  them  depends  upon  the  kind 
of  people  you've  got  to  sell  them,  to 
account  for  them,  to  keep  your  records. 
Don't  you  think  that  an  expenditure 
of  $1,000,000  a  year  on  people  would 
warrant  some  care  and  system  in  hiring, 
in  encouraging,  in  taking  care  that  the 
investment  pays  the  best  possible  div- 
idends?" 

•Personnel  Director  of  The  New  York  Times,  New 
York  City. 

3 


"We've  got  an  employment  direc- 
tor," he  said. 

"What  do  you  pay  him,  and  how 
much  authority  has  he?" 

"We  pay  him  $3000.  I'll  admit  he 
hasn't  much  authority.  He  hires,  and 
keeps  the  records — that's  all  we  want 
him  to  do." 

"And,"  I  replied,  "I  don't  suppose 
you  know  just  what  your  personnel 
plans  and  policies  are — if  you  have  any . ' ' 

"No,  I  don't  bother  myself  much 
about  that.  As  I  said  before  we 
are  getting  along  all  right.  Our  turn- 
over's pretty  heavy,  but  we  can  stand 
it.     .      .      ." 

Perhaps  tliis  is  an  unusual  conver- 
sation. Perhaps  my  friend's  attitude 
is  a  little  extreme.  And  yet  I  wonder 
how  many  business  men,  down  in  their 
hearts,  have  these  same  sentiments. 
I  wonder  how  many  employers  ever 
sat  dowia  and  pondered  this  thought 
seriously:  "One  of  our  biggest  ex- 
pense items  is  our  pay-roll.  Every 
year  we  buy  (and  lose)  many  thousands 
of  dollars  of  labor.  Is  this  an  item  to  be 
largely  ignored?  Is  there  any  reason 
why  we  should  not  have  at  least  one 
man,  getting  as  much  as  one  of  our 
several  buyers  gets,  whose  primary 
business  it  is  to  study  how  we  may 
capitalize  this  big  expense  item  to  the 
best  possible  advantage — how  we  may 
get  better  people,  capable  of  giving  us 
bigger  returns  for  our  money,  how  we 
may  keep  them  longer,  how  we  may 
train  them  better  in  our  own  business?" 
One  of  the  best  ways  to  give  this  sub- 
ject prop)er  consideration  is  to  draw  a 
picture  of  what  the  present  personnel 
plans  and  methods  are.  If  any  em- 
ployer would  face  the  subject  frankly 
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let  him  first  see  just  what  is  now  beijig 
done.  This  automatically  reflects 
what  is  not  being  done. 

A  picture  is  here  given  in  chart  form 
showing  exactly  what  one  large  organ- 
ization is  doing  on  personnel;  how  it 
gets  its  people,  what  the  procedure  of 
investigating  and  hiring  is,  how  it  keeps 
in  touch  with  them,  how  salary  in- 
creases are  put  through,  how  promo- 
tions and  transfers  are  handled,  and 
what  records  are  kept.  As  will  be  seen 
from  this  chart  this  particular  or- 
ganization has  really  concerned  itself 
with  the  "  human  element "  in  business. 
It  has  long  realized  that  its  prosperity 
and  growth  is  indissolubly  linked  with 
the  well-being,  prosperity,  and  growth 
of  its  employees.  It  has,  therefore, 
already  worked  out  plans  and  methods 
which  seem  to  fill  some  of  the  require- 
ments, and  it  is  constantly  giving 
thought  to  the  matter  to  the  end  that 
nothing  may  be  left  undone  to  bring 
the  best  possible  returns  on  the  "hu- 
man investment."  That  is  stating  it 
from  a  strictly  business  standpoint. 
That  is  the  way  it  should  be  stated. 
The  whole  subject  of  relationships  in 
business  is  a  business  proposition. 
And  it  should  always  be  approached  as 
such.  Immeasm-able  harm  has  been 
done  by  well-meaning  employers  who 
have  sought  to  deal  with  this  matter  as 
philanthropists.  "Let  us  see  what  we 
can  do  for  our  people,"  they  have  said. 
At  the  expense  of  much  time,  money, 
and  labor  they  have  discovered  to  their 
chagrin  that  "our  people"  have  not 
wanted  things  done  for  them.  Normal 
human  beings  never  do.  What  they 
want  is:  An  opportunity  to  do  things 
for  themselves.  I  have  known  of  more 
than  one  instance  where  a  "benevo- 
lent" employer  spent  hundreds  of 
thousands  on  ambitious  schemes  to 
help  his  employees,  but  would  not 
listen  to  the  suggestion  that  a  small 
increase  in  wages  might  be  in  order. 


It  is  not  necessary  to  approach  this 
subject  from  a  sentimental  standpoint, 
because  what  is  good  business  for  the 
employer  is  always  good  business  for 
the  employee.  What  is  needed  is  a 
different  conception  of  what  is  good 
business  in  dealing  with  employees. 
Low  salaries  often  mean  poor  business. 
Big-stick  methods  are  always  ex- 
pensive. Refusal  to  spend  money  on 
training  and  education  is  poor  business. 
A  low-salaried,  second-rate,  "author- 
ity-less "  employment  man  or  personnel 
director  (so-called)  is  poor  business. 
Many  incompetent  clerks  instead  of 
fewer  and  more  able  clerks  is  poor 
business.  Long  hom's,  with  a  great 
deal  of  overtime,  is  poor  business. 
With  these  things  recognized  it  is  ap- 
parent that  all  the  employer  need  do  is 
to  apply  good  business  principles  to  the 
handling  of  the  personnel  side  of  his 
business — he  does  not  have  to  carry 
his  heart  on  his  sleeve  to  win  the  good- 
will, the  loyalty,  and  the  best  efforts  of 
those  who  work  for  him.  Their  re- 
sponse to  the  recognition  of  these 
principles  wall  be  both  immediate  and 
sincere. 

If  an  employer  would  be  selfish  let 
him  consider  how  he  can  get  the  best 
possible  people.  If  he  would  be  thrifty  i 
let  liim  pay  such  salaries  as  will  make  I 
his  people  work  their  heads  off  for  him. 
If  he  would  "look  out  for  number  one" 
let  him  look  out  for  the  interests  of  his 
working  family.  Broad-minded  self- 
ishness is  far  superior  to  short-sighted 
philanthropy. 

Many  of  the  mistakes  in  dealing  with 
employees  can  be  charged  to  noth- 
ing more  or  less  tlian  ignorance  of 
human  nature.  Some  can  be  charged 
to  an  utter  disregard  of  the  laws  of 
action  and  reaction  as  applied  to 
liuman  beings.  The  same  man  who 
will  readily  acknowledge  that  a  cheap 
suit  of  clothes  will  give  him  poor  wear, 
wiU  apparently  close  the  eyes  and  ears 


June 
1922 


ORGANIZATION  OF  THE  PERSONNEL 


691 


SOURCES  OF  APPLICANTS              1 

U  Public  t  HIgti  Schools,  BustaMi         | 

Colleqes 

2.  Se 

ecteb  Agcnclos 

3.  Th 

ough  Present  ETtiployees 

4.  Ad 

vertlsing 

Ifappllc 

nueemi 

sullsble 

or  present 
ds  appllcB 

nis 

mjiiusl.  Sjl 

ry  tentfltl 

el» 

agree 

upon. 

llsppllcani  seems  likely 

malerlsl  for  future, 
Interview  sheet  filed  In 
"GoodPtospects"  file. 


It  applicant  seems 
aKogethei  undesirable, 
mtervlew  sheet  filed  In 

"No  Prospect"  file. 


rills  out  aopllcatlon 
blank. 

l:  oh, Sim  e.ams 

.  made. 
tlor 

Sent  to  docle 
examlnatlo 

department 
have  appHc 

head.  Uui\ 
tlon  blank. 

If  suitable  vacancy 
occurs  prospect  wrlttei 


1 

It  employee 

hould  be 

discharged. 

proper 

review  of 

case. 

Explsnatlon  on 

records 

auditor.  Re 

cords 

change 

. 

If  not  suitable,  personnel 

director  notitied,  If  not 

suitable  for  other 

vacancy-Dismissed 


accepted  acceptance  Is 

made  sublect  to 

references,  personnel 

rector  notified.  Date  set 

to  sun.  Fills  out  bond 

application. 


References  written.  When 

date  Is  set  before  refer* 

ences  are  received, 

, 

applicant  should  under- 

stand acceptance  Is 

ntade  subject  to 

, 

references. 

New  Employee  form 

and  bond  application 

sent  to  auditor 


).  Person 

nel  tile  s 

aned. 
Tiade 

2.  Person 

nel  card 

out  with  a 

ulomalic 
bring  up 

ndica. 

i.  Name  e 

nleredon 

roster 

4.  Name  posted  on 

nsur- 

ancelist. 

j.  Employ 

eeclub  n 

Dtifled 
vides 

Pcrsonnt 

Icard  pro 

tor  record  ot  sal 

'y 

Chang 

es.  posMI 

changes: 
Insura 

ce.  phys 

s:  life 
cal 

examlna 

Ions  (If 

any) 

grades 

on  elllcle 

ncy. 

accuracy 

output. 

pint. 

willlngn 

ess. indu 

try. 

time  record,  working     | 

"shift. 

'  vacalio 

s. 

sick  leave. 

Interviewed  by 

personnel  director  in 

week  or  ten  days. 


Personal  report 
requested  from 
department  head. 


1 

It  employ 

ee  resigns,      j 

final  Interview  by          | 

personne 

1  director 

reason  lor  1 

eaving  noted. 

Hemova 

notice  to 

ludilor. 

Personnel 

records  ch 

anged.  Lite 

Entry  on  va 

cancy  blollef. 

OK'; 


Oepanment  head  will 

notify  personnel  dept.  of 

any  changes  oi  position 

In  the  department. 


Special  interviews  upon 

request  of  employee  or 

dept.  head. 


If  change  Is  promotion 

involves  salary  Increase 

"Increase"  notice  sent 

auditor  after  having 

necessary  OK's 


It  It  seems  desirable  to 
increase  salary,  necessary 


ed   "In 


lorm  to  auditor  records 
changeo.  Increases  based 
upon  Job  salary  standard. 

Record  on  efficiency, 
accuracy,  output,  spirit, 
willingness.  Industry, 
time  and  attendance 
record.  Increase  must 
be  approved  by:  Personnel 
lommlttee  at  Its  regular 
weekly  meeting. 


t  employee  should  tie 
nsterred,  arrangement 
nade  with  department 
heads,  "Transfer" 
jtrce  to  auditor  retorda 
ihanged.  Job  a/talysis 


uitedii 


aklng  transfei 
Changes. 


I  or 


It  record  is  "C"  or 
unsatisfactory,  discussed 
with  employee.  Put  on 
probation  or  transferred 
or  discharged  according 

to  clrcumstfnoes. 


Chabt  Showing  Pebsonnel  Pi^ns  and  Methods 


692 


ADMINISTRATION 


Vol.  Ill 
No.       6 


of  his  mind  when  someone  hints  that  a 
poorly  paid  worker  will  serve  him 
poorly.  And  the  same  man  who  will 
take  good  care  of  his  hat  so  that  it  will 
last  long  and  look  well,  will  often  give 
little  thought  to  the  care  of  the  human 
material  which  weekly  takes  its  tole  of 
his  dollars  and  cents.  This  sounds  a 
little  rabid,  but  it  is  true.  "Jones  is 
dissatisfied  with  his  salary,"  says  the 
department  head  to  the  manager. 
"All  right, "  says  the  manager, "let  him 
go.  This  business  doesn't  depend 
upon  him  entirely."  "But  he's  been 
here  four  years,  and  he's  quite  an  asset 
to  the  department."  "That  doesn't 
matter.  We  can't  have  our  people 
always  complaining."  And  away  goes 
$500.  Literally  thrown  away.  The 
chances  are  it  will  cost  more  than 
$500  to  hire  and  train  a  man  capable  of 
handling  Jones'  job.  Yet  very  often 
that  is  the  "personnel  policy." 

One  of  the  principles  of  the  organ- 
ization referred  to  above  is:  "Don't 
let  employees  ask  for  raises — beat  them 
to  it.  Always  anticipate  the  request 
if  it  is  just.  Acknowledge  increased 
worth  volimtarily — it's  good  business." 
It  will  be  noted  that  at  least  once  every 
six  months  every  employee  is  personally 
interviewed  by  the  personnel  director, 
or  by  another  officer,  at  which  time  the 
employee's  record  is  reviewed  carefully, 
his  working  virtues  commended,  his 
working  "sins"  condemned,  his  com- 
plaints (if  any)  heard  kindly,  his  sug- 
gestions noted,  and  his  present  worth 
appraised.  If  this  appraisal  shows 
he  should  be  getting  more  he  gets  it. 

Another  principle  is:  "Make  haste 
slowly  in  firing — unless  a  matter  of 
honesty  or  morals  is  involved.  Always 
try  to  find  a  place  for  the  employee  who 
is  no  longer  needed  in  a  particular  job. 
And  in  every  case  of  a  resignation  or 
dismissal  note  carefully  the  facts  and 
reasons."     There  is  never  any  excuse 


for  an  employer  to  have  to  say,  "I 
cannot  understand  why  our  turnover 
is  so  bad."  If  the  reasons  for  resig- 
nations are  noted  carefully  and  ana- 
lyzed the  employer  has  at  hand  the  thing 
he  would  know.  And  if  he  ever  sees  as 
many  as  12  or  15  reasons  of  a  similar 
nature,  noted  do^Ti  in  a  comparatively 
short  period  of  time,  it  is  high  time  for 
him  to  find  a  solution — to  prescribe  a 
preventive.  A  glance  at  the  chart 
will  show  that  in  the  organization  re- 
ferred to  there  is  no  possibility  of  losing 
this  vital  information  as  to  why  people 
leave. 

Much  of  the  chart  has  to  do  with 
what  might  appear  to  be  unimportant 
detail  or  routine.  But  very  often  in 
matters  of  this  kind  the  difference  be- 
tween success  and  failure  is  the  measure 
of  care  with  which  the  whole  procedure 
is  outlined  and  adhered  to.  Every 
successful  concern  has  well-defined, 
detailed  plans  for  purchasing,  checking, 
storing,  transferring,  and  disposing  of 
goods.  It  is  just  as  important,  per- 
haps more  important,  to  have  a  well 
thought-out  procedure  in  hiring,  plac- 
ing, transferring,  and  caring  for  the 
people  who  must  make  a  profit  in 
handling  those  goods. 

If  an  employer  would  know  exactly 
how  the  human  side  of  his  business  is 
run  he  could  hardly  do  better  than  to 
have  a  description  drawn  up  in  chart 
form.  And  if  he  would  avoid  the  mis- 
take of  thinking  that  merchandizing 
and  other  strictly  business  methods 
should  sometimes  be  changed,  but  that 
present  methods  of  dealing  with  em- 
ployees can  go  on  forever — let  him  ask 
himself  the  question:  "Am  I  using 
good,  sound  business  principles  in  all 
my  dealings  with  my  employees — am 
I  capitalizing  to  the  best  possible  ad- 
vantage the  $100,000,  the  $500,000, 
the  $1,000,000  spent  each  year  for 
human  service?" 
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A  GREAT  deal  of  interest  has  de- 
veloped recently  in  the  con- 
struction of  state  highways,  and  with 
tlie  financial  assistance  rendered  by 
onr  federal  government,  the  problem 
of  adequate  and  accurate  cost  account- 
ing has  become  of  very  great  impor- 
tance, not  only  to  the  officials  in  charge 
but  to  the  entire  taxpajnng  public. 

]\Iuch  of  the  road  building  is  done 
by  contractors,  yet  there  is  bound  to 
be  more  or  less  of  this  work  done  by 
force  account  or  day-labor  by  the  de- 
partment. In  order  to  arrive  at 
definite  cost  figures  for  force  account 
work,  a  great  many  elements  and  de- 
tails must  be  taken  into  consideration, 
to  show  at  the  completion  of  the  work, 
the  true  cost  figures. 

It  is  to  be  expected  that  in  work  of 
this  nature  there  must  be  included  a 
proportion  of  the  general  expenses,  or 
overhead  burden,  of  the  central  office 
and  the  diAnsion  offices,  as  well  as  items 
of  overhead  burden  arising  in  the  field. 

Much  has  been  said  and  written  of 
the  items  included  in  factory  overhead 
burden  and  its  distribution,  but  little, 
if  any,  has  been  said  or  WTitten  re- 
garding the  items  of  overhead  burden 
and  distribution  of  a  municipality  or 
state  department  engaged  in  road 
building. 

This  question  recently  came  to  the 
attention  of  the  writer — "Are  there 
any  undistributable  overhead  expenses 
of  a  highway  department?"  The 
WTiter  believes  there  are  none,  but, 
nevertheless,  is  open-minded.  It  seems 
that  the  field  for  discussion  of  the 
elements    comprising     road     building 

•Cost  Accountant,  Minnpsota  State  Highway  De- 
partment, Saint  Paul,  Minnesota. 


costs  is  as  wide  as  manufacturing  costs, 
and  indeed  it  becomes  all-important 
when  periodical  statements  are  pub- 
lished for  the  perusal  of  the  taxpaying 
public.  It  is  necessary,  then,  to  pre- 
sent even  more  than  a  cash  receipts 
and  disbursements  report . 

Organization  Essentials.  In  order 
to  obtain  accurate  and  reliable  cost 
figures  of  production  in  any  enter- 
prise, a  highly  trained  organization 
is  very  essential,  and,  also,  that  every 
individual  connected  with  the  par- 
ticular work  in  its  charge  is  conver- 
sant with  every  detail  entering  into 
the  accomphshments  through  written 
instructions.  An  organization  to  be 
efficient  must  have  all  individual 
responsibilities  clearly  defined  and 
understood.  A  centralized  control 
must  be  established  with  a  straight 
line  of  authority  from  top  to  bottom, 
and  all  duties  and  responsibilities 
controlled  from  above.  A  friendly 
spirit  must  exist  among  executives, 
department  heads,  and  workers,  and  a 
mutual  interest  created  in  the  same 
ideals  and  purposes.  In  other  words, 
intelligent  co-operation  is  necessary 
throughout  the  organization  to  ac- 
complish the  desired  results.  To  ac- 
complish the  best  results  from  the 
workers,  the  least  to  be  expected  is 
that  the  management  offer  encourage- 
ment to  subordinates,  awaken  their 
initiative,  and  show  confidence  in  them. 
All  departments  must  be  well  balanced, 
and  a  capable  directing  head  must  be 
in  charge  of  each  function.  Definite 
and  favorable  results  can  be  accom- 
plished in  any  organization  through 
strong,  resourceful  leadership. 

Cost  Elements.    The  cost  of  every 
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unit  of  product,  whether  it  be  a  square 
yard  of  road  surface  maintained,  or  a 
cubic  yard  of  concrete  which  is  a  part 
of  a  bridge  or  culvert,  is  composed  of 
four  basic  elements  of  expense,  namely : 

1.  Labor. 

2.  Materials. 

3.  Service  of  equipment. 

4.  General  expenses  or  overhead. 

1.  Labor.  Similar  to  factory  costs, 
labor  is  divided  into  two  classes: 
Direct  labor  and  indirect  labor.  All 
labor  directly  expended  upon  the  prod- 
uct is  called  "direct  labor."  All  labor 
not  directly  expended  upon  the  prod- 
uct, but  a  part  of  production,  is 
called  "indirect  labor."  Under  in- 
direct labor  is  classified  the  salaries 
and  wages  of  superintendents,  watch- 
men, timekeepers,  water-boys,  etc. 
Labor  costs  are  usually  distributed 
over  the  various  operations  performed. 

2.  Materials.  Like  labor,  materials 
are  also  divided  into  two  classes:  Di- 
rect materials  and  indirect  materials. 
All  materials  entering  the  product  as 
an  integral  part  of  it  are  called  "di- 
rect materials."  All  materials  not 
directly  entering  the  product  as  an  in- 
tegral part  of  it  are  called  "indirect 
materials,"  or  "supplies."  It  is  very 
easy  to  charge  direct  material  costs, 
but  often  it  is  very  difficult  to  charge 
to  each  product  its  correct  share  of 
indirect  material  cost.  Small  tools 
having  a  short  period  of  usefuhiess  and 
seldom  used  on  more  than  one  job,  are 
considered  supplies  and,  therefore,  a 
part  of  the  indirect  material  cost  to  be 
charged  to  the  work.  INIaterials  are 
issued  only  on  properly  authorized 
requisitions  and  no  materials  should 
be  issued  %vithout  proper  authority. 

3.  Equipment.  Equipment  includes 
such  physical  property  used  on  the 
work  as  buildings,  machinery',  auto 
trucks,  hve  stock,  and  tools  of  a  more 
permanent  character  than  those   re- 


ferred to  as  supplies.  The  cost  of 
service  of  equipment  can  be  charged 
most  readily  in  the  form  of  a  daily 
rental  against  the  work  upon  which  it  is 
used.  This  rental  can  be  charged 
whether  the  equipment  is  owned  by 
the  operating  organization  or  leased 
from  other  owners.  It  consists  of 
operating  charges,  such  as : 

1.  Expense  of  operation. 

2.  Average  cost  of  repairs. 

3.  Charges  for  idle  time. 

4.  Depreciation. 

5.  Interest  on  investment. 

6.  Insurance,  taxes,  etc. 

The  expense  of  operation  includes 
wages  of  operators  and  helpers,  and  the 
cost  of  supplies  used  during  the  period 
of  operation.  Usually  these  are 
charged  directly  against  the  work 
done  and  not  included  in  the  equip- 
ment rental,  but  it  i^  necessary  that 
they  be  charged  in  one  place  or  the 
other,  and  it  is  important  to  follow  the 
one  method  originally  adopted. 

The  approximate  average  cost  of 
repairs  often  can  be  arrived  at  by  refer- 
ring to  old  accounts  and  finding  what  a 
similar  piece  of  machinery  used  on 
similar  work  has  cost  for  repairs  over 
a  term  of  years.  Renewals  should  be 
charged  to  the  Allowance  for  Depre- 
ciation account,  or  as  it  is  generally 
called.  Reserve  for  Depreciation  ac- 
count. 

Because  the  fLxed  charges  still  con- 
tinue and  certain  supplies  are  neces- 
sary even  though  the  equipment  be  not 
in  operation,  some  allowance  must  be 
made  for  time  spent  in  idleness  when 
arriving  at  a  fair  daily  rental  charge. 

Equipment  is  consumed  in  pro- 
duction just  as  truly  as  material. 
This  expense  is  called  natural  depre- 
ciation. Depreciation  may  be  either 
natural  or  functional.  While  its  prog- 
ress may  be  delayed  and  its  useful 
life  assisted  by  repairs,  all  equipment 


COST  SYSTEMS  FOR  ROAD  BUILDING 


June 

1922 

progresses  steadily  toward  the  scrap 
pile,  commencing  the  day  it  is  pur- 
chased. It  is  as  much  an  expense  on 
an  auto-truck  as  the  cost  of  gasoline 
burned  in  the  engine.  In  the  case  of 
the  gasoline  the  expense  is  immediate; 
in  the  case  of  depreciation  the  expense 
is  extended  over  a  period  of  time. 
Functional  depreciation  is  loss  due  to 
obsolescence  or  inadequacy  of  equip- 
ment. 

There  is  no  doubt  in  the  minds  of 
cost  accountants  that  depreciation  of 
equipment  should  be  included  as  a 
part  of  cost,  but  the  difference  of 
opinion  is  in  the  matter  of  its  com- 
putation. 

It  is  well  to  mention  here,  that  the 
wonderful  progress  made  in  cost  ac- 
coxmting  in  the  past  few  years  was  in  a 
large  measure  due  to  the  exchanges  of 
opinions  and  ideas  of  the  cost  account- 
ants of  the  country  assembled  to 
discuss  important  subjects  as  related 
to  the  field  of  cost  accounting. 

Interest  should  be  charged  on  the 
investment  at  the  rate  paid,  or  the 
prevailing  rate,  where  there  is  no 
liability  or  indebtedness. 

4.  General  Expenses.  General  ex- 
penses or  overhead  include  all  charges 
that  can  be  connected  directly  with  the 
cost  of  labor,  material,  and  equipment. 
This  element  of  cost  can  be  divided 
into  two  classes:  Engineering  and 
Administration  Expense. 

Engineering  includes  those  items  of 
insp>ecting  and  engineering  which  can 
be  charged  directly  to  the  project. 
Administration  Expense  includes  those 
items  of  expense  incurred  in  conducting 
all  the  activities  of  the  department 
which  are  so  general  in  character  that 
they  are  not  assignable  directly  to  any 
particular  job  or  project. 

The  separation  of  engineering  from 
administration  cost  and  unit  cost  will 
be  apparent  after  a  little  consideration. 
The  plans  and  specifications  prepared 
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by  the  engineer  aflPect  the  labor  and 
material  costs  only  in  kinds  and 
amounts  required  and  not  at  all  in  the 
efficiency  of  their  expenditure.  By 
carefully  worked  out  profile  and  cross- 
sections  an  engineer  may  reduce  the 
yardage  of  excavation  required,  but 
such  planning  may  not  reduce  the  unit 
cost  of  excavation.  To  secure  efficiency 
in  operations  is  the  function  of  the 
superintendent  and  the  foreman  who 
are  responsible  for  the  cost  of  such 
operations.  If  engineering  cost  is  in- 
cluded in  unit  cost  an  element  is  em- 
bodied over  which  the  superintendent 
and  the  foreman  have  no  control,  and 
their  efficiency  is  obscured  thereby. 
If  engineering  cost  is  included  in  the 
administration  cost,  it  is  placed  in 
a  class  of  expenditure  over  which  the 
engineer  has  little  or  no  control. 

While  highway  administrative  or- 
ganizations are  prescribed  largely  by 
statute,  the  attendant  costs  neces- 
sarily are  dependent,  in  a  large  meas- 
ure, upon  the  form  of  organization,  the 
various  duties  required,  the  methods 
of  financing,  and  man;  other  factors, 
all  of  which  are  imposed  by  legislation. 
To  include  with  the  administrative 
costs  the  cost  of  project  engineering 
would  mean  the  loss  of  valuable  com- 
parable information  on  the  efficiency 
of  the  divisions  of  an  organisation  and, 
one  type  of  administrational  organiza- 
tion with  another.  Administration 
cost  includes  such  expenditures  as 
salaries  and  expenses  of  executive 
officers,  legal  service,  maiintenance  of 
office,  departmental  engineering,  in- 
vestigations, experiments,  clerical  force, 
fiscal  operations,  and  miscellaneous 
fixed  charges.  These  expenditures 
cannot  be  allocated  directly  to  any 
particular  class  of  work  or  to  individual 
projects.  Any  portion  of  general  ex- 
pense that  can  be  assignable  directly 
to  a  project  should  be  so  charged,  and 
the    remai;nder    should    be    prorated 
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over  all  the  project  expenditures  for 
the  period. 

To  Engineering  should  be  charged  all 
expenditures  for  surveying,  plans,  spec- 
ifications, estimates,  inspecting  and 
testing.  Such  expenditures  can  be 
charged  directly  to  individual  projects. 

Fixed  Overhead  Charges.  Fixed 
overhead  charges  are  those  items  of 
expense  which  go  on  practically  un- 
changed irrespective  of  the  activities  of 
the  organization.  Certain  fixed  over- 
head charges  not  immediately  con- 
nected with  production  operations  may 
best  be  considered  as  a  part  of  gen- 
eral expense.  Consideration  of  fixed 
charges  are  also  important  in  the  se- 
lecting of  equipment  and  determining 
upon  types  of  improvements.  The 
purchase  of  equipment  is  essentially 
an  engineering  function,  although  the 
cost  data  have  a  most  important  part 
in  the  final  determination. 

Units  of  Measurement.  The  units 
on  which  to  collect  cost  data  should  be 
selected  with  care  and  its  practicability 
ascertained.  Too  many  and  varied 
units  will  make  the  system  cumbersome 
and  expensive,  while  too  few  may  im- 
pair its  value  seriously.  The  units  of 
measm-ement  adopted  for  any  cost 
system  must  be  definite,  expressive, 
readily  obtainable,  and  familiar. 

Cost  System  Essentials.  Certain  fun- 
damental principles  must  be  followed 
to  make  any  cost  system  successful. 
This  appHes  to  road  building  costs  as 
well  as  to  factory  costs.  Any  cost 
system  to  be  successful  must  be : 

1.  Reliable. 

2.  Simple. 

3.  Immediate. 

4.  Flexible. 

5.  Relatively  inexpensive. 

1.  If  the  cost  data  collected  are  not 
reliable,  all  records  based  upon  them, 
of  course,  will  be  misleading,  and  the 
results    dangerous.    Accuracy    is    de- 


sirable, but  this  need  not  be  carried 
beyond  practical  limits. 

2.  Involved  and  complex  forms  are 
confusing  to  the  men  in  the  field,  diffi- 
cult to  compile  for  study  and  analysis, 
and  apt  to  be  inaccurate  and  a  useless 
expense.  It  is  necessary,  therefore, 
that  simplicity  be  maintained  so  as  not 
to  defeat  the  purpose  of  the  system. 

3.  The  cost  records  must  be  sus- 
ceptible of  immediate  analysis  to  be 
effective  and  must  reach  the  officials 
responsible  for  the  economic  progress 
of  the  work  in  time  to  be  of  use. 

4.  The  system  must  be  elastic 
enough  to  provide  for  the  recording  of 
all  classes  of  work,  irrespective  of  the 
size  of  the  project,  without  any  mate- 
rial change  in  the  prescribed  forms. 

5.  The  cost  of  determining  costs 
must  be  reduced  to  a  minimum.  If 
expense  of  obtaining  cost  records  to 
point  out  the  way  to  efficiency  is  not 
much  below  the  sa\'ing  effected,  they 
have  no  just  claim  to  a  place  in  any 
plan  of  management . 

Classification  of  Accounts.  The 
first  problem  in  developing  a  cost 
sy.stem  for  road  building  is  to  de%ase  a 
general  classification  of  expenditures 
that  will  conform  to  aU  the  work  to  be 
done.  The  next  problem  is  to  tie  the 
cost  accounts  into  the  general  ledger 
accounts.  The  general  ledger  ac- 
counts are  usually  classified  \vith 
respect  to  certain  functions  for  which 
funds  are  provided.  Such  a  classifi- 
cation of  accounts  provides  the  first 
di\Tsion  for  the  cost  accountant. 
Analyzing  through  the  departments  or 
functions  to  ascertain  the  objectives 
and  the  ultimate  purposes,  we  obtain 
the  basis  to  establish  the  cost  accounts. 

Functional  Departments.  A  road 
building  department  may  be  divided 
into  four  prime  functional  departments, 
namely : 

I.  Administration. 

n.  Construction, 
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III.  Maintenance. 

IV.  Equipment  and  general  stock. 

Under  Construction,  the  following 
arrangement  of  cost  accoiints  have 
been  selected  to  facilitate  and  expedite 
the  handling  of  the  cost  charges  and 
aid  in  a  general  way  the  making  of 
periodical  statements  of  all  the  work 
in  process,  as  well  as  to  exercise  con- 
trol over  A'arions  elements  and  ojjcr- 
ations  in  the  field. 

II.  Trunk-Highway — Construction 

1.  Engineering 

11.  Supervision 

12.  Surveying 

13.  Drafting  plans 

14.  Inspecting  and  testing 

15.  Bridge  engineering 

2.  Graduig 

21.  Clearing  and  grubbing 

22.  Ditching 

23.  Excavation 

24.  Grading — General 

3.  Structures 

31.  Steel  bridges 

32.  Masonry  and  concrete  bridges 

33.  Wooden  bridges 

34.  Monolithic  culverts 

35.  Portable  culverts 

4.  Graveling  Surfacing 

41.  Gravel  material 

42.  Screening 

43.  Loading  and  hauling 

44.  Shaping  and  compacting 

5.  Paving 

51.  Bituminous  macadam 

52.  Asphaltic  concrete 

53.  Concrete 

54.  Wood  block 

55.  Brick 

6.  Miscellaneous  Structures 

61.  Guard  rails 

62.  Gutters 

63.  Curbing 

64.  Retaining  walls 

65.  Catch  basins 

66.  Fences 

7.  General  Expenditures 

71.  Officers  and  clerks 

72.  Stationery  and  printing 

73.  Other  expenses — General 


8.  Land  for  Trunk-Highway  Purposes 

81.  Purchase  cost  of  land 

82.  Ijcgal  expenses 

83.  Options — Right  of  way 

84.  Miscellaneous 

9.  Right  of  Way  Agents'  Expenses 

91.  Salaries 

92.  Traveling  expenses 

93.  Automobile  operation 

94.  Supplies 

95.  Miscellaneous 

10.  Construction  (suspense) 

101.  Preliminary  surveying 

102.  Gravel,  sand,  and  dirt  pits 

103.  Unapplied  construction  materials 
(Operation    numbers    have    been    omitted 

from  the  above.) 

General  System.  The  system  of 
cost  accounting  is  known  as  the  Ac- 
count Numbering  System.  Each  job 
or  project  is  assigned  a  state  project 
number  and  each  item  for  which  it  is 
desired  to  secure  a  segregated  cost  is 
assigned  an  account  number  and  an 
operation  number  for  that  particular 
item.  Every  expenditure  must  be 
charged  under  a  state  project  number, 
a  trunk-highway  number,  an  accoimt 
number,  an  operation  number,  and  a 
county  number,  and  when  an  expend- 
iture is  so  charged  its  cost  distri- 
bution is  complete.  The  state  proj- 
ect number  indicates  the  job,  the 
trunk-highway  and  the  county  number 
indicate  where  the  work  is  performed, 
the  account  number  and  the  oi)eration 
number  indicate  for  which  the  expend- 
iture was  made.  The  account  num- 
bering system  has  been  found  the 
most  adequate  and  simple  to  operate 
in  recording  construction  charges. 
Although  it  is  simple  in  operation, 
great  care  and  study  must  be  made  to 
cover  all  the  items  for  which  it  is  de- 
sired to  secure  a  distribution,  and  the 
numbers  must  not  in  any  way  be  con- 
fusing. Numbers  for  the  various  op- 
erations connected  with  road  building 
can  be  added  to  any  of  the  accounts 
mentioned  above,  when  further  segre- 
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gated  costs  are  desired.  The  arrange- 
ment can  be  so  constructed  that  a 
tabulating  machine  can  be  of  great 
benefit. 

Special  attention  is  called  to  Ac- 
count Number  103,  Unapplied  Con- 
struction Materials.  This  account  is 
charged  with  materials  sent  out  in  the 
field  for  a  specific  project.  It  happens 
frequently  that  materials  are  sent  out 
in  advance  of  the  date  for  commencing 
the  work,  and  to  carry  these  charges  in 
the  General  Stock  of  Materials  account 
would  not  show  the  true  conditions. 
When  work  is  commenced,  the  mate- 
rials reported  used  are  credited  to  this 
account  and  the  corresponding  charge 
made  to  the  proper  account  on  the  job 
to  which  it  applies.  It  also  serves  to 
control  materials,  whether  to  be  pur- 
chased or  sent  out  to  the  job  from 
General  Stock.  Variations  in  the  bal- 
ances, if  any,  at  the  time  of  completion 
of  the  work,  are  subject  to  analysis  and 
explanation.  It  serves  to  prevent 
waste  of  materials  to  a  very  great 
extent. 

Recording  Forms.  To  record  the 
daily  expenditures  of  labor,  materials, 
and  equipment  service,  standard  forms 
should  be  prepared  for  the  use  of  the 
timekeepers  and  foremen  responsible 
for  reports.  The  use  of  nondescript 
forms  or  blank  books  should  not  be 
permitted,  as  such  practice  will  result 
in  unreliable  data,  often  estimated  at 
the  end  of  the  day's  work  as  a  mass  of 
meaningless    figures,    and    will    cause 


confusion  and  misunderstanding  to 
everyone.  If  possible,  forms  to  be  used 
for  rendering  field  data  should  be  re- 
duced to  pocket  size  for  the  sake  of 
convenience. 

Report  of  Progress  and  Costs.  It  has 
been  pointed  out  that  the  objects  of  a 
cost  system  are  two. 

1 .  To  show  the  efficiency  of  performance 
and  facilitate  the  reduction  of  costs. 

2.  To  supply  data  which  may  be  used 
for  the  intelligent  estimating  of  future  im- 
provements and  to  furnish  materials  for 
published  reports. 

The  construction  of  highways  ob- 
viously is  a  public  improvement  paid 
for  entirely  from  funds  derived  from 
public  revenue,  such  as  the  automo- 
bile taxes  in  some  states,  and  the 
financial  assistance  from  the  federal 
government.  Ultimately,  then,  the 
taxpayer  pays  for  all  this  improvement 
and  is  entitled  to  a  full  and  detailed 
account  of  how  this  money  was  spent. 
Again,  public  records  of  this  kind  are 
all  that  remain  to  be  used  for  the  com- 
paring of  the  efficiency  of  one  admin- 
istration with  that  of  another.  It 
would  appear,  therefore,  to  be  a  step 
in  the  direction  of  good  judgment  and 
advancement  for  all  those  in  charge  of 
public  improvements  to  adopt  some 
system  of  cost  accounting,  which  could 
be  used  as  an  aid  to  present  efficiency 
and  as  a  complete  report  of  the  ability 
of  the  officials  in  charge  to  get  the  most 
for  pubhc  funds. 
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THE  PRICE  TAG  IN  ADVERTISING 


BY  WILLIAM  S.  BUTTON* 


IS  American  business,  under  the 
existing  state  of  things,  suffering 
a  reaction  from  too  persistent  emphasis 
in  advertising  on  quaUty  and  too  little 
emphasis  in  advertising  on  price? 

The  question  is  worth  looking  into, 
especially  in  view  of  not  uncommon 
complaints  that  reductions  in  price  do 
not  always  produce  desired  increases 
in  the  volume  of  sales.  It  seems  that 
the  consumer  has  assumed  the  para- 
doxical attitude  of  demanding  lower 
prices  and,  at  the  same  time,  fighting 
shy  of  low-priced  goods. 

A  man  buys  a  suit  of  clothes  from  a 
well-known  establishment  and  boasts 
about  it  to  his  friends.  But  the  man 
who  wears  a  $25  suit  purchased  from 
an  unknown  side-street  dealer,  keeps 
the  fact  to  himself.  "How  much  did 
it  cost?"  is  a  popular  way  of  estimating 
quality.  And  there  is  more  back  of 
this  condition  than  a  mere  desire  to 
appear  well  to  do. 

Generally  speaking,  three  tj-pes  of 
retail  stores  have  come  into  existence 
during  the  past  generation : 

1.  The  store  with  a  "front,"  which 
boasts  of  its  extras  in  service,  its  ultra 
modem  facilities,  and  the  unvarying  high 
quahty  of  its  goods. 

2.  The  chain  store,  which  lays  stress 
upon  quaUty  products,  plus  its  low  prices. 

3.  The  smaller  retail  establishment, 
which  has  neither  the  "front"  of  the  first 
store  nor  the  buying  advantages  of  the 
second,  and  which  can  compete  only  by 
selling  low-grade  goods  at  a  low  price. 

The  first  tjT)e  of  store  is  successful 
because  its  emphasis  is  on  quality  and 
service.  It  inculcates  in  the  mind  of 
the  customer  the  belief  that  "If  you 

♦Special  writer  for  Adminittration. 


buy  it  at  Blank's  it  must  be  right." 
The  customer  has  foimd  this  to  be  true. 
The  suit  which  he  buys  at  Blank's — 
while  it  costs  more — wears  longer, 
looks  better,  and  gives  a  personal  sat- 
isfaction that  is  woefully  absent  when 
he  is  clothed  in  a  suit  bought  at  the  un- 
known store.  Blank's  whole  effort  is 
to  get  the  consumer  to  play  more  money 
on  a  sure  thing,  as  against  plajnng  less 
money  on  something  wherein  satisfac- 
tion is  a  gamble.  Satisfaction  is  largely 
a  state  of  mind. 

The  success  of  the  chain  store  is 
based  on  the  same  broad  principles — 
plus  the  incentive  of  low  price.  The 
chain  store  handles,  for  the  most  part, 
nationally  advertised  goods,  or  else 
goods  of  itso"mi  brand  upon  which  there 
is  a  certain  stipulated  guaranty  of 
quality.  The  merchandise  which  it 
offers  has  an  established  reputation  for 
quality.  The  store  is  conducted  on  the 
cash-and-carry  plan,  buys  in  great  quan- 
tities at  wholesale  prices,  and  makes  it  a 
point  to  let  the  public  know  these  facts. 
The  appeal  is  put  in  this  way :  "  We  give 
you  the  same  goods  that  you  can 
get  at  Blank's,  the  same  guaranties  of 
quality,  and  at  the  same  time  save  you 
money."  The  phenomenal  growth 
of  this  class  of  store  is  ample  demon- 
stration that  the  public  will  patronize 
the  low-priced  retailer,  provided  it  is 
sure  of  his  quality. 

The  third  tj'pe  of  store,  taking  it  by 
and  large,  exists  more  because  of  its 
convenience  than  for  any  other  reason. 
It  does  not  advertise,  it  seldom  handles 
goods  bearing  the  manufacturer's 
brand.  Through  it  are  absorbed  great 
quantities  of  products  made  by  small 
factories,  sold  on  a  contract  basis  to 
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jobbers  who  buy  where  they  can  buy 
the  most  cheaply .  There  is  no  attempt 
made  to  emphasize  quahty ;  the  princi- 
pal stress  is  laid  on  low  price.  The 
estimate  that  as  high  as  95  per  cent  of 
these  stores  fail  is  proof  that  low  price 
is  not  an  incentive  in  itself  to  buy. 

What  has  caused  this  overwhelming 
sentiment  in  favor  of  quality  in  mer- 
chandise? Naturally,  experience  and 
common  sense  is  part  of  the  answer. 
Education,  through  advertising,  is  the 
main  answer.  Twenty-five  years  ago 
advertising  was  in  its  infancy.  Today 
every  part  of  the  country  is  flooded 
with  high-grade  jniblicity,  and  virtually 
every  single  scrap  of  it  is  laying  em- 
phasis on  quality.  Some  advertisers 
have  even  gone  to  the  extent  of  more 
forcefully  calling  attention  to  their 
quality  by  declaring:  "What  we  make 
is  better  Because  It  Costs  More!" 

To  deny  that  this  persistent  hammer- 
ing at  qiiality  on  such  an  enormous 
scale  has  had  a  pronounced  psycholog- 
ical effect  upon  the  public,  is  to  deny 
the  potency  of  the  printed  word.  It 
has  made  us  a  quality-seeking  nation 
with  an  eye  always  on  the  price  tag  as  a 
certain  indication  of  that  quality.  As 
a  result,  the  very  external  appearance 
of  the  store  with  a  "front"  suggests 
at  once  to  the  consumer  that  hankering 
for  quality  which  has  been  imprinted 
upon  his  mind.  The  store  with  a 
"front"  is  l)ound  to  prosper,  provided 
it  is  consistent  in  its  merchandise  and 
service. 

As  to  the  problem  of  making  prices 
and  quality  conform,  there  are  two 
solutions:  first,  to  educate  the  public 
to  an  understanding  of  what  actually 
constitutes  quality;  second,  to  keep  it 
informed  of  what  is  a  fair  price  for 
quality. 

To  be  practical,  the  two  should  be 
combined,  equal  emphasis  being  placed 
upon  each.  Some  large  manufacturers 
have  tried  such  a  plan  and  found  it  en- 


tirely workable.  They  have  found 
that  the  same  agency  which  has  been 
used  to  entice  the  consumer  into  the 
store  with  a  "front,"  or  into  the  store 
which  stresses  quality  in  merchandise, 
is  equally  effective  in  making  the  re- 
tailer put  a  fair  price  upon  his  goods. 
In  short,  if  the  manufacturer  ad- 
vertises his  price  as  persistently  and 
as  widely  as  he  does  his  quality,  there 
is  little  opportunity  for  profiteering  by 
retailers.     As  an  example: 

A  large  canning  company  has  always 
advertised  its  retail  prices  nationally. 
During  the  wave  of  high  prices  it 
found  that  some  retailers  were  selling 
far  above  this  price,  in  spite  of  the 
advertising.  It  immediately  enlarged 
the  size  of  the  type  announcing  its 
prices ;  after  a  short  interval  it  repeated 
its  advertisements  with  still  larger 
typed  prices,  and  at  the  end  of  a  third 
interval  it  enlarged  the  price  type 
again .     What  happened  ? 

The  profiteering  in  that  manufac- 
turer's product  decreased  exactly  as 
the  size  of  the  type  in  the  price 
announcements  increased.  The  com- 
pany did  not  stop  retail  profiteering 
altogether,  but  it  did  reduce  it  to  a  min- 
imum as  far  as  its  own  products  were 
concerned.  It  proved  conclusively  its 
own  power  to  dictate  its  retail  prices  in 
accordance  with  the  law,  and  also  to 
insure  that  no  reaction  against  its 
quality  would  take  place  in  the  public 
mind  due  to  its  low  prices. 

The  method  of  this  company  is 
simply  that  of  the  chain  store  applied 
to  a  manufacturing  establishment  with 
a  national  distribution.  By  hammer- 
ing both  at  quality  and  price,  it  has  s\ic- 
ceeded  in  keeping  high-grade  customers 
and  reaching  customers  in  poorer  cir- 
cumstances as  well.  Its  factory  pro- 
duction today  is  greater  daily  than  was 
the  entire  national  consumption  of  its 
product  in  an  entire  year  a  short  dec- 
ade ago. 
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An  underwear  manufacturer,  who 
like\\'ise  emphasized  price  simulta- 
neously ^^^th  quality  in  his  advertising, 
more  than  doubled  his  business  during 
1930-1921.  Again,  a  Pittsburgh  store 
fixture  manufacturer  has  enjoyed  a  50 
per  cent  increase  over  a  record  business 
of  last  year  through  standardizing  his 
product  in  small  units  to  sell  at  a  low 
unit  price.  Low  prices  in  these  in- 
stances increased  sales  without  ex- 
ception, but  quality  was  emphasized 
in  the  advertising  along  with  the  low 
prices.  And  the  advertised  price  forced 
the  retailer  to  be  fair. 

Advertising  has  played  a  stellar  role 
in  directing  the  consumer  to  the  store 
with  a  "front."  Such  was  its  initial 
purpose.  It  came  into  vogue  as  a 
business  builder  during  a  long  period 
of  gradually  rising  wages  and  incomes, 
during  which  the  average  citizen  was 
growing  constantly  better  off,  the  scale 
of  living  was  upward,  and  there  was  no 
public  agitation  nor  complaint  of  a 
general  character  against  prices.  The 
demand  was  for  better  goods.  Through 
the  ])rinted  page  manufacturers  sought 
to  impress  upon  consumers  the  fact 
that  they  made  quality  products,  and 
prices  were  left  largely  to  the  retail 
trade  to  fix  in  the  ultimate. 

This  period  reached  its  apex  with 
the  war  and  the  spasm  of  spending 
immediately  following  it.  Since  then 
new  conditions  have  altered  the  situa- 
tion materially.  The  income  trend  is 
now  do^Tiward.  Price  has  become  a  pri- 
mary factor  in  sales,  but  not  suflBciently 
so  of  itself  to  overcome  the  quality 
demand  built  up  through  the  past 
quarter  century.  It  stands  to  reason 
that  the  same  agency  which  directed 
the  consumer  to  the  retail  .store  selling 
quality  merchandise,  is  a  potential 
means  of  making  the  proprietor  of  that 
.store  mark  his  goods  at  prices  within 
rea.son. 

\Vhen  Mrs.  John  Browni  buys  a  cheap 


hat  and  tags  it  witli  tlic  lal)cl  of  a 
well-knouTi  shop  which  she  patronized 
during  the  war  but  cannot  afford  to 
patronize  now,  she  is  giving  us  a  hint 
of  a  national  condition.  Her  tastes 
have  not  changed,  but  the  size  of  her 
husband's  pocketbook  has.  Contracted 
income  forces  Mrs.  Brown  to  buy  a 
cheaper  article,  but  her  pride  insists 
that  she  somehow  maintain  the  "front" 
established  during  palmier  days.  In 
short,  a  dual  consideration  has  come  to 
govern  her  buying  —  that  of  quality 
plus  that  of  price.  The  hat  shop  loses 
her  as  a  customer  because  the  appeal 
that  it  makes  is  to  quality  alone;  the 
cheaper  shop  fails  to  gain  her  trade 
permanently  because  its  appeal  stops 
with  its  low  price  and  it  has  done 
nothing  to  build  a  reputation  for 
quality.  Neither  shop  is  more  than 
half-way  in  tune  with  the  times  from 
the  standpoint  of  the  average  consumer 
whose  money  is  the  backbone  of  trade. 
More  and  more  manufacturers  are 
coming  to  realize  the  importance  of 
this  price-plus-quality  factor,  as  a 
glance  at  the  advertising  pages  of  any 
national  periodical  will  show.  The 
manufacturer  of  today  is  getting  the 
habit  of  looking  beyond  the  retailer  to 
the  eventual,  or  rather  ultimate,  pur- 
chaser of  his  goods,  and  insisting  that 
his  goods  be  presented  for  that  pur- 
chaser's consideration  in  a  fair  light  in 
every  respect.  After  the  lamentable 
experiences  in  price  markings  which 
many  underwent  during  the  past  year 
or  so,  it  seems  reasonable  to  predict 
that  the  advertiser  of  the  future  will 
use  a  double-barreled  gun  to  "put 
over"  his  message:  one  barrel  to  em- 
phasize the  high  quality  of  his  ])roduct, 
the  other  barrel  to  em[)hasize  the 
fairness  of  his  price,  and  what  it  is. 
For  after  all,  it  is  the  consumer,  and 
not  the  retailer,  who  merits  fir.st  con- 
sideration   from    the     manufacturing 
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EFFECTIVE  business  letters  are 
rare.  This  is  notably  true  of  the 
ordinary  routine  letters — acknowledg- 
ments, and  answers  to  inquiries,  re- 
quests, and  complaints.  Frequently 
there  are  sales  managers  who  can  turn 
out  interest -compelling,  desire-creating 
and  resultful  sales  letters.  But  it 
usually  escapes  the  attention  of  most 
business  managements  that  the  ordi- 
nary, lowly,  routine  letter,  must  per- 
form the  role  of  keeping  business  after 
it  has  once  been  secured. 

Any  business  can  create  for  itself  a 
distinctive  tone  by  the  type  of  letters 
it  sends  out.  Letters  that  distinguish 
themselves  constitute  a  most  valuable 
advertisement  for  the  concern  that  can 
train  its  staff  to  produce  them.  On  the 
other  hand,  slovenly,  ungrammatical, 
verbose,  or  obscure  letters — abounding 
in  "bromidic"  expressions  and  indif- 
ferently constructed — detract. 

Distinctive  letters  are  obtained  by 
uniformity  in  the  excellence  of  their 
style — construction  and  choice  of  words 
— and  the  mechanical  appearance. 
It  is  possible  for  a  reader  in  a  short 
time  to  come  to  recognize  the  writer  of 
a  letter  from  its  style  and  appearance 
without  reference  to  the  letterhead  or 
signature.  A  letter  which  can  cap- 
italize a  complaint  in  such  a  way  as  to 
sooth  an  irritated  customer,  making  the 
answer  productive  of  more  business, 
which  refuses  a  request  without  in- 
juring a  customer's  feelings,  and  which 
induces  a  friendly  feeling  toward  the 
concern  which  sends  it  out,  is  a  busi- 
ness-producing medium,  and  an  end 
worthy  of  being  attained. 

*  Formerly  Assistant  Manager  of  the  Personnel  De- 
partment of  the  Chase  National  Bank,  New  York  City. 


The  responsibility  for  the  prepa- 
ration of  effective  letters  rests  jointly 
upon  dictators  and  stenographers,  or 
secretaries.  Each  piece  of  correspond- 
ence which  they  produce  becomes  a 
credit  or  detriment  to  the  issuing  con- 
cern, depending  upon  its  superior  or 
inferior  qualities. 

In  this  sense,  stenographers  and  sec- 
retaries may  well  be  considered  as 
being  enlisted  in  the  aid  of  the  adver- 
tising department.  Frequently,  much 
of  the  burden  of  executive  letter-writ- 
ing is  entrusted  to  and  devolved  upon 
secretaries.  For  this  reason  secre- 
taries should  aim  to  achieve  a  mastery 
of  the  principles  underlying  the  writing 
of  effective  business  letters.  Stenog- 
raphers, often  being  potential  secre- 
taries, and  in  all  cases  being  responsible 
for  the  mechanical  appearance  of  let- 
ters, should  have  no  lesser  object  in 
view. 

In  order  to  secure  consistently 
effective  business  letters,  the  secretarial 
and  stenographic  forces  should  be  cor- 
related with  the  other  divisions  or  de- 
partments of  work,  and  trained  under 
an  efficient  office  manager.  Perhaps 
the  method  by  which  the  best  and 
quickest  results  can  be  secured  is 
through  the  medium  of  a  stenographers' 
and  secretaries'  manual,  by  which  the 
fundamental  principles  are  prescribed. 
The  office  manager  selected  to  carry 
out  this  task  should  not  only  under- 
stand office  procedure  and  methods, 
but  should  have  been  trained  in  the 
major  business  functions,  and  especially 
in  the  principles  of  advertising  and 
sales  promotion. 

The  following  are  suggestions  for  the 
content  of  a  stenographers'  and  secre- 
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taries'  manual,  which  can  be  adapted 
and  elaborated  to  suit  the  needs  of  each 
specific  line  of  business. 

II 

The  duties  of  the  stenographer  fall 
under  two  general  heads — taking  dicta- 
tion and  transcribing  notes.  In  taking 
dictation  two  qualities  are  required, 
first,  accuracy,  and  second,  speed. 
Accuracy  is  never  to  be  sacrificed  for 
speed,  but  increased  speed  should  be 
developed,  when  accuracy  at  given 
speed  can  be  maintained. 

In  transcribing  notes  certain  rules 
must  be  observed  in  order  to  achiev^e 
uniformity  and  neatness  in  the  mechan- 
ical appearance  and  arrangement  of 
the  letter  or  manuscript.  Each  ofiice 
manager  will  have  his  own  ideas  con- 
cerning such  details  as  dating,  ad- 
dressing, spacing,  margins,  paragraph- 
ing, indentions,  enclosures,  etc. — which 
should  be  incorporated  in  full  in  the 
manual.  The  making  of  neat  type- 
■RTitten  copy  involves  a  knowledge  of 
the  mechanism  of  the  typewriter  and 
its  proper  use.  In  transcribing  notes, 
proper  regard  must  also  be  had  for  the 
grammar,  punctuation,  paragraphing, 
choice  of  words,  composition,  style,  etc., 
when  obvious  "slips"  or  repetitions 
have  been  made  by  the  dictator. 
Stenographers  are  not  privileged  to 
change  the  sense  of  dictated  material, 
but  should  errors  in  dictation  be  made, 
or  should  it  prove  possible  to  better  the 
mode  of  expression,  most  dictators  will 
welcome  constructive  changes. 

The  stenographer  should  hold  her- 
self responsible  for  the  accuracy  of  her 
work.  Accordingly,  every  transcribed 
letter  or  manuscript  should  be  verified 
by  examining  it  carefully  before  it  is 
returned  to  the  dictator  or  before 
mailing  it,  as  the  case  may  be.  If 
changes  in  copy  become  necessary, 
they  should  be  made  neatly,  so  as  to  be 


as  nearly  invisible  as  possible.     Other- 
wise copy  should  be  rewritten. 

The  success  of  stenographers  and 
secretaries,  and  consequently  the  qual- 
ity of  letters  produced,  depends  largely 
upon  the  qualifications  and  training 
which  the  stenographers  and  secre- 
taries possess.  Some  of  the  principal 
qualifications  are : 

1.  Good  character,  health,  and  habits. 
These  are  the  foundations  upon  which  any 
successful  career  rests,  and  are  to  be  culti- 
vated, if  not  already  acquired. 

2.  Interest  in  the  work  performed.  No 
great  success  can  ever  be  attained  by  any- 
one not  having  her  heart  in  her  work. 
Those  unable  to  develop  an  interest  in 
stenography  or  secretarial  work,  should 
drop  it  and  take  up  something  else. 

3.  Agreeable  personality.  The  stress  laid 
nowadays  upon  the  value  of  personality  in 
business  has  become  trite  and  hackneyed. 
Personality  in  business  is  the  abiHty  to 
carry  conviction  and  to  make  people  like 
you — like  to  work  with  you. 

4.  Accuracy.  The  chief  element  of  weak- 
ness with  most  stenographers  is  inaccuracy 
in  transcribing  notes.  Taking  dictation  is 
an  exact  science,  and  if  the  stenographer 
has  mastered  her  subject,  notes  should  be 
transcribed  exactly  as  dictated,  except 
when,  as  before  stated,  dictation  has  been 
incorrectly  given. 

5.  Trustworthiness.  The  stenographer  is 
in  a  position  of  trust  and  confidence  which 
must  never  be  forgotten.  Whatever  may 
be  learned  from  dictation  or  otherwise 
must  be  considered  confidential. 

6.  Diligence.  The  stenogra{)her  must 
be  capable  of  being  trusted  to  do  her  work 
without  supervision. 

7.  Loyalty.  The  stenographer  must  be 
loyal  to  the  business  and  to  her  chief,  and 
have  their  best  interests  at  lieart.  The 
stenographer  should  inspire  her  superiors 
with  the  feeling  that  slie  is  absolutely 
worthy  of  trust.  The  stenographer's  own 
convenience  and  plans  must  often  be  sub- 
ordinated to  the  interests  of  lier  chief  and 
of  the  business  whenever  conflicts  arise. 
Conditions  requiring  overtime  work  call 
for  cheerfulness.  The  chief  does  not  work 
late     through     preference,     but    because 
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tlie  interests  of  the  business  demand  it. 

8.  Promptness.  Promptness  not  only 
in  attendance  but  in  reporting  on  any  as- 
signment whicb  may  be  entrusted  to  the 
stenographer  for  completion  is  essential. 
Procrastination  is  not  tolerable,  and  each 
task  should  be  completed  within  the  al- 
lotted time. 

9.  Orderliness  and  neatness.  Papers, 
records,  notebooks,  supplies,  and  work  in 
process  should  be  neatly  arranged  and 
classified  so  that  they  can  be  quickly  lo- 
cated. 

10.  Feme.  The  stenographer  should 
have  sufficient  poise  to  meet  the  customers 
of  the  concern  when  necessary,  and  not 
become  easily  excited  or  nervous. 

11.  Deportment.  The  stenographer  should 
always  conduct  herself  in  a  businesslike 
manner  and  observe  the  ordinary  rules  of 
business  etiquette. 

Stenographers  should  realize  that 
the  preliminary  course  of  training  in  a 
commercial  school  is  never  complete. 
They  must  become  adapted  to  the  par- 
ticular needs  of  individual  concerns. 
In  many  of  the  larger  business  institu- 
tions, stenographers  are  regarded  as  a 
recruiting  ground  for  executive  secre- 
taries. If  stenographers  are  fully 
aware  of  their  own  best  interest  and 
advancement,  they  will  constantly 
endeavor  to  assume  responsibility  and 
to  make  themselves  invaluable  to  their 
chiefs.  Stenographers  must  not  ex- 
pect to  assume  the  responsibility 
attached  to  a  secretarial  position  with- 
out adequate  training  and  experience. 
Regardless  of  the  extent  of  previous 
training  in  business  schools  or  colleges, 
stenographers  should  determine  to 
learn  all  they  can  about  the  following 
subjects : 

1.  English  composition  and  business  cor- 
respondence, including  spelling,  grammar, 
punctuation,  sentence  and  paragraph  struc- 
ture, choice  of  words,  style,  business  forms 
and  phrases,  etc.  Every  stenographer 
should  read  the  following  books:  "The 
Stenographer's  Manual"  (Kilduff),  "Lan- 


guage for  Men  of  Affairs"  (Clapp  and 
Lee),  and  "Handbook  of  Business  English" 
(Hotchkiss  and  KUduff). 

2.  Elementary  bookkeeping.  Bookkeep- 
ing is  the  fundamental  science  of  business, 
and  no  one  can  hope  to  fully  understand 
business  operations  and  problems  without 
a  knowledge  of  this  subject.  It  is  essen- 
tial to  know  bookkeeping  in  order  to  be  a 
good  secretary  and  a  good  executive. 

3.  Filing  systems.  A  knowledge  of  fil- 
ing systems  is  essential  because  it  increases 
orderliness,  efficiency,  neatness,  and  speed, 
making  it  possible  for  the  secretary  by 
proper  classification  of  the  information  to 
produce  papers  and  other  data  without  de- 
lay. Read  Chapter  XVI  in  "Office  Ad- 
ministration" (Schulze). 

4.  Business  psychology.  Stenographers 
should  endeavor  to  make  a  study  of  the 
personal  characteristics  of  their  chiefs  and 
other  persons  with  whom  they  come  in  con- 
tact to  the  end  that  the  work  may  be  per- 
formed with  the  least  friction  and  with 
the  maximum  results.  Read  "Character 
Reading"  (Fosbroke). 

5.  Office  procedure.  The  stenographer 
should  be  acquainted  with  office  adminis- 
tration, methods,  and  procedure,  and 
should  understand  the  use  of  various  office 
appliances.  Read  "Office  Administration" 
(Schulze). 

Just  as  a  stenographer  is  a  potential 
secretary,  so  is  a  secretary  a  stenogra- 
pher plus.  All  that  has  been  said  con- 
cerning a  stenographer's  qualifications 
and  training  applies  equally  well  to 
secretaries. 

While  it  is  the  chief  function  of  an 
executive  to  make  decisions,  it  is  the 
fmiction  of  the  secretary  to  relieve  her 
chief  of  routine  and  detail  matters.  A 
secretary  saves  the  time,  energj%  and 
nerves  of  her  chief  to  the  fullest  possible 
extent,  and  wherever  possible,  acts  in 
her  chief's  stead,  carrying  each  parcel 
of  work  as  far  toward  completion  as 
possible.  When  the  cbief  asks  for  in- 
formation upon  a  subject,  the  secretary 
should  bring  to  his  attention  data  and 
information  upon  related  subjects  in 
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order  that  the  broadest  aspects  of  the 
subject  may  be  before  the  executive. 
In  this  way  the  chief  is  given  an  op- 
portunity for  making  an  intelligent 
decision  in  the  shortest  time. 

Since  executives  diflPer  in  their  habits, 
methods  of  procediu-e,  and  mental 
processes,  and  the  field  and  activity  of 
one  executive  differ  from  those  of 
another,  secretarial  positions  necessa- 
rily differ  in  their  requirements.  The 
fundamentals  of  all  secretarial  positions, 
however,  remain  the  same.  These 
fundamentals  must  be  interpreted  by 
the  secretary  in  terms  of  the  individual 
executive  and  his  range  of  interests. 
Consequently,  the  secretary  should 
study  her  chief's  field  of  activity  and 
business  habits,  thereby  growing  ■n'ith 
the  executive.  She  should  gradually 
assume  in  a  quiet  and  unostentatious 
way  increasing  responsibility  with  a 
view  to  disposing  of  detail  and  routine 
matters  in  the  way  the  chief  would 
have  them  done,  and  with  as  little 
supervision  as  practicable. 

Ill 

In  addition  to  the  fundamental 
qualifications  for  a  good  stenographer, 
a  secretary  should  possess  the  following 
qualifications : 

1 .  Ability  to  write  letters  and  memoranda 
without  dictation  from  facts  which  may  be 
briefly  stated. 

2.  Ability  as  a  legible  and  rapid  penman. 

3.  Tact,  judgment,  and  discretion,  es- 
pecially, are  required  in  meeting  and  tak- 
ing care  of  customers,  friends,  or  casual 
visitors,  and  in  handling  telephone  calls. 
Much  of  the  success  of  a  secretary  depends 
upon  the  exercise  of  qualities  governing 
which  no  general  rules  can  be  prescribed. 
As  far  as  possible  the  wants  of  the  chief 
shoiJd  be  anticipated,  ^^'hen  it  is  known 
that  certain  data  are  recurrently  wanted,  it 
should  be  regularly  placed  on  the  chief's 
desk  without  making  it  necessary  for  him 
to  ask  for  it. 


4.  Unobirusiveness.  The  secretary  should 
not  obtrude  her  personality  in  any  way  but 
should  keep  in  the  background.  The  sec- 
retary should  not  be  officious  or  assume 
the  powers  of  her  chief  in  relation  to  others, 
except  in  so  far  as  they  may  be  delegated. 

5.  Training  in  the  chiefs  special  field. 
In  a  bank,  for  instance,  if  the  chief's  special 
field  of  activity  is  investments,  the  secre- 
tary should  strive  to  gain  a  comprehensive 
knowledge  of  the  principles  underlying  in- 
vestments, as  well  as  a  knowledge  of  spe- 
cific issues  of  securities,  their  market  price, 
intrinsic  value,  interest  or  dividend  dates, 
etc.  If  the  chief's  field  is  credits,  the  sec- 
retary should  become  a  student  of  the  prin- 
ciples of  credit  granting,  and  bank  credit 
department  methods.  Should  the  field  be 
loans  and  discounts,  the  secretary  should 
understand  the  elements  of  loan  transac- 
tions, such  as  lines  of  credit,  rates,  legal 
restrictions,  collateral  requirements,  ma- 
turities, etc. 

In  addition  to  the  supplementary 
training  suggested  for  a  stenographer, 
a  secretary  might  well  profit  by  a  knowl- 
edge of  banking,  coqjoration  finance, 
and  investment  principles,  general  eco- 
nomics, income  taxes  p.nd  regulations, 
commercial  and  financial  statistics,  and 
general  business  conditions. 

\Miile  the  requirements  of  individual 
executives  differ  from  those  of  others, 
certain  specific  duties  are  common  to 
all  executives.  In  the  following  para- 
graphs the  specific  duties  are  discussed 
which  are  most  likely  to  fall  to  the  lot 
of  every  secretarj'. 

In  the  matter  of  handling  mail,  the 
secretary  should  first  ascertain  to  what 
extent  her  chief  desires  to  have  his  mail 
opened,  and  how  he  wishes  the  contents 
to  be  disposed  of,  and  follow  that  pro- 
cedure. It  is  important  that  the  sec- 
retary read  all  but  the  executive's 
personal  correspondence  in  order  to 
become  familiar  ^\'ith  matters  admin- 
istered by  her  chief.  She  should  sort 
it  so  that  the  most  important  letters — 
those  requiring  immediate  attention — 
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are  placed  on  top  of  the  pile.  Thus, 
the  chief  is  permitted  to  begin  with  the 
most  important,  and  finishes  with  the 
least  important  mail,  or  with  corre- 
spondence that  comes  to  his  desk  merely 
for  informative  purposes  and  requires 
no  reply. 

In  reading  over  the  mail,  the  secre- 
tary should  promptly  obtain  any  in- 
formation or  data  which  may  be  re- 
quired in  dictating  replies,  and  arrange 
it  so  that  it  will  be  easily  available. 
It  is  also  important  that  the  chief  be 
assisted  as  far  as  possible  in  answering 
any  inquiries.  To  this  end  the  secre- 
tary may  write  replies  to  such  inquiries 
as  she  feels  competent  to  answer,  so 
that  her  chief  needs  only  to  affix  his 
signature. 

The  personal  correspondence  of  the 
chief  should  be  kept  in  a  special  file  for 
ready  reference.  A  card  index  of  all 
names  and  addresses  of  personal  cor- 
respondents should  be  maintained. 
In  the  absence  of  the  chief,  all  official 
letters  and  telegrams  should  be  referred 
to  another  official  for  proper  disposition. 

Information  obtained,  whether  offi- 
cial or  personal,  through  association 
with  the  chief,  should  be  treated  as 
strictly  confidential.  Confidential  pa- 
pers or  letters  should  not  be  left  on  the 
desk  or  in  the  typewriter,  where  they 
will  be  the  subject  of  scrutiny  of  the 
casual  passerby  who  has  no  interest  or 
right  to  see  the  contents. 

IV 

In  the  matter  of  meetings,  appoint- 
ments, and  engagements,  the  secretary 
should,  as  in  other  matters,  consult  her 
chief  as  to  how  he  wishes  to  have  them 
handled.  A  good  executive  regards 
his  appointments  as  inviolable,  and 
every  effort  should  be  exerted  that  they 
be  kept. 

For  this  purpose  it  is  necessary  that 
the  secretary  keep  a  calendar  on  which 


the  various  meetings  and  engagements 
of  her  chief  may  be  journalized,  the 
hour  and  description  of  the  appoint- 
ment being  indicated.  The  various 
boards  or  committees  of  which  the 
chief  may  be  a  member  usually  have 
fixed  or  recurrent  dates  on  which  their 
regular  meetings  are  held,  and  it  is 
advisable  at  the  beginning  of  the  year 
or  quarter  to  enter  these  dates  and 
hours  on  the  calendar  pad.  This  will 
prove  to  be  a  great  help  in  making 
appointments  for  future  dates,  and 
in  avoiding  conflicting  appointments. 
These  dates  must  be  systematically 
checked  and  revised.  If  the  notice  of  a 
regular  meeting  fails  to  appear,  the  sec- 
retary should  investigate  immediately 
to  find  out  whether  the  meeting  has 
been  canceled;  otherwise  the  chief's 
time  may  be  wasted. 

From  the  calendar  pad  and  other 
sources  of  information,  a  list  of  each 
day's  meetings  and  appointments  should 
be  typewTitten,  and  placed  on  the 
chief's  desk  early  in  the  morning. 
Secretaries  should  see  that  any  en- 
gagements made  during  the  course  of 
the  day  are  accommodated  to  this 
schedule. 

Frequently  requests  for  appointments 
are  made  during  the  day.  If  the  mat- 
ter concerning  which  the  party  requests 
an  appointment  with  the  chief  is  im- 
portant, it  should  be  fitted  in  as  early 
as  possible.  If  the  matter  is  not  of 
immediate  importance,  an  appoint- 
ment should  be  made  later  in  the  day 
at  a  time  when  the  chief  will  be  in  and 
probably  free.  Whenever  a  tentative 
appointment  is  made  idthout  consulting 
the  chief,  the  secretary  should  use  suffi- 
cient tact  to  be  able  to  modify  the  com- 
mitment if,  upon  notifying  the  chief,  it 
is  found  that  for  any  reason  it  cannot 
be  kept. 

To  prevent  a  chief  from  overlooking 
an  appointment,  the  secretary  had 
best  keep  a  copy  of  the  schedule  of  each 
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day's  appointments  on  her  own  desk  as 
a  reminder.  The  secretary  shouki,  in 
fact,  journaHze  all  pending  and  in- 
comi)lete  matters  even  though  she  may 
believe  that  her  chief  has  already  made 
a  memorandum  of  them.  The  chief 
will  be  glad  to  have  a  check  upon  his 
memory  or  memorandum  of  appoint- 
ments, and  will  come  to  rely  upon  his 
secretary  more  and  more,  as  he  finds 
her  dependable.  Matters  undisposed 
of  should  be  carried  forward  on  the 
calendar  pad,  until  finally  completed. 


The  matter  of  handling  callers  is  im- 
portant, and  in  certain  instances  re- 
quires considerable  tact  and  skill. 
There  are  usually  during  the  day  a 
large  number  of  callers  of  varying  de- 
grees of  importance,  and  others  whom 
the  chief  would  prefer  not  to  see.  If 
the  caller  is  known  to  have  an  impor- 
tant mission,  an  effort  should  be  made 
to  get  him  in  touch  with  the  chief  with 
as  little  delay  as  possible.  If  the  chief 
is  in  conference  or  otherwise  engaged, 
explain  that  he  is  busy,  and  inquire 
whether  some  other  official  can  handle 
the  business.  If  the  caller  is  unknown, 
an  effort  should  be  made  to  ascertain 
his  name,  whether  he  is  known  to  the 
chief,  his  business  connection,  and  the 
subject  concerning  which  he  desires  to 
see  the  chief.  If  the  subject  pertains 
to  business  but  is  of  no  urgent  impor- 
tance, and  the  chief  is  to  be  free  later  in 
the  day,  the  caller  may  be  advised  to 
come  in  later  when  it  will  probably  be 
possible  for  him  to  see  the  chief.  If, 
on  the  other  hand,  the  caller  is  a  sales- 
man, or  desires  to  see  the  chief  on  a 
matter  which  may  prove  annoying, 
advise  the  caller  to  state  his  lousiness 
in  a  letter,  upon  receipt  of  which  a  re- 
ply will  be  forwarded,  if  the  chief 
should  be  interested. 

It  is  always  desirable  whenever  the 


chief  is  engaged  with  a  caller,  or  in  con- 
ference, and  it  becomes  absolutely  neces- 
sary to  refer  any  matter  to  him  while 
so  engaged,  to  comnmnicate  by  means 
of  a  memorandum  and  not  verbally. 
It  is  likely  to  be  confidential,  and 
should  not  be  overheard  by  a  third 
party. 

The  procedure  in  handling  telephone 
calls  affords  an  excellent  opportunity  for 
a  secretary  to  demonstrate  qualities  of 
judgment,  tact,  alertness,  courtesy,  and 
common  sense.  During  the  course  of 
a  day  the  chief  is  likely  to  receive  many 
telephone  calls.  Some  of  these  will  be 
of  the  greatest  importance,  others  less 
so,  and  still  others,  objectionable.  On 
an  incoming  call  the  first  step  is  to  as- 
certain who  is  calling.  If  the  person 
calling  is  not  known  to  the  secretary,  it 
is  well  to  find  out  the  business  concern- 
ing which  he  desires  to  speak.  Ex- 
perience gradually  will  teach  the  sec- 
retary the  subjects  with  which  her 
chief  does  not  wish  to  be  annoyed. 
Calls  of  this  character  the  secretary 
must  get  rid  of  with  the  best  grace 
possible. 

After  ascertaining  the  name  of  the 
person  calling  and  the  subject  of  the 
call,  say  that  you  will  see  whether  your 
chief  is  in  and  at  liberty.  In  case  he  is 
not  engaged  the  secretary  can  then  ask 
her  chief  whether  he  wishes  to  speak  to 
the  person  calling  and  about  the  sub- 
ject indicated.  If  he  does  not,  the 
person  calling  must  be  put  off  in  what 
may  seem  the  best  way  possil)le,  in 
view  of  the  circumstances. 

If  the  chief  is  engaged  it  may  be  well 
to  tell  the  person  calling  that  he  is  in 
conference  but  will  be  called  promptly 
when  he  is  at  liberty.  The  chief  must 
then  be  notified,  and  the  call  m.'ide,  if 
the  chief  is  willing  to  talk  with  the  per- 
son who  called.  Some  executives  will 
wish  the  secretary  to  i)lace  a  memo- 
randum of  all  calls  on  their  desks. 
Others  will  wish  the  secretary  to  call 
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the  person  later,  and  on  the  secretary's 
own  initiative. 

On  an  incoming  call,  when  the  chief 
indicates  that  the  call  is  acceptable, 
the  person  calling  should  be  on  the 
wire  before  the  chief  is  connected.  On 
the  other  hand,  when  the  secretary  has 
occasion  to  call  an  outsider,  whether  an 
executive  or  otherwise,  he  should  be  on 
the  wire  to  receive  the  answer.  He 
should  not,  as  a  matter  of  business 
courtesy,  handle  an  outgoing  call  in 
such  a  way  as  to  lead  the  party  at  the 
other  end  to  believe  that  the  chief  him- 
self is  calling. 

When  telephone  calls  are  made  for 
the  chief,  names,  addresses,  numbers, 
and  amounts  should  be  verified.  Care 
should  be  taken  to  understand  all  mes- 
sages before  transmitting  them.  In- 
coming calls  in  the  absence  of  the  chief 
should  be  referred  to  another  official 
in  case  the  secretary  cannot  properly 
dispose  of  them. 

Frequently  secretaries  are  asked  to 
administer  their  chiefs'  bank  accounts 
and  check-books,  although  some  execu- 
tives prefer  to  handle  these  matters 
themselves.     When    the    secretary    is 


expected  to  do  it,  great  care  should  be 
taken  to  see  that  checks  are  properly 
drawn — to  the  right  payee  and  for  the 
exact  amount — and  that  entries  in  the 
stub-book  are  made  correctly. 

When  a  secretary  discovers  that  her 
chief  makes  certain  periodical  pay- 
ments, they  should  be  anticipated  and 
the  letter  of  transmittal  and  check 
made  ready  for  the  chief's  signature. 

Entries  of  deposits  should  be  made, 
balances  carried  forward  in  the  stub- 
book,  and  balances  struck  daily  in 
order  to  keep  advised  of  the  amount  on 
deposit.  The  check  stub-book  must  be 
reconciled  with  the  statement  received 
from  the  bank  each  month. 

The  filing  of  form  letters  for  future 
use  is  a  valuable  aid  to  a  secretary  if 
not  overdone.  Form  letters  which  the 
chief  uses  in  disposing  of  certain  types 
of  situations  are  quite  certain  to  grow 
up  in  the  course  of  time.  Such  form 
letters  should  not  be  blindly  followed 
where  in  subsequent  cases  the  circum- 
stances are  sufficiently  different  to 
warrant  modification  of  the  form. 
Variations  are  necessary  to  meet  spe- 
cial contingencies. 


THE   PROSE  STYLE   OF  AD\:ERTISING   COPY 


BY  DANIEL  H.  STEELE* 


IN  the  criticism  of  advertising  copy 
and  in  the  teaching  of  copy  writing 
very  often  so  much  stress  is  laid  on 
what  is  said  that  how  it  is  said  receives 
scant  consideration.  Without  disput- 
ing for  a  moment  that  the  choice  of 
facts  is  of  primary  importance,  it  is  also 
true  that  the  choice  of  words  and  quality 
of  composition  have  great  influence  on 
copy  effectiveness. 

WTiy  is  it  that  so  few  pieces  of 
advertising  copy  are  really  great; 
that  would  be  read  for  their  own  power 
and  brilliance  of  expression  if  sepa- 
rated from  their  trappings  of  costly 
art-work  and  masterly  typographic  dis- 
play? 

There  is  copy  that  crashes  into  our 
consciousness  like  the  bull  in  the  china- 
shop,  leaving  a  disorderly  debris  of 
unfavorable  impressions;  and  there 
is  other  copy,  offering  similar  wares, 
that  creates  an  atmosphere  in  which 
the  mind  of  the  reader  and  the  spirit  of 
the  thing  advertised  are  brought  into 
perfect  harmony.  Great  art,  like 
organ  music,  establishes  its  own  atmos- 
phere, enfolds  the  listener,  and  leaves 
him  in  accord  with  itself.  The  prose 
of  advertising  can  approach  this. 

There  are  styles  of  writing  as  futile 
to  their  purpose  as  a  debutante's 
description  of  chewing  tobacco.  There 
is  forbidding  copy  and  enticing,  allur- 
ing copy.  There  is  alibi  copy  that 
hides  plain  mediocrity  behind  the 
smoke  screen  of  some  current  adver- 
tising fad. 

Robert  H.  Brooks  has  said  that  copy 
is  "the  houn'  dog  of  advertising," 
and  quotes  from  an  article  by  R.  I. 
Bartholomew  in  an  old  issue  of   The 

*  With  Wilson  Brothers,  Chicago,  lUiaoia. 


Printing  Art:  "When  it  (copy)  is  com- 
monplace, obvious,  and  perfunctory, 
we  hold  our  peace.  But  how  much  of 
it  is  puerile,  exaggerated,  bombastic, 
and  ridiculous ! "  Can  this  lack  of  high 
quality  be  a  result  of  painstaking 
efforts  and  hard  study  such  as  -ftTiters 
of  other  forms  of  literature  must  under- 
go to  get  a  hearing,  or,  which  is  more 
likely,  is  it  the  product  of  too  much 
haste,  or  inexperience,  or  an  easily- 
won  O  K? 

Lafcadio  Hearn  defines  literature  as 
"the  art  of  emotional  expression." 
Certainly  it  is  the  aim  of  an  advertise- 
ment to  create  within  the  reader  an 
emotion  favorable  to  the  product 
advertised.  To  paraphrase  Buffon's 
definition  of  style  to  apply  to  advertis- 
ing— copj'  is  the  product  advertised 
itself.  It  must  vary  with  the  subject 
matter — taking  different  form  to  suit 
its  audience  and  the  appeal  it  presents. 

The  method  of  an  indi\ndual  wTiter 
in  framing  his  sentences  differs  appre- 
ciably from  the  methods  of  other 
writers.  Hearn  names  three  ways  in 
which  this  difference  of  style  makes 
itself  felt : 

1.  By  a  certain  metrical  form  of  sen- 
tence peculiar  to  the  writer; 

2.  By  a  certain  quality  of  sound — so- 
nority— in  the  sentence,  not  due  merely  to 
measure,  but  to  a  sense  of  the  musical  value 
of  words; 

3.  By  a  choice  of  words  giving  partic- 
ular impressions  of  force  or  color. 

Stevenson,  in  "pulling  the  musical 
cart  to  pieces"  and  showing  the 
"springs  and  mechanisms"  of  the  art 
of  literature,  gives  us  four  constituents 
of  style: 
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1.  Apt  choice  and  contrast  of  the  words 
employed. 

2.  The  "web"  or  "pattern"  of  the 
writing;  its  construction.  The  one  rule 
is  to  be  infinitely  various;  to  interest,  to 
disappoint,  to  surprise,  and  yet  still  to 
gratify;  to  be  ever  changing,  as  it  were,  the 
stitch,  and  yet  still  to  give  the  eflFect  of  an 
ingenious  neatness. 

3.  The  rhythm  of  the  phrase.  "Prose 
must  be  rhythmical,  and  it  may  be  as  much 
so  as  you  will;  but  it  must  not  be  metrical. " 

4.  The  contents  of  the  phrase — possibly 
comparable  to  the  "sonority"  of  Hearn, 
for  he  says:  "Each  phrase  in  literature  is 
built  of  sounds,  as  each  phrase  in  music 
consists  of  notes.  One  sound  suggests, 
echoes,  demands,  and  harmonizes  with 
another;  and  the  art  of  rightly  using  these 
concordances  is  the  final  art  of  literature." 

Most  copy  men  are  familiar  with  at 
least  one  or  two  of  these  points,  but 
probably  they  give  less  study  to 
Hearn's  first  point,  which  Stevenson 
lists  third  as  the  "rhj'thm  of  the 
phrase."  It  seems  likely,  therefore, 
that  the  novelty  of  presenting,  by 
means  of  a  specific  example,  the  meas- 
m-ement  of  rhythm  as  a  measm'ement 
of  style,  may  prove  of  interest.  For 
several  reasons  a  recent  advertisement 
of  a  well-known  advertising  agency, 
appearing  both  in  The  Saturday  Eve- 
ning Post  and  on  the  cover  of  Printers' 
Ink  suggests  itself  The  full  text  of 
it  follows: 

HAPPINESS 

Down  the  sea  of  the  centuries  man  sails 
the  ship  of  his  dreams,  seeking  the  harbor 
of  happiness. 

Tliis  is  the  deatldess  expedition  of  the 
ages.  Centuries  slip  into  eternity,  philoso- 
phies flourish  and  fall,  truths  live  their  hour 
or  two  and  are  truths  no  longer,  but  the 
quest  for  happiness  goes  on  forever.  The 
discovery  of  continents,  the  making  of 
nations,  the  conquests  of  earth's  forces — 
these  are  incidents  of  the  great  adventure. 

In  the  pursuit  of  happiness  man  has 
enlisted  art,  which  is  of  the  spirit;  science, 
which  is  of  the  mind;  and  industry,  which 


is  of  the  flesh.  In  the  yearning  of  their  own 
hearts  for  happiness  Michelangelo  and  Pas- 
teur helped  others  toward  happiness;  the 
one  with  his  art,  the  other  with  his  great 
humane  discoveries. 

And  in  the  yearning  of  millions  for  hap- 
piness America  set  up  a  new  form  of  gov- 
ernment, reared  cities  where  desolation 
was,  drove  railroads  through  mountains, 
converted  barren  plains  into  fertUe  fields, 
made  new  discoveries  and  inventions  for 
the  enjoyment  and  advancement  of  man- 
kind, and  created  a  great  force  called  adver- 
tising to  carry  to  the  doors  of  the  people 
the  message  of  a  higher  standard  of  living. 

The  quest  for  happiness  goes  forever  on, 
not  because  happiness  is  an  illusion,  but 
because  its  ideals  are  forever  advancing. 

The  work  of  industry  is  to  keep  pace  with 
these  ideals.  The  work  of  advertising  is 
to  open  the  eyes  of  men  to  the  treasures 
which  industry  bears. 

This  is  the  advancement  of  a  theory 
as  to  the  purpose  of  advertising  as  a 
handmaiden  to  industry  in  pointing  the 
way  to  civilization  in  its  quest  for  the 
"harbor  of  happiness."  It  shows 
from  a  distant  perspective  an  original 
view  of  the  relation  of  advertising  to 
life  and  commerce.  Its  strength  as 
a  selling  document  for  the  agency  is  of 
course  in  its  connotation.  It  suggests 
a  deeper  understanding  of  the  "mys- 
teries" of  advertising  than  the  ser\ace 
and  testimonial  copy  of  so  many  agen- 
cies. And  it  poses  as  an  example  of 
creative  ability. 

Possibly  there  is  affectation  in  it, 
for  the  purpose  for  which  department 
stores  use  "peacock"  copy,  which 
struts  and  preens  itself,  for  "openings" 
and  fashion  displays,  to  impress  milady 
with  the  authoritativeness  of  the  styles 
they  announce. 

In  putting  over  a  theme  so  abstract 
as  this  it  is  necessary  that  the  reader 
be  led  to  read  the  entire  piece  from 
start  to  finish.  It  is  impossible  to 
summarize  it  in  a  heading.  The 
illustration   cannot   do   it.    Still  the 
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idea  it  contains  might  tempt  the  stu- 
dent of  advertising,  or  the  man  they 
hope  to  reach,  to  give  some  thought  to 
it.  Consequently  it  is  written  for  a 
man  to  read  in  his  leisure,  when  it 
might  form  the  subject  of  his  reveries, 
and  "create  an  emotion  favorable  to 
the  product  advertised." 

Its  style,  therefore,  should  be  musi- 
cal, mystic  (possibly)  easily  read,  rich 
in  figure,   and   of  sustained  interest. 

If  we  turn  to  literature  for  a  com- 
parison, possibly  the  prose  poems  of 
Baudelaire  are  in  the  most  perfect 
style  of  WTiting  for  a  subject  such  as 
this.  Baudelaire  believed  that  prose 
that  could  "maintain  the  rhythm  of 
poetry  without  its  monotony,  and  the 
melody  of  poetry  without  its  rhythm, " 
was  especially  suitable  for  reveries  and 
dreams  and  fantasies  and  the  thoughts 
that  men  think  in  solitude. 

The  copy^Titer  who  produced  this 
advertisement  has  written  into  it 
many  of  the  qualities  which  mark  the 
haunting  prose  of  Baudelaire.  Take, 
for  example,  "The  Favors  of  the 
Moon,"  one  of  the  most  familiar  of  his 
fantasies — an  analysis  reveals  many 
similarities  of  construction.  There  is 
the  same  evenness  of  accent;  the  same 
regularity  of  stress.  Both  have  much 
of  the  resonance  of  poetry;  both  are 
rich  in  alliteration  and  ornamental  rhet- 
oric. Both  are  figurative  and  imagi- 
native to  a  high  degree.  However  far 
apart  they  actually  are  in  technique, 
the  approach  of  the  advertisement  to 
the  style  of  the  prose  poem  is  close 
enough  to  suggest  that  it  should  have 
in  some  measure  the  same  effect. 

What,  specifically,  are  their  points 
in  common,  and  where  do  they  differ? 
The  predominating  use  of  periodic  sen- 
tences is  noticeable  in  both,  and  is 
effective  in  maintaining  the  reader's 
interest.  Modifiers  and  assertions  of 
varying  strength  are  placed  in  a  cli- 
mactic order,  leading  from  the  least 


important  to  the  strongest,  as  in  the 
following  sentence  each  element  in- 
creases in  importance  until  the  climax 
comes  with  unusual  emphasis: 

And  in  the  yearning  of  millions  for  liap- 
piness  America  set  up  a  new  form  of  gov- 
ernment, reared  cities  vvliere  desohition  was, 
drove  railroads  through  mountains,  con- 
verted barren  plains  into  fertile  fields,  made 
new  discoverie?s  and  inventions  for  the 
advancement  of  mankind,  and  created  a 
great  force  called  advertising,  to  carry  to  the 
doors  of  the  people  the  message  of  a  higher 
standard  of  living. 

WiUiam  Bayard  Hale  says,  in  his 
analysis  of  the  style  of  Woodrow  Wil- 
son, "The  advance  of  thought  is  just 
so  swift  as  the  verbs  carry  it." 

By  means  of  the  "rh>i;hm  table,'  'a 
device  for  placing  prose  under  the 
microscope,  we  learn  that  242  words 
in  each  of  these  compositions  contain, 
in  Baudelaire,  331  syllables,  and  in 
the  advertisement  367,  making  the 
average  word-length  of  the  former 
1.37  syllables,  and  of  the  latter  1.51. 
In  commending  economy  in  the  use 
of  words,  Herbert  Spencer,  in  his 
Philosophy  of  Style,  holds  that  "If  it 
be  an  advantage  to  express  an  idea  in 
the  smallest  number  of  words,  then 
it  will  be  an  advantage  to  express  it 
in  the  smallest  number  of  syllables." 

The  number  of  unaccented  syllables 
in  the  former  is  178;  in  the  latter  231. 
The  number  of  feet  or  intervals  in  the 
first  passage  is  153,  however,  while 
the  advertisement  has  136,  and  the 
successions  of  the  same  type  of  interval, 
which  shows  the  evenness  of  accent, 
occurs  31  times  to  26  of  the  advertise- 
ment. The  average  interval,  which 
represents  the  average  number  of 
unstressed  syllables  between  stresses, 
and  is  found  by  dividing  the  unac- 
cented syllables  by  the  intervals,  is 
1.16  in  Baudelaire  and  1.69  in  the 
advertisement.     These    are    statistice 

for  the  mathemfttically  mmded,  but 


712 


ADMmiSTRATION 


Vol.  Ill 
No.       6 


show  in  some  degree  how  the  frame- 
work of  the  two  compositions  com- 
pares. 

In  his  choice  of  words  the  copy- 
writer has  achieved  an  interesting 
contrast  between  the  figurative  part 
of  the  copy  devoted  to  the  ship  of 
dreams  in  quest  of  its  mythical  harbor, 
and  the  forceful  development  of  the 
climax.  The  imitative  character  of 
certain  words,  which  suggest  by  their 
sound  the  thing  they  represent  (such 
words  as  screech,  whirr,  gallop,  etc.) 
is  recognized.  It  is  possible,  although 
in  a  much  lesser  degree,  to  suggest  the 
emotion  appealed  to  by  sentence  struc- 
ture. Compare,  for  example,  the  musi- 
cal, dreamy  progress  of  the  first  three 
paragraphs  with  the  vigorous  nailing 
down  of  the  points  that  lead  up  to 
the  climax  in  the  fourth.  Note  the 
use  of  more  specific  and  active  verbs — - 
reared,  drove,  set  up,  created;  and 
the  compression  of  many  ideas  into 
small  space;  and  the  use  of  contrasts. 
The  point  of  the  advertisement  regard- 
ing the  function  of  advertising  is  more 
vividly  realized  because  of  the  arrange- 
ment of  important  ideas  that  lead  up 
to  it. 

Alliteration  is  a  device  which  the 
copywriter  has  employed  with  notice- 
able frequency.  The  repetition  of 
the  soft  s  sound  in  the  first  paragraph 
adds  something  to  the  melody  of  it, 
and  others  such  as  the  following  are 
in  evidence  throughout:  "centuries 
slip — philosophies  /lourish  and  /all — 
/ertile /ields, "  etc. 

The  writer  also  makes  use  of  repeti- 
tion to  emphasize  his  central  idea. 
In  this  short  passage  the  following 
occurs:  "seeking  the  harbor  of  hap- 
piness— quest  for  happiness  goes  on  for- 
ever— pursuit  of  happiness — yearning 
of  their  own  hearts  for  happiness — 
yearning  of  the  millions  for  happiness 
— the  quest  for  happiness  goes  forever 
on."    Notice  the  effect  of   changing 


"goes  on  forever"  to  "goes  forever 
on"  when  used  in  the  same  phrase  a 
little  later. 

Without  analyzing  this  copy  further, 
or  attempting  to  prove  whether  it  is 
good  or  bad,  perhaps  it  can  be  said 
to  be  in  harmony  with  the  idea  the 
advertisement  attempts  to  convey. 
Possibly  the  writer  of  it  would  not 
accept  this  interpretation,  but  it  serves 
to  illustrate  our  point.  It  is  not 
possible  to  lay  down  exact  rules  re- 
garding the  prose  style  to  be  used  in 
any  given  instance.  A  prose  poem 
might  not  sell  prunes  or  margarine; 
nor  the  much-envied  style  of  O.  Henry 
sell  lingerie.  The  versatihty  of  dozens 
of  advertisement  writers,  however, 
makes  the  same  sort  of  copy  serve  for 
everything  they  are  called  upon  to  sell, 
from  carburetors  to  real  estate.  An 
examination  of  any  current  magazine 
will  confirm  that.  However  well 
grounded  the  merchandising  idea  be- 
hind an  advertisement,  or  however  ad- 
mirable the  selling  arguments  brought 
to  bear  upon  the  subject,  there  is  still 
the  final  element  of  the  manner  of 
writing  which  should  receive  the  most 
discriminating  care. 

When  the  Blackstone  of  advertising 
shall  have  been  written,  and  standards 
of  practice  laid  down,  as  they  have  been 
laid  down  in  other  no  more  exact  pro- 
fessions, the  relative  importance  of 
copy  to  the  other  elements  of  an  adver- 
tisement may  be  outlined;  and  who 
can  say  that  the  style  of  copy  also  may 
not  be  prescribed.  But  today,  when 
apparently  very  often  all  that  is  asked 
of  copy  is  that  it  occupy  gracefully  a 
certain  spot  on  a  layout  where  it  nicely 
counterbalances  a  halftone  of  the 
bearded  countenance  of  the  client,  the 
writer  should  consider  his  few  precious 
words  in  each  advertisement  in  the 
light  of  the  "laborious  trifles"  of 
Baudelaire,  whose  every  syllable  was 
selected  for  its  purpose. 
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INSURANCE  companies,  like  state 
banks  and  public  utility  corpora- 
tions, arc  organized  under  special  stat- 
utes in  which  there  will  be  found, 
among  other  regulatory  pro\'isions,  re- 
quirements for  the  filing  of  annual 
reports.  Unlike  banks  and  utilities, 
which  operate  only  within  the  limits 
of  the  state  of  origin,  insurance  com- 
panies transact  business  beyond  such 
limits  with  the  result  that  reports 
must  be  made,  not  only  to  the  state  in 
which  organization  was  effected  but  to 
other  states  in  which  the  company  has 
been  admitted. 

Through  the  National  Convention 
of  Insurance  Commissioners  adopting 
a  imiform  report  for  stating  the  finan- 
cial condition,  considerable  of  the  dif- 
ficulties consequent  upon  ha\'ing  a 
munber  of  superx-isory  bodies  have 
been  eliminated.  Due  chiefly  to  the 
fact  that  there  are  not  the  opportu- 
nities for  distinctions  in  charging  ex- 
penditures to  capital  and  to  revenue, 
there  has  been  no  attempt  to  prescribe 
a  uniform  system  of  accounts,  or  more 
strictly  speaking,  a  uniform  classifica- 
tion of  accounts.  ^Miat  are  termed 
the  financial  statements  of  the  annual 
report,  i.e..  Income  and  Disburse- 
ments, Assets  and  Liabilities,  are  made 
sufficiently  inclusive  to  provide  for  all 
charges  and  credits,  and  these  are 
practically  identical  in  the  report  made 
in  each  state.  There  is,  however,  a 
lack  of  uniformity  in  the  subsidiary 
schedules  calling  for  statistical  infor- 
mation so  that  the  company  account- 
ant has  to  familiarize  himself  with 
what  is   wanted  by   a  study  of  the 

•  Formerly  an  Examiner  for  the  New  York  State 
Insurance  Department,  Albany,  N«w  York. 


blanks  furnished  by  the  state  officials 
to  whom  reports  are  to  be  made. 

The  first  part  of  the  financial  state- 
ments. Income  and  Disbursements 
(Figures  1  and  '2)  which  is  the  subject 
of  this  article,  is  xmlike  what  is  en- 
coimtered  in  any  other  branch  of  busi- 
ness. This,  it  would  seem,  is  an  out- 
growih  of  the  fact  that  insurance  was 
considered  to  be  on  a  cash  basis  en- 
tirely, that  is,  that  no  liability  on  the 
part  of  the  company  arose  until  the 
premium  was  paid.  ^Yith  the  devel- 
opment of  business,  credit  has  been 
extended  to  reliable  concerns  by  the 
insurance  company's  agents  with  the 
result  that  the  actual  volume  of  busi- 
ness ■5\Titten  continually  exceeds  what 
had  been  paid  for  by  the  assured. 
Thus,  as  to  premium  income,  the 
strictly  cash  basis  has  been  discarded, 
although  it  has  been  retamed  for  other 
items  of  income  and  outgo. 

Instead  of  starting  with  the  gross 
operating  income  from  which  is  de- 
ducted costs  and  expenses  to  arrive  at 
a  net  profit  and  loss  for  the  year,  the 
insurance  statement  opens  with  the 
capital  stock  paid  in  in  cash  stated  as 
a  memorandum  item,  and  is  followed 
by  the  amount  of  "Ledger  Assets"  at 
the  close  of  the  pre\'ious  year.  To  that 
figure  is  added  or  deducted  the  in- 
crease or  decrease  in  paid  up  capital 
during  the  year,  the  total  being  ex- 
tended into  the  money  column.  There 
is  then  entered  the  premium  income, 
classified  as  to  the  nature  of  the  risks, 
divided  into  gross  premium  writings, 
deductions  for  reinsurances  and  can- 
cellations, and  net  premiums,  the  total 
of  which  is  extended.  Interest  on  the 
various  classes  of  investments  held, 
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Figure  1.    Annual  Statement  of  Income 
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Figure  2.    Annxjai,  Statement  of  Disbursements 
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gross  rentals  from  company's  property, 
and  receipts  from  other  sources  follow 
to  give  the  total  income. 

This  total  income  is  brought  forward 
to  the  "Disbursements"  section  of  the 
statement  in  which  actual  payments 
are  entered,  and  the  total  thereof  is 
deducted  from  the  Income  to  give  a 
balance  that  must  equal  the  total 
amount  of  ledger  assets  as  of  the  date 
of  closing. 

Should  the  disbursements,  as  infre- 
quently occurs,  include  accruals,  that 
is,  if  more  than  actual  cash  disburse- 
ments are  shown,  the  book  liability  rep- 
resenting them  is  deducted  from  the 
total  ledger  assets  to  give  the  balance 
arrived  at  on  the  statement. 

It  will  be  apparent  that  the  caption 
"Income  and  Disbursements"  is  not 
quite  correct,  as  under  "Income"  will 
be  found  the  amount  of  borrowed 
money,  the  profit  on  the  sale  of 
assets,  and  gross  increase  by  adjust- 
ment in  book  value  of  ledger  assets. 
The  presence  of  these  last  two  items 
tends  to  weaken  the  correctness  of  cap- 
tioning this  section  as  "Receipts,"  and 
in  the  "Disbursements"  division,  the 
insertion  of  the  items,  gross  loss  on 
sale  of  assets  and  decrease  by  adjust- 
ment, makes  it  something  other  than  a 
statement  of  disbursements. 

The  amounts  paid  to  an  insurance 
company  for  assuming  the  risk  of  in- 
demnifying its  poHcyholders,  that  is 
the  premiums  charged,  naturally  form 
the  primary  source  of  income  with  in- 
terest receipts  as  the  secondary  and 
frequently  the  saving  source.  Before 
proceeding  to  a  discussion  of  the  man- 
ner of  recording  the  former,  a  few 
words  may  be  devoted  to  its  origin. 
With  the  exception  of  what  is  done  in 
the  city  department  of  the  main  office, 
fire  insurance  business  is  transacted 
through  indi\'iduals  and  firms  who  are 
authorized  by  the  company  to  act  as 
its  agents.    These  agents  may  and  do 
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have  similar  relations  with  more  than 
one  company,  and  are  located  in  the 
various  cities  and  towns  of  the  country 
where  they  solicit  business.  The  head 
t)ffice  or  the  agent  in  charge  of  the  dis- 
trict will  be  advised  of  policies  issued 
tluough  other  agents  of  that  district 
Ijy  means  of  the  daily  report  which 
constitutes  an  important  link  between 
each  agent  and  the  company,  since 
it  furnishes  the  latter,  in  the  person  of 
the  underwriter,  with  information  as 
to  the  risk  and  hazard  involved,  the 
amount  of  insurance  issued,  and  the 
premium  charged  therefor.  In  most 
companies,  local  agents  are  empowered 
to  sign  the  blank  policies  furnished  by 
the  main  or  district  offices,  although 
such  policies,  when  issued,  are  subject 
to  cancellation  by  the  latter. 

When  a  daily  report  has  been  passed 
upon  by  the  underwriting  department, 
it  serves  as  a  posting  medium  for  the 
Agency  Premium  Register  (Figure  3) 
and  is  then  used  in  the  preparation  of 
statistical  data.  As  it  is  not  unusual 
to  find  an  agency  force  of  a  thousand 
or  more  agents,  the  register  may  be  in 
several  sections  and  arranged  terri- 
torially. Prior  to  1921,  all  classes  of 
policies  written  by  an  agent  could  be 
entered  on  the  one  sheet  in  the  Pre- 
mium Register,  but  with  the  need  for 
I  he  additional  information  called  for 
on  lines  5  to  16  of  the  Income  State- 
ment, this  method  would  require  con- 
siderable laborious  analysis  at  the  end 
of  the  year.  To  obviate  this  dif- 
ficulty, the  most  convenient  method, 
it  would  seem,  would  be  to  have  an 
Agency  Premium  Register  for  each 
class  of  business. 

At  the  close  of  the  month,  each 
agent  submits  an  account  current, 
showing  all  policies  issued  and  can- 
celed, which  are  checked  by  the  head 
office  force  with  the  daily  reports, 
commission,  deductions  for  expenses, 
cash  remittances,  and  the  balance  due. 
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These  accounts  current  are  summa- 
rized to  give  the  figures  for  a  montlJy 
journal  entry  charging  the  following 
general  ledger  accounts:  Agents'  bal- 
ances, commissions,  agents'  and  other 
expenses,  premiums  canceled,  and 
crediting  premiums  written.  It  will 
be  apparent  that  as  this  summary  is 
prepared  from  the  accounts'  current 
which  are  in  agreement  with  the 
"dailies,"  the  posting  medium  of  the 
premium  and  cancellation  registers, 
the  totals  of  those  books  will  agree 
with  the  amounts  posted  to  premiums 
written  and  premiums  canceled  re- 
spectively. 

If  upon  receipt  of  a  daily  report,  the 
underwriting  department  decides  that 
the  risk  involves  too  great  a  hazard, 
or  is  otherwise  objectionable,  the 
agent  is  notified  to  cancel  the  policy, 
which  is  obtained  from  the  assured  and 
forwarded  to  the  main  office,  where  it 
serves  as  a  posting  medium  for  the 
Cancellation  Register  (Figtu-e  4). 
This  book  is  arranged  in  a  manner 
somewhat  similar  to  the  Premium 
Register,  and  in  addition  to  showing 
the  number  of  the  policy,  name,  and 
address  of  the  assured,  property  cov- 
ered, amoimt  of  risk  canceled,  the 
original  premium,  the  original  term 
wath  the  dates  of  commencement  and 
expiration  thereof,  which  information 
corresponds  to  that  contained  in  the 
Premium  Register,  it  wnll  show  the 
date  of  cancellation  as  shown  by  the 
daily  report,  the  name  of  the  agent  or 
broker  through  whom  the  policy  was 
issued,  the  state  or  location,  the 
amount  of  premium  returned,  and  re- 
marks. The  three  money  columns — 
"Amount  of  Risk,"  "Original  Premi- 
um," and  "Returned  Premium" — 
are  footed  for  the  month,  the  first  two 
being  used  for  reserve  purposes,  and 
the  last  total  forms  a  debit  item  in  the 
jom-nal  entry  based  on  the  totals  of 
the  Premium  Registers  and  the  sum- 


mary of  the  agents'  accounts  current. 

It  is  customary  for  fire  insurance 
companies  to  have  agreements  termed 
reinsurance  treaties  with  other  car- 
riers, most  of  which  are  not  direct 
writing  companies,  whereby  the  latter 
will  assume  stated  proportions  of  the 
risks  written  by  the  former.  The  com- 
pany passing  or  ceding  the  risks  will 
advise  the  assuniing  company  on  re- 
insurance bordereaux  (Figure  5)  pre- 
pared in  duplicate  or  more,  if  two  or 
more  companies  receive  the  same  pro- 
portion of  the  same  risks.  The  form 
is  ruled  to  show,  with  the  bordereaitx 
number  at  the  top,  the  same  informa- 
tion as  is  shown  on  the  Premium  Reg- 
ister, and  in  addition  to  that,  the  term 
the  reinsurance  will  be  in  force  and 
the  premium  for  it.  The  Reinsurance 
Canceled  Register  is  practically  the 
same  form  %\-ith  the  exception  that 
the  heading  "Canceled  Reinsurance 
Premium"  is  substituted  for  "Rein- 
surance Premium." 

The  direct  writing  company  will 
furnish  the  reinsm-ance  company  with 
a  summary  of  the  transactions  for 
each  month.  This,  in  its  most  con- 
venient form,  will  show  the  numbers 
of  the  bordereaux  and  the  totals 
thereof,  losses  on  policies  ceded,  cash 
payments,  commissions,  and  the  bal- 
ance due  the  assuming  company. 

With  main  di\nsions  for  the  treaty 
companies,  these  books  are  further 
subdi\'ided  according  to  classes  of 
business.  The  various  money  columns 
are  footed  at  the  close  of  the  month, 
the  amount  of  risks  and  the  original 
premiums  are  used  for  reserve  pur- 
poses, and  the  reinsurance  premiums 
canceled  are  used  to  determine  the 
amount  to  be  paid  to  the  assuming 
companies,  as  well  as  the  charge  to 
Reinsurance  Premiums  account  on  the 
general  ledger. 

The  main  soiu"ce  of  income,  other 
than  premiums,  is  interest  on  invest- 
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ments.    This  and  the  other  sources  of 
income  call  for  no  special  comment. 

Next  to  be  considered  are  the  dis- 
bm-sement  accomits,  that  of  losses 
first.  The  agent  is  required  to  notify 
the  company  of  everj'  fire  or  other 
event  through  which  a  loss  is  incurred 
on  policies  issued  through  him.  This 
ad^^ce  of  loss,  as  it  is  termed,  is  num- 
bered for  identification  by  the  loss 
department  and  is  referred  to  the 
underwriting  department  to  determine 
whether  or  not  there  is  any  reinsurance 
in  force.  When  the  names  of  the  com- 
panies having  it,  if  there  are  any,  and 
their  proportionate  liabilities  have 
been  noted  on  the  ad^^ce,  it  is  returned 
to  the  loss  department  for  entry  in  the 
Loss  Register  (Figure  6). 

This  register  is  at  first  a  transcript 
of  the  ad\'ice,  showing  the  loss  num- 
ber, name  and  address  of  the  assured, 
date  of  occmrence  of  the  loss,  the  es- 
timated amount  of  the  claim,  and  the 
names  of  the  reinsurance  companies, 
with  the  amoimts  due  from  them. 
Additional  columns  are  pro\nded  for 
the  amount  paid  in  settlement  and 
date,  adjusting  expenses,  and  the  ac- 
tual amounts  due  for  reinsm-ance  with 
dates  of  receipt  for  use  as  these  trans- 
actions are  completed. 

Recent  changes  in  the  report  blank 
call  for  the  amounts  of  losses  paid  and 
unpaid  according  to  the  classes  of 
business  written.  There  are  various 
ways  in  which  this  information  may 
be  obtained.  The  Loss  Registers  may 
be  dixnded  in  the  same  manner  as  the 
Premium  Registers  were  di\nded,  or 
distribution  columns  may  be  inserted 
in  the  Loss  Register  following  the  esti- 
mated loss  column  and  the  paid  loss 
column.  While  this  would  make  a 
rather  large  book,  it  would  have  the 
advantage  of  ha\nng  all  loss  numbers 
in  consecutive  order,  which  would  not 
obtain  if  each  cla-ss  of  loss  was  grouped 
together.    The  use  of  symbols  to  rep- 
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resent  classes  or  the  assigning  of  blocks 
of  numbers  to  each  class  would  tend  to 
offset  the  lack  of  a  complete  list  of 
numbers  in  proper  sequence.  Per- 
haps the  least  cumbersome  method 
would  be  to  insert  a  column  for  classi- 
fication of  risks  in  the  Loss  Register, 
so  that  it  would  be  possible  to  build 
up  on  analysis  sheets  each  month  the 
amounts  paid  and  unpaid  for  each 
class,  and  to  carry  this  analysis  along 
to  completion  at  the  end  of  the  year. 

After  entry  in  the  Loss  Register, 
the  advice  is  placed  in  a  loss  jacket  on 
the  outside  of  which  is  written  the  in- 
formation recorded  in  the  register.  It 
then  becomes  a  receptacle  for  filing  all 
correspondence  and  papers  relating  to 
the  claim  and  is  placed  in  the  unpaid 
loss  file  imtil  the  claim  is  adjusted,  and 
the  amount  payable  is  determined, 
whereupon  the  loss  department  either 
notifies  the  cashier  to  draw  a  check, 
or,  if  the  draft  system  of  paying 
losses  is  in  effect,  it  will  have  a  sight 
draft  on  the  company  sent  to  ^e 
claimant. 

The  plan  of  settling  losses  by  drafts 
has  been  adopted  by  quite  a  number 
of  companies,  as  it  is  more  convenient 
to  refuse  to  accept  a  draft  than  to  ask 
the  bank  to  stop  payment,  where  it  is 
discovered  at  the  last  moment  that  a 
fraud  has  been  committed.  Another 
advantage  is  that  strangers  are  not  in 
a  position  to  obtain  the  signatures  of 
the  officials  authorized  to  sign  checks. 
These  drafts  are  so  worded  as  to  con- 
stitute, when  signed,  a  release  of  all 
claims  arising  against  the  policy  up  to 
the  time  of  settlement. 

Other  companies  will  have  a  special 
bank  account  out  of  which  losses  are 
paid  by  a  check  similarly  worded  to 
effect  a  release,  ^^^^ere  drafts  are  used, 
the  company  will  draw  a  check  on  its 
general  deposit  to  reimburse  the  bank 
for  the  amount  of  the  drafts  accepted, 
and  where  a  special  bank  account  is 
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used,  a  transfer  of  funds  is  made  to 
bring  the  account  back  to  the  original 
balance. 

Some  companies  use  a  draft  or 
check  register  to  record  the  settlement 
of  claims,  that  is,  loss  payments  (Fig- 
ure 7)  the  book  being  ruled  to  show 
the  loss  number,  draft  or  check  num- 
ber, the  name  of  the  drawer  or  payee, 
amounts  of  loss  and  adjusting  ex- 
penses, dates  of  issue  and  acceptance 
of  the  draft  and  distribution  columns. 
Where  such  a  book  is  used,  some  of  the 
difficulties  in  analyzing  paid  losses 
mentioned  above  in  connection  with 
the  Loss  Register  are  eliminated. 
These  books  are  subsidiary  cash  books, 
so  that  the  totals  must  be  transferred 
either  in  detail  to  the  general  cash- 
book,  which  then  becomes  the  posting 
medium  to  the  general  ledger,  or  in 
total,  merely  the  total  losses  paid  be- 
ing transferred  and  the  details  posted 
direct  to  the  ledger. 

The  charges  to  the  general  ledger 
account,  losses  paid  during  a  period 
do  not  represent  what  was  incurred  or 
adjusted  diuing  the  period  but  only 
those  actually  settled. 

At  regular  intervals,  reinsurance 
companies  liable  for  paid  losses  and 
expenses  are  notified  of  the  amounts 
due  on  policies  ceded.  Such  amounts 
may  be  settled  for  by  direct  payments 
or  by  the  ceding  company  deducting 
it  from  what  is  due  the  assuming  com- 
pany for  reinsurance  premiums  accord- 
ing to  the  manner  pro\'ided  for  in  the 
treaty.  In  any  event  these  recoveries 
are  not  regarded  as  income  but  as  re- 
ductions of  disbursements. 

Altliough  it  is  somewhat  foreign  to 
the  main  topic  of  this  discussion  it  is 
not  altogether  irrelevant  to  say  tliat 
few  companies  make  any  further  rec- 
ord of  unpaid  losses  and  reinsurances 
recoverable  thereon  otlier  than  has 
been  entered  in  the  loss  register.  The 
amount  due  policyholders  for  unpaid 
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losses  is  regarded  as  a  non-ledger 
liability  and  the  amount  due  from  rein- 
surance companies  is  a  non-ledger 
asset. 

On  the  statement  of  disbursements 
(Figure  2),  agents'  compensation  and 
allowances,  lines  16  and  17,  are  not 
disbursements  in  the  sense  that  pay- 
ments are  made  in  cash  as  they  are  in 
reality  deductions  from  the  amount 
due  for  premiums  reported  by  the 
agents  on  their  monthly  accoimts  cur- 
rent and  summarized  as  previously 
described. 

Salaries  of  field  men,  line  18(a),  and 
salaries  of  officers  and  clerks,  line  19, 
wiU  be  prepared  on  pay-rolls  and  paid 
in  the  same  manner  as  in  any  other 
business. 

Furniture  and  fixtures,  line  21,  is 
considered  as  an  expense  item  instead 
of  an  asset  because  no  credit  can  be 
allowed  for  it  as  such  in  the  annual 
reports. 

The  item  Maps,  line  22,  represents 
a  very  important  expenditure  in  con- 
nection with  the  underwriting  depart- 
ment. In  order  that  the  underwriter 
may  know  of  the  risks  carried  in  the 
various  cities,  maps  are  prepared 
showing  the  block  plans  of  the  streets 
in  them,  with  outlines  of  the  buildings 
on  each  block.  These  maps  will  show 
the  type  of  construction,  nature  of  the 
business  conducted  in  the  building, 
location  of  fire  pumps,  proximity  of 
fire  fighting  equipment,  and  other  in- 
formation necessary  to  decide  upon 
the  nature  and  extent  of  the  risk  and 
the  rate  to  be  charged  as  a  premium. 
Where  a  policy  is  issued  on  city  prop- 
erty, the  amount  is  noted  on  the  map 
so  that  the  underwriter  knows  for  how 
much  the  company  is  bound  in  any 
section,  and  is  thus  in  a  position  to 
avoid  excessive  liability  in  a  neighbor- 
hood. Although  the  maps  have  con- 
siderable value  to  a  going  concern  as 
well  as  a  realizable  value  in  case  of 
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liquidation,  they  do  not  constitute  an 
asset  for  report  purposes. 

Taxes,  licenses,  and  fees,  line  25, 
should  not  cause  any  difficulty  from 
a  mere  bookkeeping  viewpoint,  nor 
should  any  of  the  other  ordinary  ex- 
pense items. 

As  was  mentioned  at  the  outset  of 
this  article,  gross  decrease  by  adjust- 
ment in  book  value  of  ledger  assets, 
line  40,  is  not  a  disbursement,  but 
arises  from  a  joirrnal  entry  writing  off 
such  decrease  by  way  of  amortization 
or  otherwise.  As  the  balance  of  the 
financial  statement  is  cash  or  the  equiv- 
alent of  cash,  termed  ledger  assets,  any 
reduction  in  them  must  be  regarded  as 
cash  outgo.  Where  there  is  a  writing- 
up  of  ledger  assets,  as  where  bonds 
have  been  purchased  at  a  discount, 
the  increase  in  value  must  be  treated 
as  a  receipt  and  entered  as  gross  in- 
crease by  adjustment  in  book  value  of 
ledger  assets. 

In  concluding  this  discussion  of  the 
income  and  disbursements  of  a  fire 
insurance  company,  it  might  be  said 
that  a  voucher  register  or  purchase 
record  is  not  as  commonly  found  as  in 
other  lines.  The  prevailing  practice 
is  to  pay  currently  all  bills  inciirred 
during  the  month  and  to  charge  them 
to  the  general  ledger  through  the  cash- 
book.  When  paid,  the  bills  are  posted 
in  an  invoice  book  with  an  alphabet- 
ical index,  an  old-fashioned  method 
perhaps,  but  nevertheless  satisfactory. 

From  the  foregoing  outline,  it  must 
be  plain  that  the  Income  and  Dis- 
bursements statement  is  not  at  all  il- 
luminating. It  is  intended  as  a  pre- 
liminary step  for  proving  the  ledger 
assets  shown  in  the  balance  sheet, 
which  as  usual  reflects  but  the  finan- 
cial condition  as  of  the  date  it  is  pre- 
pared unless  reference  is  made  to  the 
profit  and  loss  account,  or  as  it  is 
termed,  the  "Underwriting  and  In- 
vestment Exhibit." 


THE   CONQUEST  OF  THE  BUSINESS   CYCLE 


BY  C.  T.  MURCHISON* 


IF  the  business  cycle  runs  true  to 
form,  and  the  chances  are  it  will, 
business  has  definitely  entered  the 
first  stage  of  prosperity.  Also,  if  the 
cycle  runs  true  to  form,  it  is  only  a 
matter  of  a  few  years  when  we  shall 
taste  once  again  the  bitterness  of  in- 
dustrial depression. 

Is  there  any  better  time  than  the 
present  to  take  thought  of  the  next 
crisis,  lest  we  forget?  Is  it  not  better 
to  mend  a  leakj-  roof  immediately  fol- 
lowing the  rain?  Else  one  is  likely 
not  only  to  forget  the  location  of  the 
leaks,  but  also  to  lose  sight  of  the  en- 
tire matter. 

During  the  period  of  the  past  year 
and  a  half,  most  men  have  had  occa- 
sion to  declare:  "I'll  know  better 
next  time;  I'll  never  be  caught  like 
this  again."  The  banker  thus  remark- 
ing was  probably  pondering  those 
loans  and  discounts  granted  at  a  time 
when  commodity  markets  were  con- 
gested and  tottering,  and  when  he  was 
already  borrowing  cash  to  protect  his 
depositors.  The  manufacturer  was 
doubtless  thinking  how  unpleasant  to 
be  stranded  with  a  big  inventory  of 
finished  products,  not  to  mention  that 
stock  of  raw  materials  bought  at  "the 
peak"  and  large  enough  for  a  year's 
supply.  The  dealer  had  freshly  in 
mind  the  sorrows  that  accrue  from 
overladen  shelves  when  wholesale 
prices  hit  the  toboggan.  Another  cap- 
tain of  industrj'  was  still  depressed  by 
the  issue  of  non-callable  bonds  which 
he  let  go  on  an  8  per  cent  basis. 

Though  men  have  in  this  fashion 
learned  their  lessons  periodically  for  a 

*  AsBociate  Professor  of  Biuiness  Economies,  Univer- 
sity of  North  Carolina,  Chapel  Hill,  North  Carolina. 


hundred  years,  they  have  apparently 
with  equal  regularity  forgotten  them. 
New  crises  serve  as  stern  reminders 
but  always  too  late  for  the  indi\'iduars 
good.  The  last  crisis  ^ill  have  jus- 
tified itself  many  times  over  if  it  im- 
prints upon  all  minds  indelibly  the 
idea  that  the  business  cycle  is  always 
^nth  us,  no  less  in  prosperity  than  in 
depression,  and  that  allowances  should 
be  made  for  it  accordingly. 

To  ignore  the  cycle  or  to  take  the 
traditional  fatalistic  attitude  toward 
it,  always  a  perilous  policy,  will  be- 
come increasingly  un^^-ise  with  the 
growing  complexity  of  the  business 
organization.  In  the  interest  of  our 
industrial  future  it  is  imperative  that 
action  be  taken  looking  either  to  the 
control  of  the  business  cycle  or  to  the 
alleviation  of  its  ill  effects. 

Although  the  former  of  these  two 
alternatives  theoretically  appears  the 
more  attractive,  it  is  doubtful  if  its 
success  can  be  hoped  for  within  a 
period  of  many  years,  as  it  assumes  a 
present  understanding  of  the  causes 
and  progress  of  the  business  cycle, 
which  we  may  not  yet  possess,  and 
also  takes  for  granted  the  practica- 
bility of  concerted  action  on  the  part  of 
business  interests  and  the  government 
in  the  attempt  to  control  the  cycle. 

Not  everyone  recognizes  these  as 
basic  difficulties  in  the  way  of  control 
of  the  cyclical  fluctuations.  For  ex- 
ample, Professor  IrA-ing  Fisher  would 
attain  such  control  tlirough  the  mech- 
anism of  money  and  credit.  Others 
contend  that  it  is  only  a  matter  of 
regulating  production.  Still  others 
claim  that  the  conquest  of  the  business 
cycle  waits  upon  the  elimination  of  the 
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exploitation  of  labor.  Regulation  of 
capitalization,  of  prices,  and  of  specu- 
lation meet  the  approval  of  others 
as  a  remedy.  Industrial  combination 
without  limit,  open  price  associations, 
socialism,  even  the  single  tax,  are 
panaceas  in  the  eyes  of  many. 

However,  Professor  H.  L.  Moore  of 
Columbia  comes  forward  with  a  theory 
of  the  cycle  which  is  from  the  point 
of  \aew  of  control  decidedly  discoiu-ag- 
ing.  With  the  cyclical  fluctuations  in 
the  rainfall  as  his  starting  point,  he 
proceeds  to  establish  a  close  causal 
connection  between  rainfall  and  crop 
yields  per  acre,  then  traces  the  effects 
of  changing  crop  yields  upon  produc- 
tion and  the  volume  of  trade,  finally 
arriving  at  the  conclusion  that  "The 
fundamental  persistent  cause  of  the 
cycles  in  the  acti\'ity  of  industry  and 
of  the  cycles  of  general  prices  is  the 
cyclical  movement  in  the  yield  per  acre 
of  the  crops." 

Even  more  discouraging  to  those 
who  hope  for  the  ultimate  subjection 
of  the  cycle  is  the  theory  of  Professor 
Wesley  Clair  Mitchell,  perhaps  the 
most  widely-known  authority  on  busi- 
ness cycles.  He  prefers  to  explain  the 
cycle  not  by  reference  to  a  single  and 
supposedly  predominant  factor,  but 
in  terms  of  a  multiplicity  of  economic 
interactions  moving  in  complex  and 
unending  series.  He  regards  business 
activity  as  essentially  rh;ythmical — one 
phase  of  the  business  cycle  being  the 
product  of  the  preceding  phase  and  the 
producer  of  the  following  one.  Viewed 
broadly,  the  forces  operating  have  no 
definite  beginning  and  no  end : 

"With  whatever  phase  of  the  busi- 
ness cycle  analysis  begins,"  says  Pro- 
fessor Mitchell,  "it  must  take  for 
granted  the  conditions  brought  about 
by  the  preceding  phase,  postponing 
explanation  of  these  assumptions  un- 
til it  has  worked  around  the  cycle  and 
come  again  to  its  starting  point." 


It  is  a  conception  of  the  cycle  which 
removes  the  emphasis  from  the  panic 
or  crisis  stage,  attaching  equal  im- 
portance to  the  other  periods.  De- 
pression is  represented  as  holding 
within  itself  the  germs  of  revival, 
the  rcAaval  stage  incubates  pro.sperity, 
and  prosperity  itself  creates  the  forces 
which  relentlessly  drive  us  to  the  crisis. 
The  crisis  may  or  may  not  precipitate 
a  panic,  but  it  inexatably  paves  the 
way  to  relative  depression  once  more. 

The  above  theories  ha\ang  to  do 
with  the  possible  causes  of  the  business 
cycle  have  not  been  mentioned  wnth 
the  intent  of  passing  judgment  upon 
them,  but  with  the  purpose  merely  of 
indicating  the  great  variety  of  thought 
and,  in  certain  instances,  the  hopeless 
conflict  of  opinion  which  prevails. 
When  so  many  minds  have  been  work- 
ing for  so  long  upon  the  subject  wth- 
out  producing  a  body  of  doctrine 
which  meets  the  approval  of  a  major- 
ity, or  even  of  a  dominant  group,  it  is 
hardly  likely  that  a  program  of  col- 
lective action,  or  of  governmental 
action,  can  be  agreed  upon. 

That  for  many  years  to  come  the 
individual  enterprise  must  look  to  its 
own  efforts  for  protection  from  indus- 
trial crises  and  depressions,  is  indi- 
cated still  more  strongly  by  certain 
outstanding  features  of  the  modern 
industrial  system  which  may  now  be 
mentioned. 

Possibly  the  most  important  of 
these  features  relative  to  the  question 
at  issue  is  that  production  and  all  of 
its  agencies  in  the  long  run  wait  upon 
consumption.  The  producer  in  gen- 
eral is  the  slave  of  the  consumer  and 
his  success  in  business  is  usually  pro- 
portional to  his  ingenuity  in  satisfying 
the  multitudinous  and  chameleon-like 
appetites  and  whims  of  tlie  latter. 
The  rate  of  consumption  of  many  com- 
modities is  extremely  variable.  De- 
mand is  constantly  shifting  to  different 
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types,  qualities,  grades;  it  changes  not 
only  in  specific  cases  but  also  in  the 
aggregate.  Today  those  commod- 
ities for  which  a  craze  exists  enjoy 
unparalleled  consumption.  Tomor- 
row they  are  relegated  to  the  limbo  of 
forgotten  things,  and  a  number  of  en- 
terprises in  consequence  are  seeking 
readjustment.  It  is  doubtful  if  these 
consumption  foibles  of  great  popula- 
tions, many  of  which  are  so  mani- 
festly psychological  in  their  origins, 
can  be  controlled  by  any  arbitrary 
power. 

Another  highly  dynamic  force  mak- 
ing for  continual  change  in  economic 
acti\"ity  is  the  influence  of  the  seasons. 
It  varies  from  one  industry  to  an- 
other, but  leaves  none  unaffected.  It 
forces  upon  many  enterprises  the  ne- 
cessity of  concentrating  the  major 
part  of  a  year's  business  within  the 
space  of  two  or  three  months.  Since 
it  often  compels  large-scale  production 
prior  to  the  appearance  of  active  de- 
mand, it  imposes  great  risks  upon  the 
manuf  act  tubers  and  renders  impossible 
the  satisfactory  adjustment  of  supply 
to  consumption.  It  is  also  a  most 
prolific  source  of  unemployment,  caus- 
ing great  irregularities  in  the  earnings 
of  labor. 

The  extent  to  which  seasonal  fluctua- 
tions contribute  to  the  cyclical  is  debat- 
able. That  some  degree  of  causal  con- 
nection exists  seems  incAntable,  however, 
in  \-iew  of  the  numerous  and  important 
readjustments  which  seasonal  changes 
are  forever  imposing  upon  specific  in- 
dustries. It  would  seem  improbable  in 
view  of  the  extremely  sensitive  mechan- 
ism of  industry,  that  such  vigorous  im- 
pulses could  be  absorbed  without  im- 
parting more  encrgj'  to  the  longer-time 
movements.  Even  more  certain  it  is 
that  the  seasonal  changes  to  a  large 
extent  preclude  the  use  of  established 
standards  of  output  or  method,  and 
serve  as  stubborn  deterrents  to   the 


achievement  of  that  standardization 
or  stabilization  in  industry,  mthout 
which  control  of  the  cycle  is  merely 
visionary. 

Again  a  large  part  of  the  world's 
production  efforts  are  affected  by 
weather  conditions,  as  apart  from  the 
seasons.  Unfavorable  weather  con- 
ditions may  reduce  ■nnthin  a  few  weeks 
the  agricultm-al  output  of  a  country 
by  one  third  or  even  one  half.  On 
the  other  hand,  unusually  favorable 
weather  over  a  large  area  may  so  in- 
crease agricultural  productiveness  as 
to  tax  to  the  utmost  the  nation's  har- 
vesting and  marketing  facihties.  In 
either  case  we  find  that  not  only  is  the 
income  of  the  farmer  affected  and 
hence  his  purchasing  power,  but  the 
volume  of  business  which  accrues  to 
the  railroads,  the  middlemen,  the 
banks,  the  gins,  the  mills,  the  ware- 
houses is  also  affected.  In  conse- 
quence, changes  must  occiu*  in  the  de- 
mand for  equipment  and  producers' 
goods  generally,  for  labor,  for  trans- 
portation, and  for  bank  credit,  with 
resultant  changes  in  prices,  profits, 
wages,  and  interest.  From  this  se- 
quence evolves  a  new  apportionment 
of  piu-chasing  power  among  the  vari- 
ous economic  groups.  Producers  are 
faced  by  changes  in  the  demand  for 
goods  which  is  qualitative  and  quan- 
titative, and  at  the  same  time  are 
put  to  it  to  find  their  bearings  in  the 
new  complex  of  prices,  costs,  and  prof- 
its. The  .situation  has  reached  the 
point  where  the  economic  interactions 
have  become  distinctively  cyclical  in 
nature.  It  is  difficult  to  see  how  such 
an  outcome  coidd  be  prevented  by 
the  conscious  interposition  of  human 
agencies. 

Still  other  forces  well  able  to  launch 
irregidarities  into  economic  actixity 
are  technical  improvements  in  pro- 
duction methods,  and  the  application 
of  inventions,  especially  of  the  labor- 
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saving  variety.  They  effect  at  once 
a  shifting  of  unit  costs,  of  volume  of 
output,  and  of  employment,  wnth  con- 
sequent reactions  on  prices  and  in- 
comes. The  same  dynamic  charac- 
teristics attach  to  the  discovery  of 
new  natvu-al  resources,  or  the  exhaus- 
tion of  the  old. 

Equally  adverse  to  an  even,  smooth 
flow  of  bu.siness  are  the  growth  of 
population,  migratorj''  movements  of 
population,  and  the  opening  up  of  new 
territories.  As  one  illustration,  the 
conquest  of  the  great  American  West, 
absorbing  as  it  did  such  vast  amounts 
of  the  country's  liquid  capital  in  in- 
vestments unproductive  of  returns  for 
a  long  period,  was  to  a  large  extent 
responsible  for  the  severity  of  the 
crises  of  1857  and  1873. 

One  should  not  overlook  the  fact 
that  war  is  one  of  the  most  fruitful 
sources  of  the  pronounced  economic 
changes  which  constitute  the  business 
cycle.  Into  the  usual  rhj-thm  of  busi- 
ness it  interjects  a  wild  and  hectic 
beat,  translating  into  irregular  and 
concentrated  stresses  the  fairly  even 
distribution  of  pressure  to  which  the 
economic  machine  is  ordinarily  sub- 
jected. Industrial  standards  become 
obscm-ed,  the  familiar  relationships 
destroyed. 

The  possibility  of  eventual  control 
of  the  cycle  has  been  made  even  more 
distant  by  the  extreme  nationalism 
resultant  iipon  war.  Since  the  last 
great  conflict,  the  nation  seems  more 
than  ever  inclined  to  protective  tariffs 
of  the  prohibitory  type,  embargoes, 
license  restrictions,  and  other  deter- 
rents to  the  free  flow  of  goods.  So  long 
as  such  obstacles  continue  to  be  placed 
in  the  channels  of  international  trade, 
so  long  •n'ill  many  industries  and 
nations  find  it  impossible  to  stabilize 
production  and  sales. 

Those  who  place  their  faith  in  the 
ultimate  control  of  the  business  cycle 


would  do  well  to  consider  that  present- 
day  economic  organization  is  not 
national  so  much  as  it  is  world-wide 
in  its  scope.  Almost  every  staple 
commodity  has  a  world  price  deter- 
mined by  world  conditions.  When  a 
collapse  in  the  Far  Eastern  demand 
for  British  textiles  causes  Liverpool 
to  reduce  her  bids  for  American  cotton 
to  12  cents  a  pound,  that  figure  will 
come  pretty  near  being  the  world 
price,  the  farmers,  the  War  Finance 
Corporation  and  the  banks  to  the  con- 
trary notwithstanding.  And  when 
New  York  offers  $6  a  poimd  for  Shin- 
.shiu.  No.  1  silk,  and  no  more,  Japan 
can  do  little  else  but  stand  and  de- 
liver, even  if  $10  a  pound  was  the 
price  just  a  week  before. 

There  is  not  much  to  be  gained  in 
trj-ing  to  explain  important  fluctua- 
tions in  the  general  price  level,  or  in 
the  price  level  of  particular  staple 
commodities,  by  reference  to  domestic 
conditions  alone.  By  the  same  token 
it  is  useless  to  expect  any  great  benefit 
from  purely  domestic  contrivances  in 
the  matter  of  controlling  the  price 
level  and  the  trade  vohmie. 

It  is  hoped  that  this  brief  survey  of 
basic  economic  forces  is  adequate  to 
give  support  to  the  conclusion  that 
the  extraordinarily  pervasive  and  dy- 
namic thing  called  the  business  cycle 
cannot  be  subdued  by  frontal  attacks. 
Not  bj-  resistance,  but  by  a  more 
ready  and  perfect  acquiescence  in  its 
dictates,  is  freedom  from  the  heavy 
losses  of  large-scale  industrial  read- 
justments to  be  effected.  The  means 
to  the  end  are  a  surer  recognition  of 
the  danger  signals  in  industry  and  a 
quicker  response  in  making  the  changes 
which  the  situation  demands. 

As  the  end  of  the  prosperity  stage 
of  the  cycles  approaches,  there  must 
be  a  higher  degree  of  timeliness  as  re- 
gards contraction  of  outstanding 
credits,  reduction  of  inventory,  grad- 
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ing  dowii  of  production,  and  more  con- 
servative capital  financing  —  the  safety 
margins  in  business. 

Equally  important  is  the  recogni- 
tion of  the  end  of  the  crisis  period,  and 
a  confident  and  general  resumption  of 
business  activities  on  the  new  basis. 
No  doubt,  losses  from  reluctance  to 
resume  operations  at  the  psycholog- 
ical time  are  as  great  in  terms  of  lost 
opportunity  as  are  the  actual  losses 
from  prolonged  activities  just  preced- 
ing a  crisis,  though  of  course  less  spec- 
tacular. 

As  a  matter  of  abstract  theory,  no 
one  would  be  likely  to  deny  the  sound- 
ness of  the  above  contentions;  yet,  as 
a  matter  of  fact,  it  is  the  traditional 
practice  for  the  great  majority  of  men 
to  aggravate  instead  of  alleviate  con- 
ditions of  instability.  Generally  speak- 
ing, credits  are  enlarged,  production 
speeded  up,  new  businesses  started  and 
old  ones  expanded  at  times  when  good 
judgment  demands  the  opposite  course. 

Though  unwise  conduct  of  this  type 
is  usually  to  be  accounted  for  by  false 
analyses,  sheer  wilfulness  is  responsi- 
ble for  much  of  it.  That  men  con- 
fidently expect  perpetual  continuance 
of  prosperity  when  it  once  begins  is 
attributable  to  ignorance.  That  men 
should  apotheosize  such  an  expectation 
into  a  dogma  which  they  hold  as  sacred 
as  their  religion  or  their  patriotism  is 
either  stupidity  or  wilfulness,  yet 
those  guilty  of  it  comprised  a  good 
part  of  the  business  population  in  the 
latter  half  of  1919  and  the  first  part  of 
1920.  The  men  of  long  vision  who 
called  attention  to  the  impending  dan- 
gers got  from  this  class  not  a  respectful 
hearing  but  scorn  and  jeers.  They 
were  accused  of  treason  to  business, 
denounced  as  enemies  of  the  coun- 
try's prosperity,  and  charged  with  the 
basest  of  motives. 

One  recalls  -ft-ithout  difficulty  the 
bitter  attacks  made  upon  Ford  and 


Wanamakcr  who  in  their  respective 
fields  were  the  first  to  ^ield  to  the  in- 
CNntable.  When  the  federal  reserve 
board  in  the  proper  performance  of  its 
duties  first  called  the  attention  of  the 
people  to  the  economic  perils  impend- 
ing, the  chief  \-isible  reaction  it  got 
from  certain  quarters  was  vitupera- 
tion and  invective. 

Of  course  much  of  the  opposition 
was  due  to  honest  and  advised  differ- 
ences of  opinion.  This  raises  the  ques- 
tion of  the  possibility  of  accurate  busi- 
ness forecasting.  It  must  be  admitted 
that  in  the  recent  past  relatively  few 
men  have  had  the  knowledge  upon 
which  to  base  a  dependable  forecast. 
There  is  no  good  reason  why  this  should 
continue  to  be  the  case.  Facilities 
for  gaining  the  desired  knowledge 
are  rapidly  increasing  in  number  and 
in  effectiveness.  The  Department 
of  Commerce  now  issues  a  monthly 
summary  of  business  conditions  giving 
in  absolute  and  comparative  form 
most  of  the  important  statistical  data. 
The  bulletins  of  the  federal  reserve 
board  give  in  very  complete  form  finan- 
cial and  price  data  for  all  of  the  prin- 
cipal countries  together  with  valuable 
interpretative  material.  Excellent 
analyses  of  current  developments  are 
also  available  in  the  bulletins  of  the 
federal  reserve  banks.  The  Depart- 
ment of  Labor  has  greatly  improved 
the  quality  of  its  wage  and  unemploy- 
ment data  which  together  with  its 
price  tables  are  published  in  The 
Monthly  Labor  Revieio. 

Data  from  government  sources  are 
amply  supplemented  by  the  published 
studies  of  many  trade  associations  and 
indixndual  enterprises.  The  efficiency 
of  business  journals  in  dispensing  com- 
prehensive and  soundly  interpreted 
statistics  is  growing  with  remarkable 
speed,  and  the  same  may  be  said  of 
most  of  the  private  statistical  organ- 
izations. 
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Also  deserving  of  mention  is  the 
work  of  certain  universities,  partic- 
ularly that  of  Harvard  conducted  by 
Professor  Warren  M.  Persons.  His 
research  studies  and  forecasts  are  pub- 
lished in  The  Revieiv  of  Economic  Sta- 
tistics, perhaps  the  most  scholarly  and 
scientific  of  all  current  statistical  pub- 
lications in  the  field  of  business. 

It  is  doubtfvd  if  the  day  will  come 
when  men  generally  can  foretell  with 
exactness  the  turning  points  in  indus- 
try. Fortunately,  no  such  degree  of 
skill  is  necessary.  It  is  enough  to  lie 
aware  of  the  danger  periods  when  they 
are  entered,  and  to  recognize  the  re- 
covery periods  when  they  appear. 
This  degree  of  knowledge  is  sufficient 
to  warn  of  the  preparation  that  must 
be  made  to  meet  the  anticipated 
change. 

It  should  not  be  assumed  that  a 
given  stage  of  the  business  cycle  de- 
mands exactly  the  same  sort  of  reac- 
tion from  all  industries.  No  general 
formula  as  to  the  time,  or  degree,  or 
nature,  of  readjustment  is  applicable 
to  specific  cases.  The  supply  and  de- 
mand ratios  which  govern  prices  and 
the  volume  of  sales  do  not  vary  at  the 
same  time  and  in  the  same  degree 
among  the  various  types  of  commodi- 
ties. Raw  materials  are  more  respon- 
sive than  manufactiu-ed  goods,  goods 
at  wholesale  act  differently  from  those 
at  retail,  mineral  products  follow  a 
different  curve  from  forest  products, 
agricultural  products  have  their  own 
peculiar  behavior,  and  luxuries  like 
pianos  and  diamonds  are  wholly  differ- 
ent from  real  estate  values  in  their 
fluctuations. 

Good  times  from  the  standpoint  of 
the  iron  and  steel  industry  are  not 
good  times  from  the  point  of  ^'iew  of  a 
street  railway  or  a  telephone  company. 
Depression  does  not  strike  at  the  cig- 


arette manufacturer  as  it  does  at 
garment  makers,  or  at  the  producers 
of  automobiles. 

Since  every  type  of  enterprise  has 
its  own  unique  set  of  responses*  to  the 
business  cycle,  and  since  the  business 
cycle  itself  is  becoming  more  open  to 
general  understanding,  it  follows  log- 
ically that  business  management  in 
the  future  must  develop  a  new  func- 
tion. This  new  function  is  the  con- 
ducting of  business  through  the  cy- 
clical fluctuations  in  indu.stry  with  a 
minimum  of  loss  and  disorganization. 

In  its  practical  aspects  it  means  a 
■nndcning  out  of  the  work  and  facilities 
of  the  statistical  department.  Ad- 
mirable as  have  been  the  statistical 
accomplishments  in  many  industries 
in  the  past,  they  have  been,  as  events 
have  well  proved,  too  much  confined 
to  problems  of  internal  operation  and 
to  the  things  that  are  of  immediate  and 
local  consequence.  Production  meth- 
ods, costs,  market  analyses,  and  the 
advantages  of  competitors,  all  may  be 
accorded  statistical  treatment  which 
is  faultless,  and  yet  leave  the  manage- 
ment completely  at  sea  as  regards  the 
proper  adjustments  which  should  be 
made  in  anticipation  of  the  cyclical 
swings  that  lie  somewhere  ahead. 

To  overcome  this  glaring  weakness, 
business  must  set  itself  to  understand 
the  significance  of  the  world's  financial 
data,  the  physical  vohmies  of  produc- 
tion, of  trade,  and  of  consumption; 
the  movement  of  prices,  costs,  and 
incomes;  the  state  of  speculation;  the 
psychology  of  the  masses ;  the  probable 
effects  of  new  and  impending  forces. 
It  is  a  sizable  job  to  undertake,  and 
the  fruits  therefrom  ■^'ill  be  slow  per- 
haps; but  in  the  long  nm  its  perform- 
ance shoidd  secure  \'irtual  immunity 
from  the  more  disastrous  influences  of 
the  business  cycle. 


ONE   VALUE   OF   EMPLOYEES'   MAGAZINES 


BY  SANDS  C.  CHIPMAN* 


1  DIDN'T  know  Jones  had  it  in  him," 
cxclaiincti  the  president  of  a  big 
mainifactnring  eoneern  as  he  hiitl  on 
his  desk  the  hitest  number  of  the  em- 
ployee magazine  his  organization  had 
been  pubhshing  only  a  few  months. 
lie  was  speaking  to  its  editor.  He  re- 
ferred to  a  two-page  article  which  the 
editor  had  brought  to  his  attention. 

The  article  was  headed  "How  to 
Cut  Down  Waste  in  Our  Plant." 
Jones,  whose  signature  appeared  over 
it,  was  an  employee  in  the  company's 
production  department .  It  wa  s  a  bang- 
up  good  article.  The  president  had 
read  every  word  of  it,  because  waste 
was  a  tremendous  problem  in  his  plant 
just  then.  (It  is  apt  to  be  an  important 
item  in  most  manufacturing  establish- 
ments, in  these  days  of  smaller  mar- 
gins of  profit  and  the  consequent  need 
for  economies.) 

"There's  another  good  piece  in  the 
magazine  this  month  on  'How  to  In- 
crease Production  in  Our  Factory.'  I 
hope  you  will  find  time  to  read  it,  sir," 
spoke  up  the  editor.  "It  was  written 
by  a  fellow  named  Parkhiu-st  out  in  the 
advertising  office,"  he  added. 

"Parkliurst?  Parkliurst?"  queried 
the  president.  "I  don't  seem  to  re- 
member him.  How  long  has  he  been 
with  us?    What  job  does  he  hold?" 

"Oh,  he's  just  a  clerk,"  answered 
the  editor.  "He  tells  me  he  has  })cen 
here  three  years  but  you  probably 
never  came  in  contact  with  him.  In  a 
big  place  like  this,  of  course,  you 
wouldn't  know  them  all." 

"I  suppose  not,"  agreed  the  presi- 
dent, picking  up  the  little  magazine 

•  Director.  House-Organ  Department  of  the  Thurlow 
Advertising  Service,  Boston,  Mass. 


again  and  turning  to  Parkhurst's  arti- 
cle. "But  how  comes  a  fellow  in  the 
advertising  department  to  know  much 
about  i)roduction?" 

"I'm  sure  I  can't  say,"  admitted  the 
editor. 

"Well,  I  guess  I'll  read  his  article. 
If  it  shows  he  knows  what  he  is  talking 
about,  I'll  see  that  he  is  transferred  to 
the  production  department  where  he 
can  put  his  ideas  into  effect,"  de- 
clared the  president  as  the  editor  arose 
to  go. 

Two  days  later,  Parkliurst  got  the 
surprise  of  his  life  when  a  messenger 
came  to  his  desk  and  told  him  the 
president  wished  to  see  him  imme- 
diately in  his  office. 

For  three  years,  Parkliurst  had 
worked  in  the  advertising  department 
and  not  more  than  three  times  had  he 
even  seen  the  president ,  which  was  not 
unusual  in  so  large  an  organization. 

The  clerk  had  been  feeling  rather 
discouraged  of  late.  He  had  awakened 
suddenly  to  the  fact  that  he  had  been 
three  years  in  the  same  job  while  oth- 
ers, who  had  come  in  after  he  had,  had 
gone  ahead  of  him  when  promotions 
were  made.  He  did  not  seem  to  fit  in 
the  advertising  department.  He  did 
not  see  any  chance  for  advancement 
there.  Anyway,  he  was  more  inter- 
ested in  the  production  end  of  the  busi- 
ness. All  his  previous  experience  had 
been  in  that  branch.  The  only  reason 
he  had  taken  a  jol>  in  the  advertising 
department  three  years  before  was 
that  the  only  chance  for  a  job,  when  he 
ap])lied,  was  in  that  department,  and 
he  had  to  have  employment.  (How 
often  this  is  responsible  for  misfits  in 
jobs!) 
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All  these  things  flashed  through 
Parkhurst's  mind  as  he  made  his  way 
through  the  long  corridors  to  the  presi- 
dent's ofBce.  His  almost  timid  knock 
on  the  door  that  bore  the  president's 
name  brought  the  big  boss's  secretary 
to  let  him  inside.  He  was  surprised  at 
the  president's  cordial  greeting. 

"Good  morning,  Parkliurst,"  he 
said,  smiling.  "Sit  down  here,"  indi- 
cating a  chair.  And  when  the  clerk 
was  seated,  the  boss  leaned  back  and 
surveyed  him  as  if  sizing  him  up. 
Then  he  spoke: 

"I've  been  reading  your  article  on 
'How  to  Increase  Production'  in  this 
month's  magazine,  Parkhurst,"  he 
said.  "It  was  bully!  How  did  you 
come  to  know  so  much  about  produc- 
tion when  you  have  always  worked  in 
the  advertising  office  here?" 

Parkhurst  told  him  that  his  previous 
experience  had  been  in  the  production 
end,  that  he  liked  it  and  had  con- 
tinued to  study  it,  in  industrial  books 
and  magazines,  even  in  the  plant  itself 
as  much  as  he  could. 

"You  see,  it  is  the  branch  of  busi- 
ness I  like  best,  sir,"  he  concluded. 

"Well,  then,  I  am  going  to  give  you 
a  chance  to  show  what  you  can  do 
there,"  said  the  boss.  "Next  Monday 
you  go  to  the  production  department 
and  report  to  Malloy." 

Less  than  a  year  later,   Parkhurst 


was  made  assistant  to  the  head  of  that 
department.  If  he  had  been  a  misfit  in 
the  advertising  ofiice,  he  certainly  was 
a  fit  in  the  production  division.  He 
had  found  the  work  he  liked  best  and, 
therefore,  the  work  he  could  do  best, 
since  he  also  had  knowledge  of  it. 

The  same  day  that  Parkhurst  re- 
ceived his  transfer  to  a  better  job, 
Jones,  the  fellow  who  had  TivTitten  the 
article  on  "How  to  Cut  Down  Waste," 
drew  a  promotion,  too.  A  job  was 
created  for  him.  He  was  put  in  charge 
of  the  work  of  eliminating  waste  in  the 
factory.  The  first  thing  he  did  was  to 
carry  out  the  very  savings  practices  he 
had  advocated  in  his  article. 

Both  the  company  and  these  two 
employees  benefited  by  the  president's 
discovery  of  two  men  with  creative 
ideas  holding  inferior  positions  in  his 
great  industrial  organization.  As  a 
matter  of  fact,  the  economies  and  pro- 
gressive ideas  put  into  efi'ect  by  these 
two  employees  alone — once  they  were 
put  in  the  right  jobs — would  have  off- 
set the  cost  of  several  house-organs. 

Both  men  were  on  the  wrong  jobs 
when  the  discovery  was  made,  and  so 
they  were  less  valuable  to  their  em- 
ployer. That  meant  that  they  not  only 
were  not  giving  the  service  of  which 
they  were  capable  but  each  was  re- 
ceiving in  pay  much  less  than  he  was 
capable  of  earning. 


And  itt  the  very  fellow  he's  Spent  years  in  seao-ching  for ! ! 
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He  came  to  recognize  that  when  men 
write  about  the  business  they  are  in, 
they  think  about  the  business  they  are 
in — when  they  write  about  their  busi- 
ness they  tell  what  they  know  about 
that  business.  And  this  is  good,  both 
for  the  business  and  for  themselves. 

He  came  to  realize  that  a  properly 
edited  employee  magazine  not  only  de- 
velops men  but  reveals  men. 

Thereafter  the  most  studious  reader 
of  that  company's  house-organ  was  the 
president,  himself.  Through  the  arti- 
cles written  by  employees,  some  of 
whom  he  never  had  heard  of  before, 
the  big  boss  discovered  many  other 
workers  with  creative  ideas  and  special 
abilities  for  jobs  which  they  did  not 
hold. 

^^^lile  the  aim  of  this  article  is  to 
emphasize  one  value  of  employees' 
magazines,  attention  may  be  called  in 
passing  to  another  phase  of  the  subject 
to  show  the  value  of  house-organs  to 
the  executive.  Two  specific  illustra- 
tions are  given  by  James  Melvin  Lee 
in  the  chapter  on  the  "House-Organ" 
in  his  book  "Business  Writing." 

Tlie  house-organ  lias  become  almost  a 
necessity  in  the  modern  manufacturing 
plant  or  business  establishment.  It  ranges 
from  the  single  mimeograph  sheet  of  little 
local  items  to  the  pretentious  publication 
which,  from  an  artistic  standpoint,  compares 
favorably  with  illustrated  popular  maga- 
zines. It  is  a  recent  development  in  a 
business  world  which  has  only  just  realized 
the  value  of  publicity.  Its  importance  is 
seen  from  the  fact  that  even  recent  fiction 
mentions  the  house-organ  as  part  of  the 
equipment  of  a  business  plant. 

The  owner  of  a  metropolitan  department 


store  once  remarked  that  after  founding  the 
business,  his  father  made  a  practice  of  talk- 
ing personally  with  every  employee  at 
least  once  a  month,  and  thus  hrouglit 
about  a  wonderful  spirit  of  co-operation  in 
the  store.  The  present  owner,  on  account 
of  the  number  of  employees,  can  no  longer 
follow  in  the  footsteps  of  his  father,  but  he 
seeks  to  carry  out  the  sj)irit  of  his  father's 
plan  by  addressing  the  employees  every 
month  through  the  hous(!-organ. 

An  official  connected  with  a  big  business 
enterprise  in  Chicago  expressed  a  somewhat 
similar  view  when  he  asserted: 

Particularly  in  a  large  organization  tlie  house- 
organ  is  the  one  medium  by  which  the  general 
executives  come  in  contact  with  the  employees 
of  all  ranks.  In  our  own  organization,  for  in- 
stance, with  its  thirty  thousand  or  more  people, 
it  is  impossible  for  our  highest  executives  to 
know  more  than  a  few  of  the  workers.  Our  pub- 
lication, however,  gives  them  an  opportunity 
monthly,  if  they  desire,  to  send  out  a  message. 

Even  in  the  news  editor  of  the  house- 
organ  was  found  a  reflector  of  the 
things  which  were  on  the  workers' 
minds — things  which,  if  allowed  to 
breed  and  grow,  might  cause  serious 
misunderstandings,  ill-will,  and  even 
open  breaks  in  the  great  organization. 
The  news  editor  became  the  personnel 
manager's  most  valuable  ally — not  a 
spy  but  a  friendly  promoter  of  better 
imderstanding  and  good-will. 

The  president  had  discovered  what 
few  masters  of  our  great  industrial  or- 
ganizations ever  learn — that  one  of  the 
most  valuable  features  of  an  employee 
magazine  can  be  its  revelation  of  the 
men  with  ideas  within  the  organization 
— that  is,  the  right  men  for  the  right 
jobs. 


INVENTORIES  AND  THEIR  VALUATION   FOR 
INCOME  TAX  PURPOSES 

BY  L.  C.  HAUGH* 


INVENTORIES  in  the  past  were 
generally  handled  in  a  practical 
manner  and  were  valued  more  or  less 
conservatively.  Since  the  exceedingly 
heavy  taxes  on  income  have  been  im- 
posed, however,  the  tax  authorities 
have  promulgated  many  rules  for 
guidance  in  valuing  inventories,  with  a 
view  to  uniform  treatment  and  in 
order  that  they  may  disclose  full 
statutory  income. 

Many  manufacturers  and  merchants 
have  revised  understated  inventories 
to  conform  wth  the  requirements  and 
often  with  a  desire  to  secure  the  benefit 
of  such  increase  in  invested  capital. 
At  the  present  time,  when  commodity 
values  have  been  on  a  constant  decline 
and  broader  rulings  adopted,  it  is  be- 
lieved fitting  to  review  the  subject 
somewhat  and  sum  up  the  require- 
ments as  they  exist  today. 

Section  203  of  the  Revenue  Act  of 
1921,  provides  that,  "In  order  to  re- 
flect the  net  income  correctly,  inven- 
tories, at  the  beginning  and  ending  of 
each  year,  are  necessary  in  every  case 
in  which  production,  pxirchase,  or  sale 
of  merchandise,  is  an  income  produc- 
ing factor."  The  regulations  are  pro- 
mulgated by  the  Commissioner  of  In- 
ternal Revenue  in  accordance  with 
Section  1309  of  the  Act,  which  dele- 
gates the  power  to  make  all  needful 
rules  and  regulations  for  the  enforce- 
ment of  Section  203,  and  others. 

Article  1581  (Regulations  45)  fur- 
nishes a  clear  and  definite  statement 
of  what  must  be  included  in  inventories 
for  income  tax  purposes.     They  should 

•Formerly  Chief  of  the  In\entory  Section,  Income 
Tax  Unit,  Washington,  D.  C. 


comprise  all  commodities  purchased 
for  resale  by  a  merchant,  and  raw 
materials,  goods  in  process,  finished 
goods,  and  in  some  cases  supplies,  by  a 
manufacturer. 

By  direct  implication  all  other  things 
of  value  must  be  excluded  therefrom. 
Due  consideration  should  be  given  to 
consigned  goods — both  on  hand  and 
in  the  hands  of  customers,  goods  in 
public  warehouses  subject  to  order, 
goods  in  cold  storage,  goods  in  transit, 
etc.,  whenever  the  title  is  vested  in  the 
taxpayer. 

Physical  inventories  computed  from 
actual  count,  either  by  weight,  number 
of  units,  or  by  measurement,  are  pref- 
erable. Book  or  perpetual  inven- 
tories used  in  connection  with  a  cost 
system,  when  properly  and  accurately 
kept,  may  be  used.  Estimated  inven- 
tories should  be  avoided  as  they  often 
lack  the  proof  of  correctness. 

Whenever  an  increase  or  decrease  in 
the  figures  of  a  book  or  perpetual  in- 
ventory (or  an  estimated  inventory)  is 
determined  by  a  physical  inventory,  it 
is  usually  considered  an  adjustment  in 
the  year  discovered,  imless  it  can  be 
fully  established  that  definite  proration 
is  applicable  to  previous  years. 

The  regulations  (Article  1582)  offer 
a  choice  of  two  distinct  methods  for 
proper  valuation  of  inventories.  This 
article  provides — "Inventories  should 
be  valued  at  (a)  cost  or,  (b)  cost  or 
market,  whichever  is  lower."  Under 
abnormal  conditions,  however.  Treas- 
ury Decision  3109  permits  the  use  of 
selling  price,  if  actual  selling  prices 
were  lower  than  cost  or  market. 

Any  other  method  used  for  this  pur- 
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pose  is  not  in  accord  with  the  regula- 
tions; such  inventories  shoukl  be  re- 
viewed, corrections  made  accordingly, 
and  amended  returns  filed  for  the 
periods  affected.  This  also  applies 
where  intercompany  profits  have  been 
added  to  value  of  inventories  of  sub- 
sidiary companies. 

When  corrections  of  erroneous  val- 
uations are  necessary,  it  is  the  usual 
practice  to  allow  the  taxjjayer  a  choice 
of  basis  to  be  used,  which  must  be 
consistently  followed  throughout  the 
period  of  adjustment  and  in  future 
years,  unless  permission  is  granted  by 
the  Commissioner  to  change  to  some 
other  basis. 

Some  of  the  methods  employed  for 
taking  or  valuing  inventories,  which 
are  not  permissible,  are: 

1.  Deducting  from  the  inventory  a  re- 
serve for  price  changes,  or  an  estimated 
depreciation  in  the  value  thereof. 

2.  Taking  work  in  process,  or  other  parts 
of  the  inventory,  at  a  nominal  price  or  at 
less  than  its  proper  value. 

3.  Omittance  of  any  portion  of  the  stock 
on  hand. 

4.  Use  of  a  constant  price  or  a  nominal 
value  for  a  so-called  normal  quantity  of 
materials  or  goods  in  stock. 

5.  Including  stock  in  transit,  either 
shipped  to  or  from  the  taxpayer,  the  title 
of  which  is  not  vested  in  the  taxpayer. 

6.  Use  of  a  constant,  an  average,  or  a 
nominal  price. 

Articles  143  and  102  of  the  regulations 
specify  clearly  that  obsolescence  and  depre- 
ciation do  not  apply  to  merchandise 
inventories. 

Cost,  when  used  as  a  basis  for  pric- 
ing inventories,  means  the  actual  net 
invoice  price  paid  for  the  articles. 
Cash  discounts  may  or  may  not  be  de- 
ducted at  the  o])tion  of  the  taxpayer, 
but  whichever  method  is  adopted 
must  be  consistently  used. 

To  the  cost  price  of  raw  materials  of 
a  manufacturer,  or  the  finished  goods 
purchased  by  a  merchant  for  resale, 


should  be  added  the  cost  of  freight, 
hauling,  and  handling,  to  place  the 
materials  in  store  or  warehouse. 

Cost,  in  valuing  finished  or  partly 
finished  materials  of  a  manufacturer, 
means  that  to  the  cost  of  raw  materials 
will  be  added  all  labor  and  expense 
necessary  to  put  the  product  in  its 
finished  or  partly  finished  condition. 
These  co.sts  must  be  built  up,  using  the 
original  raw  material  cost  as  a  basis  to 
which  must  be  added  the  cost  of  each 
operation  in  the  process  of  manufacture. 

Market  is  defined  as  the  current  bid 
price  prevailing  at  the  date  of  the  in- 
ventory for  the  particular  merchandise 
and  is  applicable  to  goods  purchased 
and  on  hand. 

Mere  quotations  are  not  always  con- 
sidered to  be  "current  bid  prices." 
To  establish  a  "bid"  price  it  is  neces- 
sary to  show  actual  tradings  in  the 
particular  merchandise  at  the  prices 
used,  and  such  tradings  should  ordi- 
narily be  in  the  volume  at  which  the 
taxpayer  is  in  the  habit  of  trading,  or 
in  about  the  same  volume  as  the  trans- 
actions in  which  the  goods  in  the  in- 
ventory were  purchased.  It  is  not 
necessary  for  the  taxpayer  to  have 
made  the  transactions  which  are  being 
used  to  establish  the  market  price;  the 
known  transactions  of  others  are  ac- 
ceptable proof. 

Raw  materials  of  a  manufacturer,  or 
merchandise  piu-chascd  for  resale  by  a 
merchant,  are  priced  in  the  same  man- 
ner as  cost,  except  that  the  market 
price  is  used  in  place  of  cost  price. 
Finished  and  partly  finished  (materials 
in  process)  products  are  priced  in  the 
same  manner  as  under  the  cost  method, 
except  that  the  starting  or  basic 
figure  will  be  the  market  i)rice  in  place 
of  actual  cost  price. 

In  using  "cost  or  market,  whichever 
is  lower"  method  the  tax])a5^er  should 
set  up  three  columns  on  his  inventory 
record,    designated    as    follows:    first, 
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cost;  second,  market;  third,  the  lower. 
In  the  first  coUimn  should  be  entered 
the  cost  per  unit  or  item,  in  the  second 
column  should  be  entered  the  market 
price,  and  in  the  third  column  should  be 
entered  the  lower  of  the  two  pre^^ous 
figures.  Each  and  every  item  of  the 
inventory  should  then  be  extended  by 
com])uting  the  number  of  units  in  the 
item  by  the  value  in  the  third  column ; 
the  total  of  the  extensions  added  to- 
gether will  then  give  the  value  of  the 
inventory  at  "cost  or  market,  which- 
ever is  lower." 

The  interpretation  of  "whichever 
basis  is  adopted  must  be  applied  to 
each  item  and  not  merely  to  the  total  of 
the  inventory"  in  the  original  Article 
1582  was  not  intended  to  be  restricted 
by  the  wording  of  Treasury  Decision 
3108,  "whichever  basis  is  adopted 
must  be  applied  to  the  entire  inven- 
tory." The  amended  ruling  is  re- 
garded as  giving  a  broader  application, 
so  that  if  a  taxpayer  wishes  to  waive 
additional  detail  work  in  extensions  of 
the  third  column,  he  may  choose  the 
lower  of  the  totals  as  represented  in  the 
first  two  columns. 

Where  no  market  can  be  established, 
cost  may  be  required,  except  under  ab- 
normal conditions,  when  selling  price 
may  be  substituted,  if  lower  than  cost. 
If  goods  were  not  actually  sold  below 
cost,  however,  and  a  free  and  open 
market  is  established  in  the  following 
year,  inventories  may  be  revalued  on 
the  market  thus  determined.  Such 
revaluations  require  substantial  sup- 
porting data  and  often  affida\'its  of 
experts. 

At  no  time  can  selling  price  be  used 
as  a  basis,  unless  under  abnormal  con- 
ditions the  selling  price,  by  comparison, 
is  sho^vn  to  be  lower  than  either  cost  or 
replacement  market  of  the  particular 
item.  When  such  selling  price  is  used, 
the  presumption  v^-ill  Ije  that  the  mer- 
chandise was  sold  at  a  sacrifice;  there- 


fore no  deduction  is  allowed  for  selling 
cost  or  percentage  of  profit  sacrificed. 
The  selling  price  used  must  be  actual 
figures  at  which  the  goods  were  sold  by 
the  taxpayer,  and  so  substantiated  by 
sales  records. 

A  taxpayer  haxang  filed  a  return  for 
a  fiscal  year  ending  during  any  part  of 
1920,  may  take  advantage  of  the  privi- 
lege granted  inider  Treasury  Decision 
3108,  by  revaluing  inventory  at  selling 
price    and    submit    amended    returns. 

Goods  in  process  and  completely 
finished  goods  are  valued  in  the  same 
manner.  To  the  cost  of  basic  raw 
materials  are  added  the  labor  costs  and 
Ijurden. 

It  has  been  the  practice  in  some 
cases  to  assume  that  goods  in  process 
were  on  the  average  one-half  finished. 
Such  practice  is  carefully  scrutinized 
and  the  proof  must  be  established 
satisfactorily  that  such  was  actually 
the  case. 

In  so  far  as  physical  weight  or  count 
is  concerned,  it  will  be  proper  to  use 
50  per  cent  of  the  rated  machine  capac- 
ity as  a  close  approximation  of  the 
exact  quantity  of  material  in  or  on  a 
machine.  This  does  not  exclude  the 
use  of  a  more  accurate  method  when 
same  is  obtainable.  This  method, 
however,  is  not  permitted  to  apply  to 
goods  in  process  passing  from  one  de- 
partment to  another,  in  a  semicom- 
pleted  state,  or  waiting  to  be  placed 
through  a  subsequent  process,  where 
physical  weight  or  count  can  be  as- 
certained. 

In  Treasury  Decision  3109  the  tax- 
payer has  the  right  after  establishing 
the  value  of  finished  goods,  to  deter- 
mine the  value  of  partly  finished  prod- 
ucts by  using  a  percentage  equal  to 
the  then  condition  of  such  products 
compared  wth  the  finished  product. 
Due  consideration  must  be  given  to  the 
elements  of  cost  contained  in  the  partly 
finished  goods.     As  an  cxam])lc — 100 
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per  cent  of  the  raw  material  may  be 
present  in  an  article  only  one-half 
finished;  therefore  the  article  cannot 
be  considered  to  have  a  value  of  only 
one-half  the  finished  product.  Only  a 
small  portion  of  labor  or  burden  as  rep- 
resented in  the  finished  goods,  how- 
ever, may  be  present  in  the  one-half 
finished  article. 

The  use  of  "market"  also  applies  to 
labor  and  burden,  as  well  as  raw  mate- 
rials. Ordinarily  "market"  on  labor 
and  burden  will  be  measured  by  the 
actual  payments  for  labor  and  burden 
at  the  end  of  the  period.  As  an  il- 
lustration, the  labor  represented  in 
some  finished  goods  on  hand  in  the  in- 
ventory, that  were  produced  earlier  in 
the  year,  may  have  been  at  higher  rates 
than  what  obtained  at  the  close  of  the 
year.  The  lower  rates  in  effect  may  be 
substituted.  If  a  taxpayer  announced 
a  reduced  wage  schedule  prior  to  the 
close  of  the  year,  effective  in  the  suc- 
ceeding year,  or  was  prevented  from 
placing  such  lower  schedule  into  effect 
by  reason  of  cessation  of  operations  at 
his  mill  or  factory,  until  the  succeeding 
year,  it  will  be  proper  to  use  such  re- 
duction as  an  item  of  reproduction  cost 
for  valuing  inventories  at  the  close  of 
the  year. 

If  the  total  cost  or  amount  expended 
for  supplies,  such  as  coal,  water,  oil, 
repair  parts,  etc.,  is  charged  off  into 
Profit  and  Loss  account,  and  thereby 
become  parts  of  cost  of  goods  sold  or 
manufactured,  it  will  be  necessary  to 
include  such  items  that  are  on  hand  at 
the  end  of  the  period,  in  the  inventory 
used  to  determine  cost  of  goods  sold, 
for  tax  piirposes.  When  items  of 
supplies  are  charged  to  Profit  and  Loss 
account  only  as  used,  no  inventories  of 
supplies  are  required. 

Burden  should  cover  most  of  the  in- 
direct charges,  including  indirect  ma- 
terials, which  cannot  be  applied  in  a 
direct   manner,   indirect   or   non-pro- 


ductive labor,  and  expense.  These 
indirect  charges  are  often  termed 
"factory  overhead,"  "indirect  factory 
expense,"  or  "manufacturing  expense." 
Items  composing  indirect  charges 
will  necessarily  vary  in  almost  every 
factory,  but  the  following  list  includes 
certain  items  which  should  be  used  in 
applying  burden  as  one  of  the  elements 
of  cost  in  valuing  inventories : 


Indirect  materials 

Supplies 

Scrap  materials 

Small  tools 

Inspection 

Experimental  work 

Factory  clerk's 
salary 

Miscellaneous  fac- 
tory expense 


Supervision,  superin- 
tendence, and  fore- 
manship 

Rent 

Insurance 

Local  taxes 

Interest 

Depreciation 

Repairs  and  renewals 

Light,  heat  and  power 


"Scrap  material" — much  depends 
upon  the  use  or  definition  of  this  term. 
Trimmings,  cuttings,  small  ends,  etc., 
which  are  not  usable  in  the  particular 
business  or  industry  and  have  lost  their 
original  raw  material  form,  may 
properly  be  termed  "  scrap." 

Such  items,  that  by  a  small  ex- 
penditure may  be  reworked  so  as  to 
lend  themselves  to  manufacturing  pur- 
poses, could  not  be  said  to  carry  scrap 
value  in  an  inventory.  Again,  ma- 
terials partly  manufactured  or  com- 
pletely finished,  still  carried  on  hand 
but  out  of  style  or  demand,  or  other- 
wise wholly  or  partly  xmsalable,  as 
such,  cannot  always  be  classed  as 
"scrap,"  but  must  be  priced  at  full 
value  until  disposed  of,  at  which  time 
the  loss,  if  any,  may  be  taken  up. 
With  the  one  exception,  however,  that 
if  it  can  be  clearly  shown  that  such 
items  can  be  replaced  at  a  price  lower 
than  the  original  cost,  such  replace- 
ment value  may  be  used. 

Likewise  shorts,  seconds,  remnants, 
and  damaged  goods  are  considered  to 
carry  the  full  cost  of  perfect  finished 
goods,  and  whenever  disposed  of  at  a 
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lower  value  the  loss  is  then  determined. 
If  valued  at  any  other  figure  than  ac- 
tual cost  to  produce,  the  difference 
should  be  carried  by  the  perfect  goods. 
Replacement  value,  of  course,  can 
always  be  used,  if  substantiated. 

The  inventories  as  carried  in  the 
balance  sheets  should  always  agree 
with  the  figures  used  in  Schedule  A 
(cost  of  goods  sold)  in  the  tax  return. 
In  the  proper  space  on  the  tax  return, 
statement  should  be  made  of  the  basis 
used  and  the  inventor}^  certificate 
(Form  1126)  should  be  properly  ex- 
ecuted and  filed  with  the  return. 

In  instances  where  cost  in  all  cases 
is  lower  than  market,  the  taxpayer 
should  prefer  to  designate  the  basis 
used  as  "cost  or  market,  whichever  is 
lower,"  if  he  has  actually  followed  that 
method. 

In  changing  from  (a)  or  (b)  basis,  it 
is  not  necessary  to  correct  the  opening 
inventory  to  the  same  basis. 

The  general  rule  of  the  Biu-eau  of 
Internal  Revenue  is  that  when  spe- 
cific  identity   cannot   be   established. 


the  inventory  will  be  presumed  to  con- 
sist of  the  most  recent  purchases.  It 
follows,  therefore,  that  the  only 
average  permissible  would  apply  to  the 
last  purchases  which  exhaust  the  total 
quantity  in  the  closing  inventory. 

A  taxpayer  must  consistently  follow 
through  the  method  of  pricing  he  has 
adopted.  Once  an  election  has  been 
made,  a  change  will  not  he  recognized 
unless  application  is  made  to  the  Com- 
missioner and  his  permission  obtained. 
At  the  close  of  the  calendar  year  1920, 
taxpayers  had  the  opportunity  to 
change  the  basis  of  valuation,  regardless 
of  past  practice,  pro\'ided  a  disclosure 
of  the  fact,  and  that  it  represented  a 
change,  was  made  in  the  return.  Such 
new  basis  adopted  must  be  adhered  to 
in  the  future. 

Any  inventory,  of  course,  presents 
problems  peculiar  to  the  particular 
business;  therefore  this  article  can 
only  hope  to  cover  the  general  points. 
Special  regulations  apply  to  inventory 
valuations  and  methods  for  various 
lines  of  industry. 


THE  AUDITING  OF  BROKERAGE  FIRMS 


BY  ROBERT  L.  SMITLEY* 


THE  recent  series  of  disastrous 
failures  in  connection  with  bucket- 
shops  and  "near"  bucket-shops  has 
brought  up  the  problems  rekiting  to 
the  audit  of  brokerage  firms'  accounts. 
Possibly  the  most  important  factor 
connected  with  the  situation  is  the  ap- 
parent victory  of  the  accountants  over 
the  inherent  dislike  which  all  brokers 
have  for  accountants  and  their  trade. 
Not  that  this  dislike  has  been  done 
away  with,  but  the  accountants  will 
now,  at  least,  have  the  opportunity 
for  proving  that  their  profession  has 
its  advantages,  thereby  ultimately 
overcoming  this  dislike. 

The  New  York  Stock  Exchange  of- 
ficialdom has  practically  committed 
itself  to  periodic  audits  of  the  books 
of  its  members.  In  addition  to  the 
dictum  that  trial  balances  must  be 
taken  off  each  month,  which  relates  to 
the  internal  bookkeeping  factors,  it  is 
decreed  that  at  least  t^vice  each  year 
there  shall  be  submitted  a  general  bal- 
ance sheet  sho\\ang  the  condition  of 
the  business. 

There  can  be  but  two  purposes  for 
this  audit.  The  first  purpose  is  the 
satisfaction  of  proving  the  accounts 
and  the  second  purpose  is  to  determine 
the  ethical  standards  of  the  business. 
The  character  of  the  audit  for  the 
first  purpose  is  purely  mechanical. 
Thus  far  no  official  forms  have  been 
issued  to  standardize  such  audit,  but 
no  doubt  this  will  be  attended  to. 
Such  an  audit  is  infinitely  more  sim])le 
in  character  than  that  of  a  mercantile 
business.  The  essential  features  in 
connection  with  it  are  well  outlined  in 

*  Formerly     Caahier     for    Shcarson     Hammill    and 
Company. 
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F.  S.  Todman's,  "Wall  Street  Ac- 
counting" (Chapters  XXVI  and 
XXVII)  and  this  paper  can  add  noth- 
ing to  the  clear  and  concise  instruc- 
tions which  Mr.  Todman  gives. 

The  method  and  character  of  the 
second  mentioned  purpose  of  the  audit 
is  that  which  will  give  the  investigator 
much  troul)le.  There  can  be  nothing 
standardized  regarding  the  audit  of 
the  ethics  of  a  brokerage  business 
but  there  can  be  suggested  various 
features  of  the  brokers'  books  which 
are  indications  of  his  correct  attitude 
to  his  business. 

II 

So  that  we  may  clarify  the  funda- 
mental factors  connected  with  the 
ethical  audit,  there  is  listed  such  as 
appear  to  be  especially  important: 

1.  Are  all  of  the  accounts  real  accounts, 
representing  bona  fide  investors  and  spec- 
ulators? 

One  of  the  most  difficult  features  in  an 
investigation  for  the  accountant  would  be 
to  determine  the  authenticity  of  the  ac- 
counts on  the  books.  If  the  account  is 
numbered,  the  accountant  must  be  certain 
as  to  whether  or  not  it  belongs  to  the  firm, 
a  real  client,  or  is  fictitious.  Much  of  the 
juggling  of  accounts  in  past  days  was  due 
to  the  method  of  numbering  them  so  as  to 
keep  the  information  away  even  from  the 
employees.  An  audit  would  mean  very 
little  if  this  information  were  not  satisfac- 
torily determined  upon. 

2.  In  the  cliecking  up  of  stocks  and 
bonds,  the  exact  ownership  is  necessary. 
Should  the  brokerage  firm  have  acted  in 
the  capacity  of  underwriters,  it  is  ccmeciv- 
al)le  that  they  might  have  allotted  some  of 
this  stock  to  clients  in  a  manner  whereby 
the  client  could  repudiate  the  transaction. 
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Unless  it  is  determined  bj-  a  thorough 
checking  up  process  directly  with  the 
cUents,  on  the  part  of  the  auditor,  any 
audit  would  be  ridiculous. 

3.  WTierever  there  appears  a  large  quan- 
tity of  any  one  class  of  securities  which 
lacks  an  active  market,  in  turning  them 
into  terms  of  dollars,  the  "auction"  price 
for  such  securities  should  be  used  instead  of 
the  last  available  bid  price.  It  would 
seem  as  though  this  would  have  to  be  ar- 
bitrarily determined  by  some  expert  in  the 
business. 

4.  The  character  and  habits  of  the  part- 
ners are  possibly  the  most  important  ab- 
stract feature  of  an  audit.  In  terms  of 
mercantile  accounting  the  analogy  would 
be  in  the  investigation  of  the  management. 

5.  Are  any  of  the  customers  in  any  way 
connected  with  other  firms.'  The  New 
York  Stock  Exchange  is  continuously  at- 
tempting to  prevent  a  connection  of  any 
of  its  membership  with  others  who  do  a 
brokerage  business,  receiving  the  monies  of 
clients,  but  not  conforming  with  the  ethical 
standards  set  by  the  New  York  Stock  Ex- 
change. This  part  of  the  audit  bears 
directly  upon  the  attempt  to  eliminate 
the  bucket-shop  by  preventing  the  use  of 
quotations  or  facilities  which  arise  through 
the  functioning  of  the  Stock  Exchange. 

6.  AMiat  are  the  outside  interests  of  the 
partners.'  An  investigation  along  purely 
concrete  accounting  lines  may  easily  be 
made.  But  suppose  that  one  of  the  part- 
ners is  interested  in  an  outside  venture. 
Suppose  that  the  auditor  of  the  firm  knows 
nothing  about  the  outside  venture  and 
later  this  venture  fails,  necessitating  the 
withdrawal  of  the  partner's  capital.  Thus 
the  capital  of  the  firm  may  be  seriously 
impaired  within  a  few  hours  after  a  con- 
crete audit  has  been  made.  The  investi- 
gator must  of  necessity  go  deeper  into  the 
situation  than  the  e\ndence  presented  on 
the  books  of  the  brokerage  firm. 

7.  In  converting  the  accounts  of  the  firm 
into  terms  of  money,  the  auditor  must  ac- 
cept an  arbitrary  price  for  securities  as  of 
a  certain  time  and  date.  Therefore  the 
auditor  must  be  able  to  find  an  active  or  a 
real  market  for  the  securities  which  are  on 
the  books  of  the  firm.  He  must  not  be 
deceived  by  accepting  the  "say-so"  of  the 


broker  or  his  clerks  but  must  obtain  his 
figures  from  original  sources. 

8.  The  average  of  the  margin  in  the  ac- 
counts, conservatively  determined,  will  be 
a  very  excellent  indication  of  the  manage- 
ment of  the  firm.  If  the  margin  is  very 
low  on  the  average,  of  course,  the  accounts 
will  bear  watching  but  this  in  the  end  is 
not  definitive.  The  margin  is  a  matter  of 
extending  credit  and  it  depends  upon  the 
client.  It  would  be  safer  to  have  a  five- 
point  margin  with  IMr.  Morgan  or  Mr. 
Rockefeller  than  a  twenty-point  margin 
with  "Mr.  Smith."  Therefore  in  averaging 
the  margin  the  auditor  would  of  necessity 
exclude  a  large  account  of  this  nature. 
In  the  Hughes  investigation  the  following 
comment  is  made: 

"The  amount  of  margin  which  a  broker 
requires  from  a  speculative  buyer  of  stocks 
depends  in  each  case,  on  the  credit  of  the 
buyer;  and  the  amount  of  credit  which  one 
person  may  extend  to  another  is  a  dan- 
gerous subject  on  which  to  legislate.  On 
the  other  hand,  a  rule  made  by  the  Ex- 
change could  safely  deal  with  the  prevalent 
rate  of  margins  required  from  customers. 
In  preference  therefore  to  recommending 
legislation  we  urge  upon  all  brokers  to 
discourage  speculation  upon  small  mar- 
gins and  upon  the  Exchange  to  use  its  in- 
fluence, and,  if  necessary,  its  power  to  pre- 
vent members  from  soliciting  business  on 
a  less  margin  than  20  per  cent." 

In  addition  the  Exchange  has  a  rule 
which  permits  it  to  punish  any  member 
\'iolating  this  recommendation.  This  rule 
is  of  necessitj'  elastic  and  therefore  the  in- 
vestigation of  the  margin  transactions  is 
more  of  a  sociological  proposition  than  a 
mathematical  one. 

9.  One  of  the  most  unethical  acts  on  the 
part  of  the  broker  is  to  \'iolate  the  rules 
concerning  the  charging  of  the  minimum 
commission  and  interest.  The  Exchange 
is  very  strict  in  the  application  of  this  rule 
even  from  the  most  indirect  \4ewpoints. 
Therefore  the  auditor  must  be  certain  to 
check  up  all  payments  made  and  all  credits 
given.  An  investigation  of  the  expense 
accounts  might  possibly  reveal  an  indis- 
cretion of  this  kind  or  an  examination  of 
the  personal  accounts  of  the  partners  might 
assist  in  the  revelation. 
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10.  The  New  York  Stock  Exchange  and 
the  Laws  of  the  State  of  New  York  deal 
with  the  re-hypothecation  of  securities  to  a 
greater  anioinit  than  the  indebtedness  of 
the  chent.  Therefore  the  auditor,  to  do 
justice  to  his  work,  wUl  be  compelled  to 
investigate  each  item  separately  and  dis- 
cover the  location  of  each  item  from  among 
the  securities. 

11.  When  a  client  has  paid  for  his  secu- 
rities, they  must  be  separated  from  the  busi- 
ness of  the  firm  and  so  placed  for  safekeep- 
ing and  marked  that  in  case  of  failure, 
tliere  will  be  no  likelihood  of  such  personal 
}jroperty  belonging  to  others  getting 
mixed  up  with  the  assets  of  the  firm.  In 
no  instance  may  the  broker  use  this  prop- 
erty for  the  interests  of  his  business  and  in 
the  check-up  this  is  a  vital  fact  to  consider 
and  investigate. 

12.  The  securities  wliich  are  purchased 
on  margin  are  usually  held  by  the  broker 
in  the  name  of  the  firm  so  to  as  facilitate 
negotiability  in  their  use  as  collateral. 
The  auditor  must  be  very  careful  to  trace 
the  dividends  which  may  be  due  the  client. 
Should  his  securities  be  loaned  to  other 
brokers  and  a  premium  for  their  use  be 
collected,  the  client  is  entitled  to  this  pre- 
mium— though  he  may  not  know  about  it 
— and  the  auditor  will  find  it  necessary  to 
determine  the  apportionment  of  these  pre- 
miums to  learn  if  they  have  been  properly 
distributed.  Care  in  the  matter  of  divi- 
dends and  premiums  is  indicative  of  the 
character  of  the  brokerage  firm. 

13.  One  of  the  most  complicated  of  the 
accounts  is  that  pertaining  to  the  New  York 
State  and  Federal  revenue  stamps.  What 
does  this  accoimt  show  and  how  does  it 
check  up? 

14.  There  has  pre\nously  been  mentioned 
the  necessity  for  investigating  the  part- 
ners' accounts  to  determine  the  use  of 
funds  outside  of  the  business.  A  broker- 
age firm,  members  of  the  New  York  Stock 
Exchange  cannot  be  incorporated,  and 
therefore  the  partners  are  liable  for  the 
acts— as  partners — of  each  other.  There- 
fore it  may  be  necessary  to  trace  the  ac- 
counts of  the  partners  outside  of  the  firm, 
to  learn  about  bank  balances,  to  determine 
if  they  maintain  speculative  or  investment 
accounts  other  than  those  with  their  own 


firm,  and  to  delve  into  all  individual  out- 
side financial  activities. 

15.  W'henever  the  brokerage  firm  carries 
on  activities  other  than  pure  stock  broker- 
age, such  as  investment  banking,  banking, 
produce,  grain  or  cotton  brokerage,  foreign 
arbitrage,  or  joint  account  transactions 
or  deals  in  options,  the  auditor  will  have 
his  hands  full  in  making  a  thorough 
investigation.  The  intricacies  may  lead 
him  far  afield  from  the  original  investiga- 
tion, but  so  long  as  there  is  a  financial 
connection  these  collateral  activities  must 
be  thoroughly  investigated. 

The  above  fifteen  suggestions  are 
merely  a  beginning  for  the  abstract  in- 
vestigation from  which  conclusions 
must  be  deduced.  It  will  readily  be 
appreciated  that  the  work  is  far  more 
difficult  than  the  mere  collating  of 
concrete  data. 

Ill 

In  fact  the  first  part  of  the  audit 
which  we  mentioned — ^the  proving  of 
the  accounts — is  not  very  vital  to  the 
outsider  or  prospective  client.  An 
audit  may  be  made  on  Thursday,  June 
25,  1922,  and  on  Friday  and  Saturday 
of  the  same  week,  the  partners  might 
so  direct  afl'airs  as  to  absolutely  wreck 
the  firm.  In  the  last  analysis  the  audit 
of  a  concrete  kind,  purely  from  the 
accountant's  viewpoint,  is  of  particular 
importance  to  the  members  them- 
selves, indicating  whether  or  not  the 
clerical  force  is  behaving  itself. 

The  conclusion  must  be  reached 
therefore  that  any  standardized  form 
of  report  from  members  to  the  New 
York  Stock  Exchange  will  accomplish 
very  little.  If  the  member  is  inclined 
to  hide  something  which  he  desires  to 
hide,  the  officials  of  the  Stock  Exchange 
will  have  to  do  their  own  examining 
both  from  the  concrete  and  abstract 
viewpoints.  Those  who  live  up  to  the 
high  standards  and  who  are  doing 
what  is  right  will  simply  have  their 
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time  taken  up  with  a  lot  of  non-essen- 
tial information  which  is  not  likely  to 
be  valuable.  It  will  add  to  the  already 
long  list  of  reports  now  demanded  by 
government,  state,  etc.,  and  in  the  end 
become  so  voluminous  that  it  will  be 
too  costly  to  get  any  beneficial  results 
from  them. 

The  honest  firm  will  not  consider 
otherwise  but  that  an  audit  of  its  af- 
fairs from  all  viewpoints  is  an  obliga- 
tion to  the  public.  It  must  be  con- 
fessed, however,  that  a  great  many 
brokerage  firms  wll  find  it  a  difficult 
matter  to  disclose  the  meagerness  of 
their  capital ;  for  it  may  mean  a  loss  of 
confidence  and  therefore  business. 
Furthermore  any  public  announce- 
ment of  the  condition  of  the  larger 
firms  is  not  likely  to  be  a  business  get- 
ting movement  at  first  but  will  act  as 
an  improvement  for  them  in  a  purely 
negative  manner  by  eliminating  the 
weaker  firms  from  competition.  In 
fact  it  is  very  doubtful  if  it  would  be 
a  good  thing  to  make  any  public  state- 
ment of  the  audit  of  a  brokerage  busi- 
ness because  of  the  fact  that  the  hon- 
est firm  would  place  all  its  cards  on  the 
table  while  the  dishonest  firm  might  be 
likely  to  hide  its  sore  spots — even 
from  an  audit — thus  harming  the  con- 
fidence of  the  public  in  the  last  analysis. 

The  suggestion  that  an  audit  be  in 
charge  of  the  state  or  the  federal  au- 
thorities would  mean  nothing  of  im- 
portance for  the  protection  of  the  pub- 
lic. It  is  generally  appreciated  that 
governments  do  an  immense  amount 
of  mischief  by  meddling  with  a  great 
many  matters,  which  they  would  have 
done  better  to  leave  alone.  The  policy 
of  "laissez-faire"  works  out  more  sat- 
isfactorily in  the  end;  for  it  permits 
the  government  to  preserve  law  and 
leave  the  economic  sphere  alone.  Of- 
ficialdom, supervising  brokerage  au- 
dits,  has   no   more   analog^'   to   bank 


audits  than  has  the  principle  of  sta- 
bilizing the  dollar  to  predestination.  So 
long  as  the  New  York  Stock  Exchange 
maintains  its  present  ethical  standard 
and  so  long  as  it  improves  that  stand- 
ard, as  it  has  during  the  past  25  years, 
the  situation  of  supervision  of  its  mem- 
bers' business  is  certainly  much  safer 
— so  far  as  the  public  is  concerned — 
by  remaining  in  its  hands.  Govern- 
mental, official  investigation  gets  into 
the  hands  of  individuals  whose  jobs 
depend  on  good  graces:  and  the  con- 
fidential information  which  such  offi- 
cials might  gain  would  not  long  remain 
confidential. 

Inasmuch,  therefore,  as  the  Stock 
Exchange  and  its  member  firms,  have 
"gone  in  for"  the  accountant,  there  is 
offered  an  opportunity  for  the  ac- 
countant to  vindicate  his  profession  in 
the  brokerage  business. 

Thus  far  the  accountant  and  the 
broker  have  viewed  each  other  in 
a  "cat  and  dog"  fashion.  The  fault 
has  been  on  both  sides.  This  is  a 
golden  opportunity  for  both  profes- 
sions to  work  together  so  that  results 
may  be  for  the  economic  and  socio- 
logic  benefits  of  the  coinitry.  Bene- 
ficial results  cannot  be  obtained  if  the 
accountants  are  to  stick  to  the  me- 
chanical and  mathematical  arrange- 
ment of  figures.  In  the  investigation 
of  a  business  of  this  character,  the 
human  element  enters  into  the  subject 
with  greater  intensity  by  far  than  in 
the  case  of  corporation  or  other  mer- 
cantile accounting.  There  can  be  no 
statistical  index  numbers  for  estab- 
lishing hj-potheses.  Probabilities  can 
only  be  determined  by  the  collating  of 
innumerable  factors  which  bear  upon 
the  inexact  human  sciences  and  these 
factors  wll  interpret  the  mathematical 
results  differently  in  various  cases, 
when  the  mathematical  results  are 
apparently  the  same. 


GROSS  PROFITS  AS  A  BASIS  OF  SALES  COMMISSIONS 


BY  J.    PRYSE   GOODWIN* 


THE  idea  that  the  true  basis  for 
salesmen's  commissions  is  fonnd 
in  sales  has  been  long  established. 
Perhaps  no  one  has  ever  thought  to 
challenge  it.  Perhaps  also  it  is  only  in 
an  epoch  like  the  present  that  a  hearing 
can  be  ol)tained  for  a  challenge  to  the 
established  order  of  things.  Inas- 
much, however,  as  changes  in  condi- 
tions call  for  changes  in  methods,  the 
writer  has  the  temerity  to  challenge 
sales  as  the  true  basis  for  salesmen's 
commissions. 

During  the  period  of  advancing 
prices,  prosperity  was  accelerated  by 
the  fear  that  prices  would  go  still 
higher  and  whatever  efforts  were  made 
to  control  public  demand  by  increasing 
prices  seemed  only  to  add  fuel  to  the 
fire.  During  the  same  period,  how- 
ever, costs  of  production  were  increas- 
ing at  the  same  rate  as  selling  prices  or 
even  faster,  so  that  margins  of  profit 
did  not  show  an  increase  correspond- 
ing to  advances  in  price.  In  many 
cases  the  normal  margin  was  not  main- 
tained, while  in  those  cases  where  it 
was  possible  to  increase  the  margin, 
the  government  took  care,  through 
Income  and  Excess  Profits  taxes,  that 
manufacturers  did  not  get  away  with 
it  all. 

Nevertheless,  each  advance  in  price 
spelled  increased  earnings  to  one  class 
of  the  industrial  community,  namely, 
salesmen  employed  on  a  commission 
basis,  and  not  only  did  the  basic  unit 
of  their  commission  increase,  but  the 
general  fear  that  prices  would  go  still 
higher  had  the  effect  of  increasing  the 
demand  so  that  such  sales  gained  both 
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in  basis  of  commission  and  also  in  vol- 
ume of  sales.  Many  salesmen  under 
these  abnormal  conditions  grew  rich 
with  perhaps  less  effort  on  their  part 
than  in  normal  times.  There  was 
nothing  rapacious  about  their  success 
nor  are  they  to  be  blamed.  It  was 
merely  the  result  of  a  system  by  which 
commissions  were  based  on  sales. 

This  enforced  prosperity,  moreover, 
brought  with  it  also  for  the  salesman 
a  strain  to  business  relations  with  em- 
ployers and  jealousy  on  the  part  of 
business  associates — who  does  not 
know  the  discomfort  wrought  in  the 
home  life  of  a  neighborhood  by  one 
fellow  suddenly  becoming  rich?  The 
salesman,  too,  was  made  just  as  un- 
comfortable through  being  forced  tem- 
porarily into  an  artificial  and  abnormal 
position  that  probably  did  him  more 
harm  than  the  rest  of  the  crowd ;  build- 
ing as  it  did  expensive  habits  that  sub- 
sequent events  made  it  impossible  to 
maintain. 

During  the  following  depression,  the 
salesman's  commission  per  unit  was 
reduced  with  each  cut  in  price.  When 
a  buyers'  strike  was  declared  as  a  re- 
sult of  the  feeling  now  dominating  the 
public  that  prices  were  going  still 
lower,  not  only  were  his  commissions 
per  unit  smaller  but  their  number  was 
also  curtailed  by  a  reduction  in  v^olume 
of  sales.  This  in  turn  brought  with 
it  the  need  of  readjustment  of  rela- 
tions both  business  and  domestic, 
causing  in  some  cases  severance  of  re- 
lations of  long  standing,  all  of  which 
is  demoralizing  not  only  to  the  victim, 
but  to  the  industry  and  the  public  at 
large. 

Refer  now  for  a  moment  to  the  posi- 
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tion  of  the  employer  of  this  same  sales- 
man during  these  two  periods  of  infla- 
tion and  deflation.  And  what  do  we 
find?  During  the  period  of  inflation 
if  he  were  a  manufacturer,  he  was  con- 
fronted with  increased  costs  of  labor 
and  material  and  manufacturing  ex- 
pense, all  of  which  cut  down  his  margin 
on  profit.  He  was  forced  to  look  for 
places  to  effect  economies  that  would 
offset  these  increases  in  cost,  or  else 
he  must  increase  his  selling  price. 
Failing  in  the  former  he  adopted  the 
latter  and  then  found  that  by  so  doing, 
he  had  increased  his  selling  expense, 
namely,  salesmen's  commissions.  Nor 
did  the  increase  in  expenses  stop  here, 
for  no  sooner  did  the  traveling  sales- 
man start  to  draw  more  money,  than 
the  entire  administrative  force  from 
president  to  office  boy  got  the  habit, 
and  selling  prices  had  once  more  to  be 
boosted  to  meet  increases  in  both  sell- 
ing and  administrative  expenses.  And 
so  the  game  rolled  on,  the  difficulties 
and  problems  increasing  at  each  turn, 
just  like  the  snowball  rolling  down 
the  hill  until  it  got  so  big  it  could  roll 
no  further  and  at  last  the  crash  came. 
During  the  subsequent  depression,  the 
salesman's  employer  was  confronted 
with  the  same  problems  only  in  the 
reverse  direction  and  without  that 
moral  stimulant  that  comes  of  busi- 
ness activity  which  helped  business 
men  weather  the  troubles  of  the  pre- 
vious period. 

In  an  epoch  of  stagnation  like  the 
present,  when  everything  should  be 
done  to  stimulate  trade,  the  manufac- 
turer finds  that  he  has  to  reduce  his 
prices  to  move  his  goods  and  in  turn 
cut  salaries,  administrative  expenses, 
and  manufacturing  costs.  At  such  a 
time  he  is  in  need  of  the  closest  co- 
operation from  his  selling  force.  Mean- 
while, the  salesman,  paid  commission 
on  gross  sales,  finds  that  each  cut  in 
price  reduces  his  commission  per  imit 


and,  what  is  more  discouraging,  that 
the  goods  are  harder  to  sell  because 
the  public  has  learned  to  wait  in  an- 
ticipation of  a  further  cut.  Both  of 
these  conditions  bring  him  in  conflict 
with  his  employer.  His  business  effi- 
ciency and  his  social  standing  are  once 
more  disturbed. 

Even  in  highly  organized  industries, 
traditions  have  a  way  of  persisting 
long  after  the  reasons  for  them  have 
disappeared.  A  case  in  point  is  in  the 
automobile  industry  where  commis- 
sions for  salesmen  still  follow  the  tra- 
ditional method  of  being  based  on 
sales.  However  this  might  work  in 
normal  conditions,  as  things  are  now 
the  automobile  industry  is  facing  a 
problem  which  makes  the  traditional 
method  inhibit  rather  than  encourage 
sales.  This  is  the  problem  of  the  used 
car  exchange  which  has  come  to  be 
such  a  common  feature  of  automobile 
sales.  The  exchange  sale  problem  ex- 
tends also  to  typewriters,  adding  ma- 
chines, scales,  sewing  machines,  tires, 
pianos,  and  cash  registers. 

When  such  a  condition  is  reached 
in  any  business  it  may  be  necessary  to 
put  aside  traditional  method  and  make 
an  analysis  on  the  basis  of  funda- 
mental business  principles  that  will  go 
to  the  root  of  the  trouble  and  adjust 
things  so  that  effective  work  is  again 
possible.  In  connection  with  some  of 
the  industries  named  above  such  anal- 
ysis is  today  very  pertinent.  As  it  is 
especially  needed  in  the  automobile 
industry,  this  particular  case  mil  be 
used  as  a  specific  illustration. 

Generally  speaking,  automobile 
salesmen  are  paid  on  a  commission 
basis,  with  or  without  salary,  the  com- 
mission being  based  on  the  selling 
price  of  the  car.  When  a  trade  is 
made,  the  commission  is  sometimes 
based  on  the  anaount  of  cash,  but 
never  on  the  amount  of  gross  profit 
made  in  the  deal,     ^^^lat  is  the  result ? 
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Ask  any  automobile  dealer  and  he  will 
tell  you  that  the  industry  is  confronted 
with  a  chronic  condition  of  large  in- 
ventories of  unmarketable  used  cars. 
These  cars  have  been  purchased  and 
taken  in  trade  through  the  influence 
of  salesmen  hired  on  a  sales  commis- 
sion basis  to  sell  new  cars,  who  suffer 
no  part  of  the  loss  of  millions  in  trades 
which  is  annually  borne  by  the  auto- 
mobile sales  industry.  The  capital 
sunk  in  used  cars  is  colossal,  the 
thought  given  to  the  problem  immeas- 
urable, and  yet  the  problem  remains 
just  as  much  a  problem  today  as  it 
ever  was  and  this,  in  the  WTiter's  opin- 
ion, is  attributable  to  basing  sales- 
men's commission,  not  on  gross  profits, 
but  on  gross  sales. 

In  looking  over  the  solutions  of  any 
problem  it  is  well  to  profit  by  past  ex- 
perience and  to  consider  briefly  what 
methods  have  been  applied  and  ■with 
what  success.  Most  of  the  suggested 
solutions  for  the  used  car  problem  have 
been  applied  to  the  selling  end  of  the 
problem,  namely,  to  the  subject  of 
marketing  the  trade.  Some  agencies 
operate  on  the  "as  is"  basis,  disposing 
of  the  used  car  in  the  condition  in 
which  it  is  taken  in  trade;  others  make 
a  feature  of  their  used  car  department, 
rebuilding  and  painting  old  models  of 
their  ovra  make  to  sell  as  "recondi- 
tioned;" while  still  others  make  a 
practice  of  disposing  of  them  to  a  used 
car  dealer  right  away,  figuring  that 
the  first  loss  is  the  smallest. 

On  the  other  hand,  many  agencies, 
and  perhaps  the  more  experienced, 
have  concentrated  their  efforts  on  the 
purchase  side  of  the  problem  and  have 
applied  their  remedies  at  the  point  in 
their  organization  where  the  commit- 
ment is  made.  For  example,  in  prac- 
tically all  agencies  permission  to  make 
a  trade  must  first  receive  the  sales 
manager's  approval.  In  some  houses 
the  amount  of  the  allowance  is  fixed 


by  the  manager  of  the  used  car  de- 
partment, his  department  being 
charged  with  the  used  car  at  the  price 
allowed;  in  other  houses  a  bid  of  a 
second-hand  dealer  is  obtained  and  the 
amoimt  of  the  allowance  is  determined 
by  his  bid.  There  are  yet  other 
houses,  particularly  those  who  desire 
to  control  the  market  for  their  owti 
used  models,  who  form  a  separate  cor- 
poration to  handle  their  used  car  busi- 
ness, thinking  that  by  so  doing  the  ex- 
ecutives of  a  separate  organization  are 
able  in  making  allowances  to  be  more 
independent  and  conservative.  There 
are,  of  course,  numerous  variations  of 
these  methods  and  many  of  the  agen- 
cies employ  the  good  points  of  several. 

While  all  of  the  above  plans  have 
merit,  nevertheless,  the  unfortimate 
condition  still  existing  shows  that  the 
solution  of  the  problem  has  yet  to  be 
found.  Let  it  be  conceded  that  the 
effective  point  of  attack  for  the  mas- 
tery of  any  problem,  business  or  other- 
wise, is  its  source.  Let  it  also  be 
granted  that  a  car  well  bought  is  half 
sold,  and  further  that  an  ounce  of  pre- 
vention is  worth  a  pound  of  cure. 
With  these  hj'potheses  we  can  proceed 
to  analyze  the  conditions  surrounding 
the  making  of  a  trade. 

Despite  all  camouflage  to  the  con- 
trary, is  it  not  the  fact  that  used  cars 
are  practically  all  purchased  through 
the  new  car  department  and  that  the 
new  car  salesman  is  really  the  pur- 
chasing agent  who  determines  the 
price?  He,  however,  is  hired  to  sell 
new  cars  and  is  paid  a  salesman's  sal- 
arj'  and  conmiission  for  so  doing,  while 
for  his  ser\nces  as  purchasing  agent  he 
is  paid  nothing  at  all.  Right  here, 
therefore,  is  a  conflict  of  interests  be- 
tween salesman  and  employer  because 
while  trades  help  gross  sales  and  sales- 
man's commissions,  they  seldom  help 
gross  and  net  profits,  and  the  house 
immediately  finds  it  necessarj'  to  pro- 
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tect  itself  against  unprofitable  trades, 
adopting  one  or  more  of  the  plans 
already  enumerated. 

A  study  of  the  subject  from  the  psy- 
chological standpoint  shows  that  au- 
tomobile salesmen  are  among  the  most 
capable  and  energetic  men  in  the  game. 
Of  all  automobile  employees,  they  are 
the  highest  paid  and  their  personality 
usually  dominates  the  other  members 
of  the  staff.  Unless,  therefore,  their 
ability  and  energy  are  scientifically  di- 
rected along  lines  that  harmonize  with 
the  interests  of  the  house,  the  result  is 
apt  to  be  like  that  of  placing  a  thor- 
oughbred in  inexperienced  hands. 

With  his  commission  based  on  gross 
sales  a  salesman  is  not  apt  to  discrim- 
inate as  to  where  his  effort  is  applied. 
If  the  conservative  policy  of  the  used 
car  department  stands  in  the  way  of  a 
trade,  is  it  not  natural  that  the  same 
ability  and  persuasive  effort  will  be 
directed  to  selling  the  trade  to  its  man- 
ager as  is  used  on  the  prospect  to  sell 
the  new  car?  The  salesman  is  hired 
to  sell  and  the  surmounting  of  obsta- 
cles, no  matter  from  what  cjuarter  they 
arise,  is,  as  he  sees  it,  just  part  of  the 
game.  Is  it  the  salesman's  duty  to 
restrict  his  sales  effort  entirely  to  the 
customer  and  to  exercise  no  persuasion 
upon  the  executive  whose  valuation  is 
about  to  queer  his  trade?  Is  it  not 
natural  to  expect  that  to  both  parties 
the  tricks  of  salesmanship  will  be  ap- 
plied? 

How  often  does  it  happen  that  the 
sales  manager  authorizes  a  salesman 
to  make  a  trade  if  he  can  get  the  cus- 
tomer to  reduce  the  allowance  de- 
manded, by,  say,  a  couple  of  hundred 
dollars?  Learning  of  this  habit  from 
previous  experience  and  having  worked 
on  his  prospect  as  he  thinks  to  the 
limit,  is  it  not  human  to  suppose  that 
the  salesman  will  use  his  brain  to  out- 
manoeuvre his  sales  manager  by  add- 
ing $200  to  the  allowance  demanded 


when  presenting  the  case  for  prelim- 
inary approval?  Similarly  how  many 
sales  are  reported  ostensibly  at  "list," 
when  the  fact  develops  later  that  to 
close  the  contract,  various  accessories 
have  been  throwTi  in,  all  of  which  eat 
into  the  agency  profits  but  have  little 
if  any  effect  on  the  salesman's  com- 
mission based  on  gross  sales. 

From  the  standpoint  of  organiza- 
tion and  management,  the  principle  it 
is  desired  to  emphasize  here  is  that 
internal  "company  politics"  are  not 
just  a  matter  of  individual  human 
nature,  but  will  surely  develop  in  any 
organization  improperly  planned. 
Such  might  be  the  unscientific  nature 
of  a  contract,  under  which  some  sales- 
men are  working  today,  that  they  are 
practically  forced  to  adopt  such 
methods  to  maintain  their  quota  of 
sales  and  hold  their  positions. 

It  must  be  clear  from  the  above  ex- 
amples that  the  incentive  created  by 
a  commission  based  on  gross  sales  is 
unbalanced,  directing  energy  to  sales 
even  to  the  point  of  a  loss.  For  this 
reason,  in  the  writer's  opinion,  this 
method  of  payment  is  the  main  cause 
of  the  problem  at  hand.  Where  the 
salesman  becomes  both  buyer  and 
seller  as  he  does  in  the  case  of  a  trade, 
the  efficiency  basis  for  his  remunera- 
tion is  surely  one  that  measures  his 
ability  in  both  capacities.  Naturally 
if  he  be  remunerated  for  one  service 
only,  the  other  will  suffer,  where  they 
conflict.  It  is  certainly  not  human  to 
expect  that  he  be  a  conservative  buyer 
when  as  a  seller  that  conservatism 
will  kill  his  conmiission. 

In  solving  such  difficulties  as  above 
outHned  one  must  go  to  the  root  of  the 
trouble  and  study  out  the  real  prin- 
ciples involved.  In  the  case  of  our 
automobile  salesman,  the  basis  of  his 
commission  is  on  the  gross  sale.  On 
the  other  hand,  the  agency's  interest 
is  not  in  gross  sales  so  much  as  in 
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profits.  The  basis  of  the  salesman's 
coininissions  where  a  trade  is  made 
shouhl  therefore  be  not  the  gross  sale 
bnt  the  gross  profit,  and  the  gross 
profit  for  the  purpose  of  caleidating 
his  commission  should  be  ascertained 
by  deducting  from  the  profit  on  the 
new  car  the  loss  on  the  trade  plus  the 
cost  of  any  accessories  thrown  in.  The 
calculation  is  simple  but  how  different 
the  situation  to  which  it  leads.  On 
this  basis  the  salesman  has  no  interest 
in  overpersuading  the  sales  manager 
or  the  manager  of  the  used  car  de])art- 
ment  as  to  the  condition  of  the  trade; 
rather  he  has  an  interest  in  fighting 
every  dollar  of  allowance  and  will  ap- 
]ireciate  their  judgment  because  in  the 
actual  realized  profits  their  relation- 
ship is  that  of  partners. 

The  profit  upon  which  the  commis- 
sion is  based  might  only  be  one  tenth 
of  the  gross  selling  price  but  in  that 
event  the  agency  could  afford  to  pay 
ten  times  the  rate  and  yet  be  paying 
only  the  same  amount  in  commission 
while  the  salesman's  effort  against  a 
loss  on  the  trade  would  be  multiphed 
tenfold. 

For  example,  assume  that  under  the 
present  basis,  the  commission  be  5 
per  cent  on  the  gross  sale,  while  50 
per  cent  on  the  net  profit  is  the  sug- 
gested plan;  that  the  customer  de- 
mands $400  and  the  used  car  depart- 
ment wU  only  allow  $300  which  is  all 
the  trade  is  worth.  Under  the  present 
j)lan  this  difference  of  $100  in  allow- 
ance would  cost  the  salesman  only  $5 
of  his  commission  where  the  agency 
suffers  a  loss  of  $95  giving  rise  to  the 
usual  friction  between  the  new  and 
used  car  departments,  residting  in  lost 
motion,  lost  money,  and  a  large  inven- 
tory of  used  cars.  Under  the  method 
suggested,  namely,  basing  the  com- 
mission on  the  gross  profit,  the  situa- 
tion is  quite  different.  The  extra  al- 
lowance would  cost  the  salesman  not 


$5,  but  $50  in  commission  and  the 
agency  loss  woidd  be  reduced  f  roju  $95 
to  $50.  Their  interests,  therefore,  are 
now  identical,  making  it  to  their  inter- 
est to  work  together.  Might  it  not  be 
that  under  this  system  neither  woidd 
lose  ])Ut  that  the  salesman  would  suc- 
ceed in  persuading  his  prospect  to  ac- 
cept the  lower  allowance?  Further, 
he  would  also  have  the  incentive  to 
assist  the  used  car  department  to  dis- 
pose of  the  used  car,  thereby  reducing 
the  inventory. 

Here  is  a  system  that  is  scientific  in 
that  it  discriminates  between  a  good 
and  a  poor  sale.  It  also  discriminates 
between  good  and  poor  salesmen. 
Good  salesmen  will  earn  considerably 
more  under  this  system,  the  increase  in 
their  commissions  coming  out  of  what 
is  now  lost  through  excessive  trade  al- 
lowances. The  salesman's  position  is 
also  more  dignified,  being  that  of  a 
q\iasi-partner  rather  than  a  mere  em- 
ployee and  there  can  be  no  question  in 
which  relationship  the  best  work  is 
produced. 

To  sum  up  it  is  claimed  for  the 
method  of  basing  commissions  on  gross 
profits  rather  than  on  gross  sales  that: 

1.  It  tends  to  stal)ilizc  prices. 

2.  It  obviates  the  demoralizing  of  sales- 
men during  periods  of  advancing  prices. 

3.  It  prevents  a  largo  disparity  in  earn- 
ings during  periods  of  depression. 

4.  It  multiplies  salesmen's  potentiality 
in  proportion  to  the  increase  in  rates  with- 
out increasing  the  cost  of  liis  services. 

and  that  as  applied  to  industries  with 
exchange  features : 

5.  It   is   basically   scientific   in    that 
measures  the  salesman's  effort  hotli  as  j)ur- 
chasing  agent  and  as  salesman. 

6.  The  full  potentiality  of  the  salesman 
is  directed  toward  reduction  of  losses  on 
trades. 

7.  It  tends  to  reduce  the  inventory  of 
used  models. 


746 


ADINIINISTRATION 


Vol.  Ill 
No.       6 


8.  It  is  more  profitable  to  both  the 
agency  and  the  salesmen  by  welding  their 
interests. 

9.  It  places  the  salesman  in  a  more  dig- 
nified and  at  the  same  time  more  responsi- 
ble position. 

10.  It  promotes  co-operation  between 
the  new  and  used  model  departments. 

While  the  automobile  industry  has 
been  used  above  as  an  illustration  of  a 
method,  and  the  method  worked  out 
to  show  its  application  to  a  particular 
case,  the  principles  should  be  of  far 
wider  application  than  in  any  one 
industry  or  trade.  The  automobile 
industry  is  at  present  coping  with  a 
problem  where  the  used  car  enters  as  a 
complicating  factor.  There  is,  however, 
no  physical  difficulty  against  basing 
commission  on  gross  profits  instead  of 
on  gross  sales.  ^\Tiatever  difficidties  ex- 
ist are  mental,  and  these  can  easily  be 
met.     Should  it  be  desired  not  to  dis- 


close to  salesmen  what  is  the  margin 
between  cost  and  market,  an  arbitrary 
margin  can  be  determined  and  if  there 
be  no  such  problem  as  that  of  the  used 
car,  there  are  always  salesmen's  ex- 
penses which  can  be  deducted  from  the 
arbitrary  margin  of  profit  before  arriv- 
ing at  the  true  basis  for  commission. 
By  this  basis,  salesmen  are  stimulated 
not  only  to  increased  sales  and  profits, 
but  also  to  reduce  selling  expenses, 
which  is  a  factor  overlooked  by  the  old 
basis  of  commission  based  on  gross 
sales. 

It  is  the  writer's  belief  that  in  any 
commission  arrangement  it  is  worth 
while  to  make  a  careful  study  to  see  if 
proportioning  commissions  to  the  prof- 
its will  not  make  a  more  satisfactory 
arrangement  for  everyone  concerned 
than  would  the  traditional  method  of 
basing  them  on  percentage  of  gross 
sales. 


REVIEWS   OF  BUSINESS  BOOKS 


THE  DEVELOPMENT  OF  ECONOIVHCS 

By  Fred  0.  Boucke,  Professor  of  Economics  at  Penn- 
sylvania Stafe  College;  Author  of  "The  Lint  Us  of 
Socialism."     vi,  S^S  pp.     The  Macmillan  Company 

Reviewed  bt  Marco  Morrow* 


Professor  Boucke  sea's  of  this  survey  of 
the  evohition  of  economic  thought  that  its 
main  purpose  is  "to  help  students  find  a 
perspective"  for  a  large  variety  of  facts  of 
superficially  slight  or  no  connection,  and 
beyond  that  "to  show  with  some  degree  of 
definiteness  how  far  economics  even  today 
rests  on  concepts  worked  out  during  the 
eighteenth  century." 

The  latter  truth  becomes  impressive  on 
a  reading  of  the  book.  Economic  science 
has  run  a  wide  gamut  of  philosophic 
thought  and  has  not  proceeded  in  an  orderly 
way  from  discovery  to  discovery  towards 
its  goal,  but  rather  with  many  digressions, 
not  to  say  retrogressions.  Today  the 
science  as  a  science  seems  hardly  less 
obscure  than  before  the  Utilitarians  took 
it  over  and  revused  or  revamped  it,  disso- 
ciating it  from  the  religious  prepossessions 
of  Adam  Smith  and  his  time  and  binding 
it  closely  to  the  hedonism  of  Hobbes, 
Bentham,  Locke,  and  Hume. 

Back  of  Adam  Smith  there  was  economic 
thinking  and  even  Babylon,  not  to  mention 
Athens  and  Rome,  had  its  conceptions  of 
economic  life.  This  does  not  sustain 
Marxian  socialism  in  its  "economic  inter- 
pretation of  history."  Professor  Boucke 
treats  this  latter  subject  fairly  and  dis- 
passionately, yet  cannot  agree  that  history 
becomes  explicable  only  in  the  light  of 
economic  conditions.  It  is  much  broader 
than  that,  and  there  is  more  to  life  than 
economics.  "The  economic  interpretation 
of  history,"  he  remarks,  "gives  us  to  un- 
derstand that  a  more  or  less  fixed  ratio 
exists  between  systematic  thought  and  the 
concrete  facts  of  economic  life.     Psychol- 
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ogy,  however,  is  definite  in  declaring  the 
flexibility  of  such  relations,  indeed  the 
impossibility  of  establishing  any  ratio 
between  the  factors  involved." 

It  has  been  a  long  process,  the  examina- 
tion of  the  relations  that  ethics  and 
psychology  bear  to  economics,  but  agree- 
ment is  asserted  on  the  proposition  of  the 
"incommensurability  of  ideas."  The  stuff 
of  ethics  and  psychology  cannot  be  exactly 
weighed  in  economic  scales,  nor  measured 
with  its  yardstick.  Yet  ethics  and  psy- 
chology are  of  the  essence  of  economics, 
and  we  can  repeat  what  was  said  at  the 
beginning  "how  far  economics  even  today 
rests  on  concepts  worked  out  during  the 
eighteenth  century"  by  the  philosophers 
mentioned  and  their  cor.temporaries. 

These  were  ethical  and  psychological 
concepts.  Prior  to  Adam  Smith  were  the 
Kameralists  and  Mercantilists,  dealing 
with  economic  facts,  j'et  with  no  conception 
that  social  processes  are  subject  to  definite 
laws.  Prior  to  Smith  also  and  following 
these  were  the  Physiocrats,  still  with  crude 
notions  of  economics  bound  to  the  earth 
and  its  resources,  man  and  his  mind,  his 
psychology  and  his  ethical  nature,  little 
concerned  in  its  laws,  but  nevertheless  with 
the  first  conception  that  law  governs  here 
and  that  economics  is  more  than  a  loose 
bundle  of  dissociated  facts,  but  has  the 
character  of  a  science. 

In  the  development  of  economic  thought 
Kameralism  and  Mercantilism  held  the 
boards  from  the  beginning  of  modern  study 
of  the  subject,  from  1.500  to  1750.  "Favor- 
able" foreign  trade  balances  were  held  to 
be  essential  to  economic  prosperity,  a 
surplus  of  cash  and  an  importation  rather 
than  an  export  of  gold,  and  economics  was 
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regarded  as  to  its  relation  to  the  state, 
rather  than  to  individuals  or  classes  of 
individuals.  Human  nature,  social  inter- 
course, these  were  outside  the  question. 
The  Physiocrats  began  to  advance  their 
principle  of  economic  laws  when  Adam 
Smith  was  wTiting  on  ethics,  and  now 
ethics  entered  to  give  the  new  science  its 
inner  character  which  it  has  in  a  way 
retained. 

"Philosophers  of  the  t.>'pe  of  Descartes, 
Hobbes,  Locke,  Hume,  the  materialists  of 
France,  political  theorists  in  Germany,  and 
moralists  in  England,"  says  Professor 
Boucke,  "these  were  the  men  who  started 
economics  on  its  way  by  closing  the  gap 
between  free  will  and  natural  law  that 
had  so  long  antagonized  theology  and 
science. " 

From  the  day  of  Hobbes  to  this,  that 
English  philosopher's  pronouncement  that 
"no  man  giveth  but  with  intention  of  good 
to  himself;  because  gift  is  voluntary,  and 
of  all  voluntary  acts  the  object  is  to  every 
man  his  own  good,"  has  been  at  the  basis 
of  economic  thinking.  Hedonism  repre- 
sents its  psychologic  basis,  that  every 
man  seeks  his  own  good,  that  whether  he 
will  work  or  not  depends  upon  a  balance  of 
pains  and  pleasures.  The  motives  and 
the  only  motives  of  man  are  the  seeking  of 
pleasure  and  the  avoidance  of  pain. 

It  remained  for  Adam  Smith  to  set  forth 
the  principles  of  the  new  hedonistic  science 
in  a  work  of  scarcely  less  epochal  moment 
in  the  world  than  Darwin's  "Descent  of 
Man."  Ethics  and  psychology  found  their 
complete  reconciliation  in  Smith's  laissez 
faire  doctrine,  that  the  state  should 
remain  aloof,  permitting  the  "clash  of 
chaotic  cupidities"  to  have  its  course,  since 
beyond  and  above  all  was  a  divine  order 
and  purpose  which  were  working  out  a 
progressive  human  destiny. 

This  reconciliation  did  not  last  long. 
From  many  quarters  the  providential 
principle  was  assailed,  but  the  psychologic- 
ethical  one  of  hedonism  fairly  well  held  its 
ground.  As  doubt  forced  its  way  as  to  a 
providential  ordering  of  the  common  good, 
more  particularly  as  to  a  providential  pro- 
tection of  the  common  individual,  came 
the  demand  that  the  state,  at  least,  might 
do  so. 


Space  in  a  brief  review  of  the  historical 
development  as  Professor  Boucke  follows 
it,  will  not  permit  a  discussion  of  the 
debates  from  generation  to  generation  over 
definitions,  of  wealth,  of  production,  of 
value,  of  price,  and  the  controversies  as  to 
what  the  science  includes,  nor  the  impor- 
tant conflict  of  opinion  as  to  "  methodology," 
whether  of  induction  or  deduction,  or  both, 
or  whether  indeed  any  determinable 
methodology  could  be  found.  John  Stuart 
Mill  is  the  greatest  name  in  the  science 
after  Smith,  by  reason  of  his  monumental 
contribution  of  a  method  of  deduction  and 
logic,  which  had  not  previously  existed  or 
been  systematically  considered. 

The  latest  phase  in  the  evolution  of 
economic  thought,  following  naturalism, 
historism,  and  utilitarianism,  is  marginism, 
to  which  many  of  the  chief  contributors  in 
the  last  few  decades  have  been  Americans. 
The  Utilitarians  traced  economics  to  a 
basis  of  psj'chology  inductively,  and  then 
developed  their  own  science  by  deduction. 
The  Marginists  agreed  to  this,  and  to  the 
explanation  of  exchange  values  by  states  of 
feeling  and  consciousness,  but  maintained 
a  new  doctrine  elaborately  developed  since 
1870  that  values  of  aggregates  were  deter- 
mined by  least  fractions  (marginal  quanti- 
ties). Marginism  had  its  origin  in  the 
sense  that  utilitarianism  with  its  complete 
abstract  principles  too  often  failed  to 
correspond  with  the  facts  of  life.  As 
Professor  Boucke  puts  it,  "too  many 
qualifications,  amplifications,  rectifications, 
and  even  contradictories  had  slipped  into 
the  treatises  that  started  with  the  psychol- 
ogy of  Bentham  and  Mill." 

Professor  Boucke's  compact  study  of 
economics  is  not  altogether  easy  reading. 
It  is  not  written  for  him  who  runs.  It 
leaves  the  reader  with  the  sense  that 
economics  is  still  a  dark  if  not  a  "dismal" 
science,  that  it  has  many  "qualifications 
and  rectifications"  yet  to  make  to  satisfy 
the  practical  mind  that  it  represents  a 
science  comparable  with  the  natural 
sciences,  or  even  that  such  a  science  can 
be  produced.  Perhaps  it  is  as  practical 
as  any  of  the  social  sciences,  as  psychology, 
or  possibly  as  ethics  or  logic;  yet  it  is 
difiicult  to  follow  Professor  Boucke's 
review    of    its    development    without    a 
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feeling  that  this  so-called  science  belongs 
rather  to  the  pre-Baconian  class  of  sciences 
of  subjective  thought  and  has  yet  to  prove 
to  the  practical  mind  that  it  has  achieved 
anj'tliing  more  than  they:  The  pursuit 
of  abstract  truth  in  much  the  manner  of 
the   cat   pursuing    its    tail,    an    indefinite 


adventure  that  "gets  nowhere."  If  it  is 
searching  for  an  "absolute"  in  a  human 
world  and  a  world  of  change,  where  even 
physical  laws  are  now  affirmed  to  be 
merely  "relative,"  it  still  merits  the 
criticism  hurled  at  it  by  Carlyle,  if  not  his 
epithet  of  "the  dismal  science." 


ESSAYS  IX  TAX.\TION 

By  Edwin  R.  A.  Seliginan,  McVickar  Professor  of  Political  Economy 
in   Columbia   University,    xi,    S06    pp.     The   Macmillan    Company 

Reviewed  by  K.  IM.  Williamson* 


When  the  subject  of  taxation  is  so  de- 
manding the  attention  of  the  people  a  book 
from  a  distinguished  student  of  that  subject 
is  most  welcome.  But  it  is  a  pity  that  those 
most  conversant  with  tax  experience  and 
most  capable  of  giving  constructive  advice 
on  fiscal  matters  are  so  busy  that  they  do 
not  find  time  to  wTite  a  systematic  treatise 
on  this  highly  important  subject.  Tax 
experts  and  economists  busily  engaged,  in 
teaching,  in  counseling  with  our  legislators, 
or  in  the  administration  of  our  tax  laws, 
must  apparently  content  themselves  now- 
adays with  articles  and  addresses  which 
they  gradually  accumulate  and  bring  out  as 
a  book. 

Such  a  book  has  recently  come  from  the 
press.  Professor  E.  R.  A.  Seligman  for  many 
years  distinguished  as  tax  expert  and  econo- 
mist ^has  recently  issued  a  ninth  edition  of 
his  well-known  book,  "Essays  in  Taxation." 
Executives  interested  in  taxation  will  be 
glad  to  find  that  it  is  not  merely  a  reprint 
but  that  he  has  brought  up  to  date  some  of 
his  essays  and  has  added  five  new  chapters 
which  he  has  written  in  the  past  seven  years. 
Three  of  the  five  are  devoted  to  war  finance, 
while  the  other  two  are  concerned 
respectively  with  the  problem  of  reform  of 
state  taxation  and  the  division  of  sources  of 
revenue  between  federal,  state,  and  local 
governments. 

Even  in  its  earlier  form  the  book  has 
occupied  an  important  place  in  the  field  of 
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taxation.  Of  the  most  interesting  parts  of 
the  collection,  the  essays  on  the  general 
property  tax,  the  single  tax,  double  taxation 
and  the  inheritance  tax  have  always  been 
good  brief  treatments  of  these  subjects. 
The  general  reader  will  find  it  profitable  to 
read  these  chapters.  The  three  chapters  on 
the  taxation  of  corporations  are  rich  in  his- 
torical material  and  treatment  of  principles. 
Those  interested  in  the  separation  of  state 
and  local  revenues  will  find  a  good  state- 
ment of  the  case  for  and  against  that  move- 
ment, with  a  brief  accov.nt  of  its  history. 
Those  who  have  read  the  "Essays"  before 
will  regret  to  learn  that  the  author  did  not 
bring  the  two  chapters  devoted  to  reforms 
in  taxation  in  other  countries  beyond  1910. 
The  "Essaj's,"  taken  altogether,  present  a 
wealth  of  material  and  ideas  relating  to 
taxation. 

One  very  interesting  observation  made 
by  the  author  in  his  new  edition  is  that 
federal  expenditures  have  far  outrun  the 
total  costs  of  all  state  and  local  govern- 
ments and  that  this  has  made  taxation  a 
national  problem  in  America.  In  this  con- 
nection he  ventures  the  prediction  that  the 
federal  government  in  the  future  will  be 
forced  to  rely  very  largely  on  direct  taxes 
such  as  income  and  inheritance  levies,  and 
that  customs  and  other  indirect  taxes  as 
supplementary  sources  will  take  a  less  im- 
portant position  in  our  federal  revenue 
system.  This  prediction  is  significant  when 
we  remember  that  many  of  the  states  are 
drawing  considerable  revenue  from  such 
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sources.  In  fact  this  occupancy  of  the  field 
of  direct  taxes  by  both  state  and  federal 
governments  makes  the  separation  of 
sources  of  revenue  for  the  subordinate  and 
central  authorities  a  live  issue  today.  The 
invasion  by  the  federal  government  ia 
recent  years  of  the  field  of  inheritance  taxes, 
once  held  exclusively  by  the  states,  raises 
the  question  of  the  expediency  of  the  use 
of  inheritance  taxes  by  the  federal  govern- 
ment at  all.  Probably  few  cases  of  more 
flagrant  double  taxation  could  be  found 
than  that  of  taxes  on  the  same  inheritances 
by  both  the  federal  and  state  governments. 
Professor  Seligman  thinks  it  better  that 
inheritance  taxes  should  be  taxed  by  the 
federal  government  alone  and  a  portion  of 
the  receipts  turned  back  to  the  states.  But 
there  are  objections  to  this  plan  despite  the 
fact  that  it  might  result  in  greater  uniform- 
ity. It  can  be  argued  that  since  the  insti- 
tution of  inheritance  is  permitted  and  regu- 
lated by  the  states,  the  latter  and  not  the 
Washington  government  should  tax  estates 
by  decedents.  Some  students  of  taxation 
maintain  that  the  proper  solution  of  the 
difficulty  of  excessive  taxation  is  for  the 
federal  government  to  withdraw  from  the 
field  and  leave  the  states  unhampered.  We 
must  not  forget,  however,  that,  if  we  do  not 
take  the  advice  of  Professor  Seligman,  we 
face  the  need  of  uniformity  and  interstate 
comity  in  state  inlieritance  taxes.  It  is 
encouraging  to  note,  in  this  connection,  that 
a  committee  of  the  National  Tax  Associa- 
tion is  now  and  has  been  studying  inheri- 
tance taxes.  It  is  hoped  that  they  may  be 
able  to  point  the  way  out. 

The  general  property  tax  has  from  time 
immemorial  been  the  backbone  of  our  state 
tax  systems  but,  in  recent  decades,  its  com- 
plete breakdown  has  been  admitted.  The 
tax  experts,  while  they  agreed  it  had  to  go, 
diEFered  as  to  the  substitute  for  it.  Accord- 
ingly in  recent  years  two  substitutes  have 
been  proposed  for  the  general  property  tax 
— the  classified  property  tax  and  the  income 
tax.  Professor  Seligman  is  now  an  advo- 
cate of  the  income  tax.  He  feels  that  a 
property  tax  at  the  present  stage  of  our 
economic  development  will  necessarily  meet 
with  evasion,  and  that,  moreover,  property 
is  no  longer  a  measure  of  tax -paying  ability, 
and  that,  therefore,  even  a  classified  prop- 


erty tax  would  be  inferior  to  an  income  tax. 
He  recognizes,  however,  that  "with  the 
well-nigh  exclusive  reliance  of  the  states 
upon  direct  taxation,  and  with  the  growing 
tendency  on  the  part  of  the  federal  govern- 
ment to  emphasize  the  prevalence  of  direct 
taxation,  there  is  grave  danger  of  our  over- 
stepping the  limit."  He  also  confesses  that 
"a  classified  property  tax  may  constitute 
the  only  possible  step  in  advance  for  those 
states  that  are  still  tied  up  by  a  rigid  consti- 
tution." There  was  a  time  when  Professor 
Seligman  did  not  advocate  a  state  income 
tax,  but  he  explains  that  his  change  of 
opinion  is  due  to  two  causes: 

1.  The  movement  towards  strong  and  effective 
centralized  administration  of  taxes  in  the  states. 

2.  The  introduction  of  a  federal  income  tax 
which  makes  it  possible  for  the  states  to  use  it  as 
a  guide  and  even  to  collect  their  taxes  on  the 
basis  of  the  federal  returns  as  Connecticut  has 
done. 

He  now  thinks  that  "the  income  tax  has 
come  to  stay  and  that  in  principle  it  is  not 
seriously  opposed  by  the  community." 
Whether  or  not  he  is  oversanguine  about  the 
future  of  income  taxes  only  time  will  tell. 

In  his  review  of  our  federal  war  revenue 
measures  Professor  Seligman  declares  that 
they  are  "to  be  welcomed  as  a  notable 
achievement  which  wUl  long  be  remembered 
in  the  annals  of  democratic  progress."  He 
thinks  the  laws  are  distinguished  by  three 
features : 

1.  Their  great  revenue  yield. 

2.  According  to  democratic  principles  they 
rest  with  proper  proportion  on  wealth  and  luxuri- 
ous consumption. 

3.  They  contribute  a  new  revenue  device,  the 
excess  profits  tax. 

The  measures  do  not,  however,  escape  his 
criticism.  He  severelj'  condemns  the  de- 
fects of  the  excess  profits  tax,  and  con- 
siders it  a  weakness  that  the  legislation  did 
not  "utilize  larger  and  additional  stamp 
taxes  notably  on  checks  and  small  receipts, 
as  well  as  taxes  on  quasi-luxuries."  He 
also  deplores  the  failure  to  introduce  at  that 
time  reforms  in  the  administrative  pro- 
visions of  the  income  tax. 

On  the  financing  of  the  world  war,  the 
author  gives  some  very  interesting  facts. 
We  all  know  that  the  great  war  was  very 
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expensive  but  the  figures  are  truly  astound- 
ing! The  author's  estimate  of  the  real 
money  cost  of  the  war  to  all  belligerents  is 
215  billions.  He  explains  that  this  estimate 
is  larger  than  that  of  some  other  writers 
because  they  did  not  have  access  to  later 
figures.  However,  the  most  discouraging 
statement  of  all  is  that  "the  war  was  con- 
ducted almost  entirely  on  credit,"  and  that 
the  world  is  now  faced  with  the  problem  of 
paying  these  loans.  Americans  may,  never- 
theless, take  courage  from  the  fact  that  his 
estimate  shows  that,  excluding  loans  to 
allies,  the  United  States  met  almost  one- 
third  of  its  war  costs  by  taxes.  But  this  is 
far  short  of  the  Wilson-McAdoo  program 
of  50-50 — one-half  loans  and  one-half  taxes. 


Readers  will  recall  that  during  the  war 
many  economists  and  others  were  of  the 
opinion  that  the  costs  of  war  should  be  met 
entirely  from  taxes.  Those  who  opposed 
this  program  will  find  comfort  in  the 
author's  essay  on  "Loans  Versus  Taxes  in 
War  Finance."  He  was  one  of  the  leading 
tax  experts  of  this  country  who  thought 
such  a  program  inexpedient.  Professor 
Seligman's  own  words  on  this  point  are 
that  "government  loans  are  indispensable 
to  sound  war  finance.  If  properly  used, 
they  tend  to  lighten  the  burden  of  a  war. 
To  attempt  to  finance  a  war  exclusively 
through  loans  is  shortsighted.  To  attempt 
to  finance  a  war  exclusively  through  taxes 
is  suicidal." 


RETAIL   STORE   MANAGEMENT  PROBLEMS 

By  Donald  Kirk  David,  M.B.A.,  Assistant  Professor  of 
Marketing,  Graduate  School  af  Business  Administration 
Harvard  University.     1050  pp.     A.  W.  Shaw  Company 

Reviewed  by  John  M.  Van  Voris* 


Another  book  on  retail  store  management, 
but  a  distinctly  different  one.  Innumer- 
able books  have  been  edited  which  have 
taken  up  different  phases  of  retail  store 
operation  but  no  one  had  previously  at- 
tacked it  from  the  problem  viewpoint.  In 
Mr.  David's  book  on  "  Retail  Store  Manage- 
ment Problems"  we  see  the  result  which 
forecasts  a  change  in  the  future.  The 
student  and  the  business  man  have  met, 
and  together  produced  a  book,  which,  com- 
bining both  theory  and  practice,  is  concrete 
and  practical. 

The  data  used  was  mainly  obtained 
through  the  personal  interviewing  of  exec- 
utives in  retail  stores  located  in  different 
sections  of  the  country.  A  number  of  the 
problems  are,  however,  actual  letters  of 
inquiry  received  by  the  Harvard  Bureau  of 
Business  Research,  an  organization  con- 
nected with  the  Harvard  Business  School 
performing  a  very  commendable  and 
practical  work  in  its  service  to  retailing. 

•  Former  Assistant  to  Controller  of  the  Halle 
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In  addition  to  this  bureau  of  research,  that 
of  the  National  Retail  Di-y  Goods  Associa- 
tion and  the  work  of  the  Controller's  Con- 
gress connected  with  the  same  association, 
proved  sources  for  the  author's  use. 

The  field  surveyed  comprised,  for  the 
most  part,  chain  stores,  dealing  in  various 
lines  of  merchandise,  and  department  stores, 
although  individual  small  unit  stores  are 
treated  in  a  number  of  the  problems.  The 
size  of  the  stores  consulted  varies  from  large 
stores  doing  a  business  of  over  thirty  mil- 
lion dollars  on  down  to  the  small  store 
totaling  sales  of  only  a  few  thousand.  The 
scope  of  the  book  is,  therefore,  wide  in  its 
close  touch  with  actual  business  conditions 
and  illustrates,  from  the  fact  that  the 
problems  of  the  small  store  differ  little  from 
those  of  the  large  store,  that  the  operation 
of  both  are  based  on  the  same  fundamental 
general  principles. 

The  main  purpose  in  publishing  a  book 
of  this  character  was  to  strengthen  the 
available  teaching  material  and  lay  a  real 
foundation  for  advanced  courses  in  retail 
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store  management,  such  as  given  at  the 
Harvard  Graduate  School  of  Business 
Administration.  Viewing  the  book  from 
the  modern  law  school  method  of  instruc- 
tion it  may  be  considered  as  a  collection  of 
practical  cases  from  which  actual  operating 
conditions  may  be  visualized.  In  addition 
to  being  available  for  use  as  a  textbook  in 
some  of  our  schools  of  business  administra- 
tion it  is  the  author's  idea,  with  which  we 
are  in  accord,  "that  the  book  may  be  of 
value  to  those  actually  engaged  in  retailing, 
both  in  training  executives  within  the  store 
and  in  suggesting  other  ways  and  new 
methods  of  handling  some  of  their  retail 
store  management  problems."  To  anyone 
familiar  with  large  department  store  opera- 
tion it  would  seem  that  such  should  be  the 
case  as  the  training  schools,  the  planning 
departments  in  some  of  our  more  highly 
organized  stores,  and  many  of  the  execu- 
tives themselves  are  all  legitimate  sources 
to  which  the  work  should  appeal. 

The  book  takes  up  in  a  logical  manner 
those  activities  of  retailing  which  deal  with 
the  internal  problems  of  every  business. 
The  division  is  in  nine  parts.  Following 
an  introduction.  Part  1,  which  touches  on 
the  position  of  retailing  in  the  field  of 
marketing,  and  takes  up  the  problems  of 
different  types  of  retail  stores,  the  book  is 
divided  into  eight  other  parts  treating  in 
sequence — accounting,  statistical,  organi- 
zation, merchandise,  selling,  stock,  buying 
and  general  administrative  problems.  Ap- 
pended to  the  problem  part  is  a  brief  sum- 
mary of  investigations  made|by  the  Harvard 
Bureau  of  Business  Research  dealing  with 
the  operating  expenses  in  various  types  of 
stores  such  as  jewelry,  drug,  hardware, 
grocery,  and  general  merchandise.  In- 
cluded in  this  summary  are  a  number  of 
accounting  forms  gotten  up  for  retail  use  as 
a  result  of  much  actual  field  work.  The 
last  few  pages  of  the  book  comprise  an 
excellent  bibliography  of  references  on  re- 
tail store  management  covering  most  of  the 
books  and  a  large  number  of  articles  which 
have  been  written  on  the  subject. 

As  an  illustration  of  the  detail  to  which 
Mr.  David  has  gone  into  the  subject  the 
following  classification  under  the  section 
on  the  accounting  problem  will  give  an 
idea: 


ACCOUNTING  PROBLEMS 

A.  Introductory  Problems 

1.  Figuring  Yearly  Profits 

2.  Figuring  Monthly  Profits 

3.  Cost  of  Doing  Business 

4.  Income  Sheet  Form 

5.  Merchandise  Statement 

6.  Expense  Statement 

7.  Net  Gain  Statement 

8.  Profit  and  Loss  Form 

9.  Adjustment  of  Figures  to  Profit  and  Loss 

Statement 

10.  Form  of  Profit  and  Loss  Statement 

11.  Charging  Proprietor's  Salary,  Rent,  and 

Interest  as  Operating  Expenses 

12.  Cash  Discounts 

13.  Accounting  for  Depreciation 

14.  Depreciation 

15.  Charging  for  Alterations 

16.  Inclusion  of  Some  Part  of  Buying  Expense 

in  the  Cost  of  Merchandise 

17.  Accounting  Control  of  Small  Chain 

18.  Method  of  Handling  Cash 

B.  Cl.\ssification  of  Accounts 

19.  Classification  of  Expenses 

20.  Selection  of  Proper  Accounting  System  for 

Department  Store 

21.  Proper  Accounting  System  for  a  Depart- 

ment Store 

C.  Distribution  of  Oper.^ting  Expenses 

22.  Distribution  of  Expense  to  Departments 

23.  Prorating  Expenses  in  General  Merchan- 

dise Store 

24.  Distribution    of    Expenses    in    a    Retail 

Jewelry  Store 

25.  Prorating  of  Delivery  Expenses  to  Depart- 

ments 

26.  Allocation  of  Rent 

27.  Prorating   Rent   to   Non-Selling   Depart- 

ments 

D.  Rf.tail  Method  of  AccouNTrNO 

28.  Retail  Method  of  Inventory 

29.  Retail  Method  of  Inventory 

30.  Application  of  Retail  Method  of  Inventory 

31.  Retail  Method  of  Inventory 

32.  Rate  of  Stock-Turn 

33.  Loading 

34.  Loading 

E.  General  Accounting  Problems 

35.  Expense  Budget 

36.  Balance  Sheet 

37.  Normal  Overhead 

38.  Inter-Department  Transfers 

39.  Discount  to  Employees 

40.  Expenses  of  Manufacturing  Departments 

41.  Accounting  for  Grocery  Chain 
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42.  Charging  Rent  to  Advertising  Expense 
48.  Method  of  Accounting  for  Produce  Taken 
in  Trade 

As  in  tlie  other  parts  of  the  book,  the 
problems  on  accounting  indicate  a  very 
intricate  and  comprehensive  survey  of 
this  phase  of  retailing  and  show  the  result 
of  investigations  in  some  of  the  most 
efBciently  organized  retail  establishments. 
In  this  particular  part,  those  problems  deal- 
ing with  the  retail  method  of  accounting 
should  prove  especially  interesting  to  any 
merchants  contemplating  the  adoption  of 
this  recognized  efficient  method  of  control. 

The  following  are  selected  problems  which 
typify  the  contents  of  the  book: 

The  Perkins    Depaktment    Store — Layout 
OF  Departments 

The  Perkins  Department  Store  is  located  in  a 
large  New  England  city.  It  does  a  business  of 
approximately  $12,000,000  annually  and  appeals 
to  a  high-medium  and  high  classes  of  trade. 

A.  The  women's  hosiery  department  is  now 
located  on  the  fourth  floor  on  the  theory  that 
women  will  go  somewhat  out  of  their  way  to 
inspect  goods  of  this  class. 

What  are  the  advantages  and  disadvantages  of 
such  a  policy? 

B.  This  store  has  a  large  lot  of  women's  un- 
trimmed  hats  to  be  sold  at  very  low  prices.  It  is 
planned  to  put  these  on  a  large  table  in  order 
that  the  customers  may  handle  them  and  try 
them  on.  The  untrimmed  millinery  depart- 
ment is  on  the  sixth  floor  and  caters  to  a  high 
class  of  trade. 

On  what  floor  and  in  what  position  on  the 
floor  should  the  untrimmed  hats  for  special  sale 
be  placed.^ 

C.  The  Perkins  store  has  an  exceptionally 
attractive  line  of  Christmas  cards.  These  are 
among  the  first  articles  in  demand  when  the 
Christmas  shopping  season  commences,  and 
trade  in  them  continues  up  to  the  day  before 
Christmas. 

In  what  location,  on  what  floor  should  they  be 
placed? 

D.  The  Perkins  Company  has  not  lieretofore 
handled  men's  furnishings,  but  is  now  investi- 
gating the  possibility  of  establishing  such  a 
department.  Men's  ready-to-wear  and  cus- 
tom-tailored clothing  has  been  sold  on  the 
second  floor.  In  studying  the  problem  the 
company  has  found  that  there  is  no  uniformity 
in  the  way  in  which  other  department  stores 
locate  their  men's  furnishing  department.  In 
one  case  this  department   is   in   a  separate 


building;   in   a   prominent   New   York  store 
men's  furnishings  are  on  the  ninth  floor. 
Where  should  the  Perkins  Company  locate  its 
men's  furnishings  department? 

Bender  Company — EnucATiNa  Consumer  on 
Cost  of  Doing  Business 

The  Bender  Department  Store  in  Philadelphia 
does  a  business  of  about  $15,000,000  annually. 
It  is  a  very  conservative  cstai)lishment  and 
handles  merchandise  of  good  quality. 

During  1919  the  cost  of  doing  business  in  this 
store  was  very  close  to  30  per  cent  of  net  sales. 
In  May  of  1920,  when  a  number  of  department 
stores  of  national  prominence  slashed  prices  20 
per  cent,  the  Bender  store  was  very  reluctant 
to  follow  suit.  Some  price  reductions  were  made, 
but  not  many.  In  consequence  the  owners  of 
the  Bender  store  were  stigmatized  as  "profiteers" 
by  some  of  the  less  responsible  newspapers  of  the 
city.  These  papers  even  went  so  far  as  to  begin 
agitating  for  a  state  law  to  compel  the  marking 
of  all  merchandise  with  cost  prices  and  to  make 
it  a  misdemeanor  for  any  salesperson  to  refuse  to 
state  or  to  state  incorrectly  the  cost  price  of  any 
piece  of  merchandise  when  asked  by  a  customer. 
Although  there  was  no  chance  of  the  legislature 
even  considering  such  a  law,  nevertheless  the 
members  of  the  Bender  Company  felt  that  these 
manifestations  in  the  press  were  indications  of  a 
state  of  mind  among  the  general  public  which 
might  eventually  cause  retail  stores  much  em- 
barrassment and  difficulty. 

The  executive  head  of  the  firm  sent  a  memo- 
randum to  the  publicity  director  asking  his  opin- 
ion on  the  feasibility  of  endeavoring  through  the 
store's  advertising  to  educate  the  public  as  to 
the  cost  of  doing  business.  He  called  attention 
to  the  advertising  of  the  large  meatpacking 
houses  and  some  public  service  corporations  in 
which  diagrams  showing  graphically  "where  the 
consumer's  dollar  goes"  were  prominently 
featured. 

What  points  should  the  publicity  director  con- 
sider in  replying  to  this  memorandum? 

TowNSEND    Drug    Company — Price    Policy 

The  organization  of  a  chain  of  drug  stores  is 
contemplated  by  the  Townsend  Drug  Company. 
This  company  plans  to  purchase  seven  stores 
already  in  operation  and  to  add  to  this  number 
as  soon  as  additional  capital  is  available  for 
expansion.  A  central  warehouse  is  to  be  se- 
cured, and  experienced  managers  are  to  be  hired 
to  operate  the  store. 

The  problem  under  consideration  by  the 
directors  at  the  present  time  is  the  price  policy 
of  the  company.  They  expect  to  have  the 
company  manufacture  its  own  brand  of  patent 
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medicines  and  other  preparations,  in  order  to 
secure  the  profits  of  the  manufacturer  and  whole- 
saler as  weU  as  of  the  retailer.  The  directors  are 
divided,  however,  on  whether  they  should  reduce 
prices  on  the  company's  own  brands  in  order  to 
increase  their  sales,  or  whether  they  should  cut 
prices  on  nationally  advertised  brands  in  order 
to  draw  trade. 

Grocery  chains  have  often  followed  the  policy 
of  reducing  prices  on  nationally  advertised  goods 
as  a  special  inducement  to  get  people  to  trade 
with  their  stores.  They  have  usually  made  up 
their  loss  from  these  lines  by  the  profit  secured 
from  the  sales  of  their  own  products.  Some  drug 
chains  have  also  followed  this  policy. 

On  the  other  hand,  the  United  Cigar  Stores 
have  adopted  the  practice  of  cutting  prices  on 
their  own  products.  Companies  which  follow 
this  policy  usually  do  so  with  the  idea  of  increas- 
ing tiie  sales  volume  of  their  own  brands,  al- 
though they  may  secure  a  small  percentage  of 
profit.  By  maintaining  the  standard  price  of 
nationally  advertised  lines,  these  firms  also  make 


a  profit  on  this  merchandise.     Some  drug  com- 
panies have  also  followed  this  practice. 

Which  price  policy  would  it  be  advisable  for 
the  Townsend  Drug  Company  to  adopt? 

From  these  problem  illustrations  it  is 
evident  that,  besides  being  a  textbook,  it  is 
a  reference  book  of  ideas.  Many  of  the 
problems  are  in  reality  the  solutions  which 
the  concerns  involved  actually  made,  and 
they  furnish  the  means  of  comparison  for 
other  similar  going  establishments.  Ac- 
companying the  problems  are  101  inserted 
forms,  besides  a  number  actually  printed  in 
the  problem  pages. 

The  book  may  be  rightly  considered  a 
distinctly  unique  addition  to  the  library  on 
retail  store  management.  The  value  of 
the  work  as  a  supplement  to  the  teaching 
profession  is  unquestionable  and.  as  a  ref- 
erence book  for  use  in  practical  business, 
it  should  prove  well  worthy  of  attention. 
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It  is  very  difficult  to  see  the  purpose  of 
this  book.  The  author  himself  does  not 
consider  that  it  has  any  finality  or  com- 
pleteness about  it,  but  says  quite  honestly 
that  it  is  a  book  "in  the  making."  He 
apparently  intends  publishing  and  re- 
publishing it  until  he  has  "by  trial  and 
error"  worked  out  his  plan  or  purpose. 
There  is  a  certain  naivete  about  a  statement 
of  this  kind  but  in  these  days  of  extensive 
publication  of  economic  works  there  is  a 
doubt  as  to  whether  an  economist  should 
as  a  matter  of  avowed  intention  keep  pub- 
lishing what  he  considers  immature  work. 

It  is  a  textbook,  intended  to  give  the 
beginner  in  the  science  an  introduction  to 
the  principles.  Certainly  the  student  who 
goes  through  the  book  will  have  received 
an  introduction  to  the  science  that  is  at 
once  extensive  and  on  the  whole  sound. 

*  Professor  of  Economics  at  University  College,  Not- 
tingham, England. 


The  treatment  of  prices  and  the  critiques 
of  the  present  system,  of  production 
efficiency,  of  the  distribution  principle, 
and  of  consumption  are  verj'  good,  but 
there  are  several  features  about  the  book 
that  make  it  rather  far  short  of  a  good 
textbook. 

1.  There  is  no  index.  This,  in  a  book  of 
nearly  600  pages  treating  the  greater  portion  of 
the  theory  of  economics,  is  a  very  serious 
omission. 

2.  There  is  no  bibliography.  This  is  an  even 
more  serious  omission  in  a  beginner's  textbook. 

3.  The  references  to  other  economists  are 
extraordinarily  scanty.  One  could  count  the 
references  on  the  fingers  of  the  hand  and  a 
student  after  finishing  the  reading  of  this  book 
would  not  have  the  remotest  idea  of  the  main 
contributions  to  economic  thought  that  the 
giants  in  the  science  have  made.  Economics  is 
not  like  the  exact  sciences  in  that  proofs  can  be 
adduced  for  the  main  principles  that  are  prac- 
tically unassailable  (except  in  a  few  cases)  and 
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it  is  difficult  to  see  how  a  textbook  can  fairly 
claim  to  be  such  if  it  gives  no  conception  of 
what  some  of  the  leading  economists  have  dis- 
agreed upon  or  cast  doubts  upon. 

In  addition  to  these  weaknesses  the  book 
is  further  marred  by  two  other  serious 
faults:  A  desire  to  coin  new  terms  when 
there  is  not  the  slightest  necessity  shown 
for  them;  and  a  fair  amount  of  loose  think- 
ing especially  in  the  earlier  parts  of  the 
book,  where  the  author  is  trying  to  get 
down  to  fundamentals. 

Take  page  1,  for  instance.  The  author 
is  speaking  of  "economic  goods,"  and  he 
says  that  their  "characteristic"  under  our 
present  sj'stem  is  the  possession  of  "ex- 
change value"  or  "price."  Then  he  goes 
on  that  "the  great  majority  of  those  goods 
which  all  recognize  as  economic  enable 
their  owners  to  command  in  exchange 
money  or  other  economic  goods"  —  that  is, 
that  the  great  majority  have  a  price.  But 
surely  a  "characteristic"  is  possessed  by 
a'/  members  of  a  class  and  not  by  a  "great 
majority!" 

The  treatment  of  economic  goods  gener- 
ally seems  rather  unsatisfactory.  He 
speaks  of  them  as  being  "conduct  deter- 
mining" and  "conduct  conditioned."  By 
these  terms  he  means  that  economic  goods 
require  to  be  produced  or  that  they  require 
that  a  certain  amount  of  labor  or  other 
efforts  should  be  expended  on  them,  to 
make  them  or  preserve  them.  There  is 
something  labored  in  this  sort  of  treatment. 

Again,  he  speaks  of  economic  goods  as 
possessing  "importance."  By  "impor- 
tance" he  means  what  other  economists 
would  designate  "utility."  The  use  of 
this  word  "importance"  is  an  attempt  to 
revive  an  old  difficulty  that  is  in  a  fair  way 
towards  being  overcome: 

By  "importance"  he  means  utility  and 
he  expresses  his  idea  of  marginal  utility 
in  the  words  "effective  importance." 

He  does  not  add  to  clear  thought  by 
saying  that  "importance"  is  "generic 
importance"  and  that  "effective  impor- 
tance" is  "specific  importance."  It  does 
not  seem  a  happy  way  of  showing  the 
relations  between  total  and  marginal 
utilities  to  describe  them  as  generic  and 
specific  utilities. 

The  following  passage  will  serve  to  show 
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that  the  author  is  simply  raking  up  old 
troubles : 

There  is  a  kind  of  importance  which  is  not 
conduct-determining  and,  therefore,  docs  not 
interest  us  —  is  not  real,  actual  importance  at 
all.  The  air  we  breathe  has  an  importance  of 
this  kind.  Importance  it  has,  since  without  it 
we  die.  But,  then,  this  importance  is  one  which 
does  not  count:  From  the  practical  standpoint 
it  does  not  really  exist  just  because  it  does  not 
call  on  us  to  regulate  our  conduct  with  respect 
to  itself.  Thus  we  do  not  need  to  worry  about 
it,  do  not  need  to  give  it  so  much  as  a  thought: 
For  it  is  supplied  to  us  as  a  matter  of  course. 

AMiat  a  young  student  will  make  of 
a  statement  that  it  is  not  a  matter  of 
practical  importance  whether  or  not  we 
die  is  rather  difficult  to  say.  It  seems 
to  be  the  philosophy  of  a  broken-hearted 
lover!  But  do  we  not  need  to  regulate  our 
conduct  with  respect  to  the  free  gift  of 
Nature,  air?  Does  not  the  architect  every 
day  of  his  life  have  to  consider  the  supply 
of  air  in  his  houses?  Does  it  not  matter 
whether  or  not  we  live  in  ventilated  rooms 
or  in  hermetically  sealed  ones?  Certainly 
we  have  not  yet  established  air  factories, 
but  then  manufacturing  is  not  all  of  our 
"conduct." 

The  author  has  been  treating  of  profits 
(page  49-1).  He  has  a  small  paragraph 
on  what  he  calls  "Pure  profits."     It  runs: 

Pure  profits,  then,  are  the  remuneration  for 
responsibility-taking,  especially,  for  the  risk 
element  in  responsibility-taking.  They  include 
an  infinitesimal  amount  of  wages,  in  that  the 
owner  must  make  certain  final  decisions  — 
though  in  practice  this  tends  to  become  negli- 
gible — ■  and  perhaps  other  disutilities  or  sacri- 
fices. But  the  chief  element  in  the  case  is  the 
bearing  of  economic  risk. 

The  question  arises  at  once,  "Wliat  is 
pure  profit?"  Is  it  payment  for  risk  only 
or  wages?  Can  "profits"  be  pure  if  they 
contain  an  admixture  of  something  else, 
even  if  it  is  infinitesimal? 

One  of  the  most  unsatisfactory  sections 
of  the  book  deals  with  Capital.  He  makes 
a  curious  distinction  between  "capital" 
and  "capital  as  Capital." 

"Capital  as  Capital"  is  a  "fund  of 
goods"  which  is  a  superfluity,  a  surplus,  a 
something  in  excess  of  the  needs  of  the 
immediate  present. 
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"Capital"  Is  merely  capital  goods,  and 
consists  of  the  things  themselves  that  are 
used  to  perform  the  function  of  capital, 
which  is  "waiting." 

The  distinctive  peculiarity  of  capital, 
that  which  marks  it  off  from  the  original 
factors  of  production,  land  and  labor,  is  the 
fact  that  capital  goods  give  the  owners  the 
"power  to  be  owners."  This  "power  to 
be  owners"  he  considers  as  synonymous 
with  "waiting  power."  He  will  not  allow 
that  "waiting  power"  and  "saving  power" 
are  the  same,  but  he  does  consider  that 
"owning  power  and  waiting  power"  are 
equivalent.  This  seems  another  case  for 
making    diflSculties.     Surely    there    is    no 


doubt  that  labor  and  land  can  both  be 
owned  in  the  ordinary  meaning  of  that 
word,  and  what  is  the  necessity  of  using  the 
word  "owning"  to  mean  "waiting"  or 
"  carry mg"  when  these  words  are  quite 
equal  to  the  task  of  conveying  the  idea? 

If  I  decide  to  call  henceforth  all  dogs  cats 
I  shall  be  speaking  the  truth  if  I  say  that 
cats  bark.  But  I  do  not  make  dogs  into 
cats  by  transferring  the  name  and  I  do 
make  for  a  good  deal  of  misunderstanding 
if  I  persist  in  this  practice. 

"Owning"  and  "waiting"  are  not  the 
same  things,  and  to  use  them  as  synonyms 
merely  causes  confusion  in  the  minds  of 
economists  as  well  as  the  ordinary  laymen. 
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The  house-organ  or  employees'  magazine 
is  successful  only  when  it  is  both  interesting 
and  accurate.  Too  many  editors  and 
writers  of  such  publications  assume  that 
accuracy  is  the  one  thing  necessary.  It  is 
obvious,  however,  that,  with  the  amount  of 
reading  matter  available,  people  read  with 
care  only  what  is  interesting,  and  unless 
matter  is  read  its  accuracy  is  of  no  im- 
portance. 

The  average  editor  of  a  house  publication 
has  come  up  to  his  position  through  the 
business  with  which  the  publication  is 
connected.  In  only  a  few  cases  are  ex- 
perienced newspaper  or  magazine  men  em- 
ployed specifically  for  the  purpose.  Con- 
sequently, what  the  editor  needs  is  not 
accurate  knowledge  of  the  business.  He 
already  has  that.  What  he  needs  is  train- 
ing in  intelligible  and  interesting  writing, 
plus  knowledge  of  the  mechanics  of  the 
publishing  business. 

It  is  here  that  a  book  like  "Writing  for 

*  Director  of  the  Department  of  Industrial  Jour- 
nalism and  Printing,  Kansas  State  Agricultural  College, 
Manhattan,  Kansas. 


Print,"  by  H.  F.  Harrington,  will  serve  an 
exceedingly  useful  purpose.  Wliile  this 
work  is  designed  primarily  as  a  textbook 
in  the  editing  and  managing  of  school 
papers,  it  is  definitely  applicable  to  the 
house-organ  or  employees'  magazine.  Not 
only  are  the  principles  of  news  and  feature 
writing  and  of  make-up  and  management 
the  same  in  all  publications,  but  the  average 
of  the  group  to  which  the  employees' 
magazine  appeals  is  of  no  more  mature 
mentality  than  the  audience  of  the  school 
paper.  The  successful  employees'  maga- 
zine is  not  intended  to  reach  chiefly  the 
executives,  who  already  know  the  business 
thoroughly  and  are  enthusiastic  about  it, 
but  to  get  the  lower  ranks  of  employees 
interested  in  the  business  and  to  give  them 
knowledge  and  stimulation. 

The  editor  of  such  an  organ,  particularly 
if  he  is  not  a  trained  and  experienced  news- 
paper man,  will  find  it  profitable  to  go 
through  and  mark  carefully  the  various 
matters  discussed  by  Professor  Harrington, 

Special  attention  is  naturally  given  in  the 
book  to  the  form  of  the  news  story,  because 
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this  form  has  been  found  most  interesting 
and  attractive,  and  is  being  increasingly 
used,  not  only  in  the  newspaper  and  the 
general  magazine,  but  even  in  business 
correspondence.  Professor  Harrington  is 
not  content  simply  with  an  outline  of  the 
way  in  which  the  news  story  should  be 
written.  He  gives  many  examples,  all  of 
tliem  carefully  analyzed.  He  makes  numer- 
ous brief,  pithy  statements  which  any 
editor  might  well  learn  by  heart.  Such 
examples  as  these  show  the  value  of  the 
author's    concrete,    pertinent   suggestions: 

The  average  length  of  a  newspaper  paragraph 
is  seven  printed  lines.  Frequent  paragraphs 
rest  the  eye  and  in^^te  reading.  Do  not  para- 
graph every  sentence,  however. 

Never  be  content  to  get  a  thing  almost  right. 
That  means  an  inaccurate  story.  No  trick  of 
language  can  cover  up  ignorance. 

Seek  emphatic,  forceful  words  to  start  the  lead. 
"A"  and  "the"'  are  generally  weak  in  beginning 
a  story.     Numerals  should  never  be  used. 

Do  not  be  satisfied  with  just  half  a  story. 
Try  to  get  all  the  information  necessary  to  make 
a  better  story. 

Read  at  least  one  newspaper  every  day.  Ex- 
amine leads,  words,  and  sentence  length. 

Do  not  manufacture  dialogue  for  the  sake  of 
novelty.     The  story  thus  becomes  fiction. 

Do  not  exaggerate  in  order  to  make  the  story 
more  interesting. 

Be  sure  of  the  meaning  of  words.  Never  give 
the  reader  a  chance  to  misinterpret  the  facts. 

Watch  long  sentences.  Would  two  shorter 
ones  carry  the  meaning  more  easily? 

Write  the  story  while  it  is  still  news. 

Be  brief,  but  don't  omit  essential  facts. 

Keep  a  note-book  and  pencil  handy. 

See  what  you  look  at. 

Cultivate  directness. 

To  \\Tite,  read! 

Most  of  the  matter  in  the  average  hovise 
publication  may  wisely  be  written  in  the 
news  form.  It  will  be  read  more  carefully 
and  remembered  longer  when  it  is  so 
written.  There  are,  however,  certain  sub- 
jects that  demand  different  types  of  treat- 
ment. For  instance,  in  every  business 
there  are  problems  which  do  not  furnish 
real  news,  but  about  which  information 
should  be  presented.  These  may  be  made 
into  what  the  newspaper  man  calls  feature 
stories.  The  paper  will  be  enlivened  by 
stdl  another  class  of  stories — the  human 
interest  type — in  which  people  and  their 


experiences,  so  treated  as  to  arouse  emo- 
tional interest,  furnish  the  subject  matter. 
Professor  Harrington  discusses  both  types 
of  story  at  length,  with  many  useful 
examples. 

The  chapter  on  "The  Reporter's  Use  of 
Words"  in  Professor  Harrington's  book 
may  well  be  read  and  pondered  by  any 
writer.  He  discusses  efTcctively  such  sub- 
jects as  "Acquaintanceship  with  Words," 
"The  Expressive  Word,"  "The  Gaudy 
Word,"  "The  Familiar  Word,"  "The 
Emphatic  Word,"  "Figures  of  Speech," 
"Slang,  Good  and  Bad,"  and  "The  Hack- 
neyed Phrase." 

The  author  emphasizes  the  importance 
of  reading  in  acquiring  an  efiFective  vocabu- 
lary. He  suggests  particularly  reading  and 
WTiting  of  verse  as  means  for  actjuiring  the 
habit  of  writing  specifically  and  powerfully. 
His  discussion  of  the  topic,  "To  Write, 
Work,"  is  so  significant  to  any  wT-iter, 
whether  professional  or  occasional,  whether 
in  literature  or  in  business,  that  one  feels 
constrained  to  quote  it : 

No  easy  path  leads  to  the  art  of  effective  use 
of  words.  It  is  only  to  be  acquired  by  dis- 
crimination, observation,  constant  reading,  pains- 
taking revision.  Every  student  should  grasp  the 
opportunity  to  become  familiar  with  literary 
masterpieces  studied  in  his  classes  and  available 
in  the  home  and  town  libraries.  The  temptation 
nowadays  is  to  skim  the  latest  novel  or  to  absorb 
the  current  magazine  at  the  expense  of  standard 
literature.  Such  a  program  is  ill  advised;  it 
cannot  develop  breadth  of  knowledge  and  a  feel- 
ing for  the  expressive  phrase.  The  physical  man 
cannot  live  without  food;  nor  can  the  mental  man 
thrive  without  feeding  upon  the  rich  inheritance 
of  other  men's  minds  as  recorded  in  print. 

Supplementing  his  general  reading  the  student 
of  newspaper  usages  needs  to  acquire  the  critical 
sense.  As  he  reads  the  newspaper,  let  him 
analyze  the  sentence  structure,  let  him  examine 
the  words  and  sentences,  setting  down  in  his  note- 
book his  findings,  so  that  his  own  written  work 
may  catch  a  reflected  glow.  No  reporter  ever 
lost  his  job  because  he  wrote  too  well;  no  author 
ever  won  enduring  fame  by  slip-shod,  careless 
work. 

Composition  that  achieves  distinction  is 
grounded  in  the  correct  use  of  the  English  lan- 
guage. There  can  be  no  minimizing  the  im- 
portance of  grammar,  correct  spelling,  and  rhe- 
torical devices  that  bring  clearness,  terseness,  and 
interest  in  the  wTJtten  production.  No  per- 
fection of  style,  however,  can  hide  a  lack  of 
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knowledge,  for  without  a  message  writing  be- 
comes a  mockery. 

After  all,  people  who  write  badly  usually  do  so 
because  they  have  nothing  to  say,  and  do  not 
know  what  they  are  writing  about. 

The  discussion  of  copy-reading,  head- 
writing,  and  make-up  is  simple  and  practi- 
cal. The  marks  used  in  correcting  copy 
and  the  symbols  used  in  correcting  proof 
are  carefully  explained.  Following  them 
will  obviate  many  errors  and  much  expense 
for  alterations. 


Tlie  writing  of  heads  and  the  make-up  of 
publications  are  treated  in  a  practical  way. 
These  matters,  which  have  so  much  to  do 
with  the  attractiveness  of  a  publication, 
are  very  often  neglected;  in  house  publi- 
cations. 

Mr.  Harrington  also  gives  a  style  book 
providing  uniform  practice  in  capital- 
ization, punctuation,  and  other  details;  a 
dictionary  of  common  newspaper  terms; 
and  a  bibliography  of  important  reference 
works  on  the  various  phases  of  journalism. 


FULL  UP  AND  FED  UP 

Bij    Whiting    Williams,    author    of   "  What's    on    the 
Worker's  Mind?  "  ir,  32U  pp.    Charles  Seribner's  Sons 

Reviewed  by  RLibion  La  Mere* 


"Give  us  this  day  our  daily  Job!"  is  the 
prayer  of  the  working  man.  Not  a  job  for 
one  day  or  for  a  few  days,  but  a  regular 
steady  job.  One  that  will  enable  a  man  to 
support  his  family  and  to  keep  his  self- 
respect.  In  the  words  of  the  Welsh  coal 
handler:  "'Twould  seem  to  me  the  finest 
kind  o '  world  thot  ony  mon  could  want — to 
get  up  outa  bed  in  the  mornin',  and  know 
a  job  was  witin'  for  ye!" 

From  a  personal  investigation  of  in- 
dustrial conditions  in  Great  Britain,  Mr. 
Williams  gathered  first-hand  material  for 
this  human  interest  volume.  In  it  he  has 
presented  a  humorous,  intelligent,  and 
sympathetic  account  of  the  lives  and  prob- 
lems of  the  average  working  man,  and  has 
pointed  out  the  critical  situation  confront- 
ing employers,  owing  to  the  dissatisfaction, 
misunderstanding,  and  general  lack  of 
education  among  their  employees. 

It  is  the  lack  of  education  that  he  con- 
siders the  greatest  evil.  Because  of  it,  the 
men  are  swayed  by  agitators,  keeled  over 
by  Marxian  doctrines,  and  submerged  in  a 
sea  of  Soviet  propaganda.  To  other  causes 
of  unrest  he  attributes  the  following:  The 
class  system  which  prevents  a  man  from 
rising  above  the  social  status  of  his  father; 
poor  housing  conditions,   which  result  in 

♦Special  reviewer  for  Administration. 


the  domestic  "TNT,"  the  "Tiredness  and 
Temper"  that  occasion  family  jars  or  ex- 
plosions in  the  public  houses ;  old  equipment 
in  the  factories  that  cuts  down  output  and 
wages;  and  the  general  drunkenness  which 
at  least  assures  indiflFerence.  As  one  of  the 
workers  explained  the  condition:  "The 
drunker  ye  be,  the  less  ye'll  be  a-mind'  o' 
the  flies  and  the  bugs.  And  when  ye  sober 
up,  ye're  used  to  em.  See?"  It  is  a 
miserable  picture  that  is  painted,  and  in 
the  foreground  is  the  clamoring  army  of  the 
unemployed. 

Wlien  not  engaged  in  chasing  the  illusive 
job,  Mr.  Williams  chased  the  equally  il- 
lusive flea,  and  became  more  expert  in 
capturing  the  latter.  With  every  working 
man  a  union  member,  and  holding  a  union 
card,  it  was  almost  impossible  to  find  work, 
but  laxity  of  rules  enaljled  the  author  to 
prowl  about  the  interior  of  factories  and 
question  the  workers. 

"Aye,  mon,  uf  a  mon  won't  join  the 
union  after  'is  fust  pay,  we  chucks  'im 
out  and  awf  the  job  quick-like.  An'  no 
mon'll  tike  the  plice  of  a  striker  in  another 
department.  We  do  awll  stawnd  together, 
we  do,  and  we  'as  no  black-legs  (scabs) 
amongst  oos,"  asserted  one  of  the  furnace 
men  at  a  Llanley  plant. 

"Oh,  we've  got  the  owners  so  scared  here 
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they  don't  trouble  us  and  it's  just  our  good 
conscience  thot  mykes  us  work  at  all,  at 
all."  They  were  amazed  to  learn  that 
American  workmen  work  10  to  14  hour 
shifts,  and  admitted  frankly  that  with  the 
rests  they  took  when  the  boss  was  out  of 
sight,  they  did  not  work  half  of  their  eight 
hours. 

Work  was  found  eventually  in  a  coal 
mine  in  Wales,  just  before  the  decision  to 
strike  went  into  effect.  The  arguments  of 
the  leaders  at  the  meetings  show  the  general 
attitude  of  all  classes  of  workers. 

At  the  end  of  the  "First  Episode,"  Mr. 
Williams  warns  employers  in  America 
against  playing  into  the  hands  of  the  unions, 
and  gives  sound  advice  as  to  the  best 
procedure  in  dealing  with  grievances. 

It  was  at  Glasgow  that  the  author  en- 
countered the  phrase,  "fed  up,"  for  it  was 
chalked  for  him  on  a  piece  of  sheet  steel  by 
a  discouraging  "dummy."  He  had  run 
afoul  of  "full  up,"  some  time  previously. 
The  results  of  his  observations  in  that  city, 
and  remedial  suggestions,  are  outlined  in 
the  chapter — "\\'hat's  the  Matter  With 
Glasgow.'" 

"Full  up!  Not  a  chance!  Full  up!" 
met  him  in  Yorkshire.  There  he  also 
found  the  wage  scale  friction  between  the 
skilled  and  unskilled  workers,  due  to  the 
rapid  increase  of  pay  during  the  war,  when 
the  adoption  of  fool-proof  machines  made 


it  possible  for  the  unskilled  worker  to  draw 
earnings  equal  to  those  of  the  skilled 
worker.  The  same  situation  prevails  in 
America. 

The  town  of  Middlesborough,  although 
"full  up,"  was  by  far  the  most  habitable  of 
all  those  visited,  due  to  the  steadiness  of 
jobs,  the  three-shift  system,  the  comfort- 
able homes,  the  good  feeling  between 
worker  and  master,  good  wages,  and  the 
self-respect  growing  out  of  these  advan- 
tages. 

Mr.  Williams  had  the  good  fortime  to  be 
present  at  the  national  labor  conference  at 
Portsmouth.  There,  one  of  the  leaders 
summed  up  the  evils  of  the  irregular  job  in 
two  sentences: 

"Irregular  work  always  makes  an  irregu- 
lar worker.  And  an  irregular  worker  is 
always  bound  to  make  an  irregular  citi- 
zen." 

The  concluding  note  is  sounded  by  the 
author  as  follows: 

I  grow  daily  more  certain  that  there  are  mil- 
lions of  workers  in  the  world  wliose  real  need  is  a 
steady  job.  By  long  experience  most  of  these 
have  learned  that  the  only  ap[>eal  which  gets  the 
ear  either  of  the  employer  or  of  the  public  is  the 
appeal  which  has  the  appeal  for  steady  work 
camouflaged,  either  as  an  appeal  for  more  wages 
or  for  fewer  hours,  in  order  that  whatever  work 
there  is  may  be  spread  about  as  evenly  as  possi- 
ble for  the  benefit  of  the  greatest  number  of 
work-needing  workers. 


CONSTRUCTION  COST  KEEPING  AND  MANAGEMENT 

By   Ilalbert  Powers  Gillette  and   Richard   Turner 
Dana,    xvii,  572  pp.    McGraw-Hill  Boole  Company 

Reviewed  by  George  S.  Armstrong* 


This  volume  is  a  revision  of  the  earlier 
work  of  1909  and  is  intended  to  bring  the 
subject  as  then  presented  in  line  with  de- 
velopments in  the  period  following  its  first 
appearance.  It  starts  with  a  discussion  of 
the  laws  of  management  and  then  presents 
a  series  of  rules  in  axiomatic  form  for  secur- 
ing minimum  costs.  The  text  is  supported 
by  references  to  concrete  cases  which  stimu- 

♦  Consulting  Industrial  Engineer,  New  York  City. 


late  comprehension  and  add  a  convincing 
practical  touch.  Detailed  discussion  of 
the  various  wage  systems  with  methods  of 
measuring  output  of  workmen  is  followed 
by  a  rather  extended  exposition  of  cost- 
keeping  both  in  its  principles  and  its  appli- 
cation in  contracting.  A  chapter  on  office 
appliances  intervenes  at  this  point  and  pre- 
cedes a  collection  of  cost  report  blanks. 
The  concluding  chapter  contains  a  scries  of 
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resumes  of  cost-keeping  systems,  as  in 
practical  use  by  various  contractors. 

The  foregoing  synopsis  of  the  contents  of 
this  volume  reflects  a  certain  lack  of  refer- 
ence between  chapters  and  an  undue  empha- 
sis on  elementary  principles,  such  as  wage 
systems,  which  might  have  been  assumed 
and  which  in  combination  with  a  discussion 
of  advanced  practice  is  out  of  place  and  al- 
most tediously  repetitive.  It  is  realized 
that  a  revision  such  as  this  volume  repre- 
sents is  diflicult  to  effect  without  an  exten- 
sive reconstruction  of  the  original  text  and 
the  judicious  introduction  of  the  new 
material.  Possibly  the  failure  of  the  au- 
thors to  go  to  such  length  accounts  for  the 
lack  of  continuity  and  logical  development 
which  are  the  chief  faults  of  the  volume. 
However,  these  shortcomings  while  serious 
and  unfortunate  become  unimportant  com- 
pared with  the  merit  of  the  underlying  con- 
cepts and  the  supporting  data  and  forms 
which  are  extremely  valuable  and  which 
should  do  much  toward  better  comprehen- 
sion of,  and  needed  economizing  in  the 
difficult  field  of  engineering  construction 
and  contracting. 

The  authors  have  seized  upon  the  essen- 
tial principles  in  contracting  and  have 
shown  the  necessity  of  determining  the 
proper  selective  balance  between  cost  of 
equipment,  magnitude  of  work,  and  result- 
ant unit  costs  and  hence  profits.  In  this 
broad  way  the  significance  of  their  thought 
is  vitally  beneficial.  The  importance  of 
such  comprehensive  realization  of  the 
governing  factors  in  successful  contracting 
has  been  noted  recently  in  one  of  the  engi- 
neering magazines  in  connection  with  high- 
way construction.  It  seems  that  motor- 
trucks, concrete  mixers,  tractors,  and  other 
parts  of  highway  equipment  are  in  a  state 
of  continued  advance  in  design  and  adapta- 
tion. Recent  models  and  devices  reduce 
unit  costs  but  they  likewise  carry  greater 
losses  from  idleness,  or  transfer  from  job  to 
job.  The  problem  of  how  far  to  go  in 
modernizing  equipment  or  of  devoting 
particular  equipment  to  a  given  job  is 
difficult  to  solve  successfully  without  thor- 
ough understanding  of  the  fundamentals 
controlling  the  operation  as  a  whole.  The 
authors  cite  the  case  of  a  repair  job  on  a 
dam  on  which  a  hand  derrick  was  used. 


AVhen  this  practice  was  questioned  it  was 
demonstrated  that  the  cost  of  moving  and 
returning  a  boiler  and  engine  would  more 
than  offset  the  added  labor  of  the  hand 
derrick. 

Such  practical  allusions  in  the  text  arrest 
the  mind  of  the  reader  and  induce  definite 
appreciation  of  the  major  factors  which  the 
authors  are  seeking  to  drive  home  as  indis- 
pensable necessities  for  successful  contract- 
ing and  engineering  construction.  Further, 
certain  analogies  are  presented  which  stim- 
ulate the  reader  to  larger  possibilities,  as 
for  instance,  on  page  52  the  statement  is 
made  that — -"Contracting  is  really  manu- 
facture with  a  plant  moved  either  continu- 
ously or  intermittently."  This  parallel 
opens  up  new  fields  for  reference  and  exam- 
ple in  profitable  procedure  which  in  view  of 
the  recent  advance  in  manufacturing  meth- 
ods would  convert  a  very  valuable  contribu- 
tion to  the  uses  of  contracting.  Among 
other  things  it  means  the  importance  of 
planning  and  dispatching  work  with  spe- 
cific methods  designed  for  the  purpose  and 
further,  the  benefits  of  job  analysis  and 
time-study,  the  technique  of  which  has 
been  highly  developed  in  manufacture,  and 
there  also  should  be  added  the  principles 
and  function  of  cost-keeping  which  have 
been  evolved  by  study  and  trial  to  a  depend- 
able basis,  as  the  result  of  industrial  enter- 
prise and  ingenuity. 

The  18  rules  to  secure  minimum  costs  in 
Chapter  II  are  basic  and  pithy  axioms  which 
if  profitably  followed  would  unquestionably 
minimize  the  cost  of  construction.  In  view 
of  such  real  meaty  worth  in  the  text  it  is 
somewhat  of  a  pity  that  the  authors  have 
injected  an  extended  discussion  of  the  vari- 
ous systems  of  wage  payment,  and  of  cleri- 
cal economy  of  oflBce  appliances.  These 
latter  subjects  have  been  written  about  ad 
infinitum  and  are  inappropriate  in  this  text. 
The  specific  details  as  to  forms  and  methods 
have  excellent  reference  value  and  partake 
in  the  construction  field  somewhat  of  the 
same  character  as  Arnold's  pioneer  work  in 
"The  Factory  Cost  Keeper,"  some  years 
ago.  The  illustrations  given  are  complete 
and  have  been  taken  from  actual  practice 
in  representative  companies  and  they, 
therefore,  have  added  distinction  and 
usefulness. 
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In  conclusion  this  volume  is  a  contribu- 
tion to  tlie  field  of  engineering  construction 
and  its  operating  medium,  contracting.  Its 
comprehensive  presentation  of  the  vital 
ivspects  and  factors  bearing  on  profitable 


conduct  of  such  business  combined  with  the 
detailed  forms  and  blanks  should  make  it 
an  important  adjunct  to  the  library  of 
every  progressive  contractor  and  supervis- 
ing construction  engineer. 


WORDS  WE  MISSPELL  IN  BUSINESS 

By  Frank  H.  VizctcUy,  Liit.D.,  LL.D.  Managing 
Editor  of  Funk  and  Wagnalb  Neiv  Standard  Diction- 
ary.    XV,  2J1.9  pp.     Funk  and  IVagnalls  Company 

Reviewed  by  Hannah  Mitchell* 


Ten  thousand  terms  used  in  business  have 
been  listed  in  this  volume  by  Frank  H. 
Vizetelly,  who  has  the  distinction  of  being 
the  managing  editor  of  a  dictionary  and  the 
author  of  several  other  works  relative  to 
good  English.  The  correct  forms,  their 
proper  division,  and  rules  governing  the 
orthography  of  English  words  are  included 
under  the  title  "Words  We  Misspell  in 
Business." 

Among  the  complete  rules  on  spelling  are 
'21  on  silent  letters.  The  peculiarities  of 
compound  words  and  the  usage  for  doubling 
consonants  are  given.  The  author  imposes 
one  or  more  exceptions  for  every  rule.  The 
plural  of  nouns  and  rules  for  division  of 
words  are  explained.  And  as  a  climax,  just 
before  the  list  of  ten  thousand,  the  author 
gives  such  a  spelling  test  as  would  stagger 
the  greatest  student  of  orthography. 

Now  I  do  not  purpose  to  go  into  the  list 
of  ten  thousand  words  we  misspell.  Mr. 
^'izetelly  says  there  are  only  two  things  we 
can  do  about  correcting  our  spelling: 
Study  the  rules,  noting  the  exceptions;  and 
consult  the  dictionary. 

After  pointing  out  the  inconsistencies  of 
English  spelling  and  impressing  his  readers 
with  what  a  difficult  art  it  is  he  says  flatly: 

To-day  good  spelling  is  an  indispensable  ac- 
complishment and  to  spell  badly  is  vulgar.  It 
stamps  its  victim  as  ignorant  and  closes  to  him 
the  doors  of  lucrative  appointments. 

He  continues,  that  English  is  full  of 
pitfalls  for  all;  and  points  out  some  of  them 
—  such  as   why   we   write    "precede    and 

*  Special  reviewer  for  Adminitlralion. 


recede"  and  then  "])roceed  and   exceed." 
He  says: 

English  which  was  originally  one  of  the  easiest 
languages  to  learn,  has  become  one  of  thehardest, 
because  the  English  spoken  by  one  generation 
has  differed  from  that  spoken  by  another.  Our 
mother  tongue  is  subject  to  constant  change. 
.  As  the  years  roll  on  we  look  back  and 
notice  it. 

The  evolution  of  some  of  our  words  is 
perhaps  the  most  entertaining  part  of  this 
very  practical  volume.  There  is  romance 
in  the  history  of  certain  individual  words 
which  are  most  prosaic  in  their  significance, 
just  ordinary  everyday  words  with  pecul- 
iar life-histories  if  you  go  back  and  look 
them  up.  For  example,  the  author  takes 
the  word  "coffee." 

When  the  word  "coffee"  was  first  noted  in  Eng- 
lish literature  in  1.598,  it  was  spelled  "chaoua." 
In  1601  it  was  spelled  "coffe."  In  162.'5  Bacon 
spelled  it  "caphe."  Captain  John'Smithin  1630, 
and  Lithgow  in  ICt'M,  both  spelled  it  "coffa";and 
Blount  in  1636,  "couphe."  Evelyn  was  the 
first  to  use  the  form  "coffee."  \Yhen  the  Plague 
struck  Ix)ndon  (1665),  Dr.  George  Harvey  rec- 
ommended his  patients  "to  drink  coffee  against 
the  contagion."  The  prescription  must  have 
been  effective,  for  we  have  been  drinking  "coffee" 
ever  since. 

Going  back  into  the  history  of  almost  any 
word  that  we  use  daily  we  fiiul  that  it  has 
done  some  queer  things  in  its  da,\ — has 
worn  some  queer  dresses.  The  word  "cus- 
tom" was  spelled  "customes"  in  1200;  in 
1340  there  is  a  record  that  it  was  used  in 
its  present  form;  in  1350  someone  tried  it 
"kostome";  in  1526,  "custome,"  in  1683 
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"costome."  Likewise  "customer"  was 
"custummer"  in  1303;  "custumere"  in 
1393;  "custommer"  in  1400;  and  "custu- 
mer"  in  1450. 

The  word  "company"  was  derived  from 
"cum"  meaning  with  and  "panis"  meaning 
bread,  and  originally  carried  the  idea  of 
sitting  around  a  table  and  eating  together. 
Variety  in  its  spelling  garb  shows  "com- 
painie"  in  1250;  "company"  in  1340; 
"compaigny"inl393;"companye"in  1440; 
"companie"  in  1440.  The  prize  way  in 
which  it  was  spelled  was  "cumpaignye"  in 
1300. 

We  see  queer  things  going  on  with  the 
words  that  have  come  into  being  in  our 
own  experience.  "Automobile"  is  a  queer 
mixture  and  is  not  in  good  usage  among 
some  very  particular  editors  even  at  the 
present  time.  It  is  a  compound  of  Greek 
and  Latin,  the  Greek  from  which  the 
"auto"  is  derived  meaning  "self"  and  the 
Latin  "mobUis"  meaning  "to  move." 
"  Motor  car  "  is  insisted  upon  as  a  substitute 
for  "automobile"  among  some  purists. 
The  way  in  which  that  name  came  about 
may  be  something  like  the  use  of  "tallyho" 


in  this  country.  "Tallyho"  was  the  name 
of  one  of  the  first  coaches  ever  brought  to 
this  country.  Just  as  Pullman  cars  today 
have  names,  so  the  first  coaches  and  auto- 
mobiles had  names.  In  English  some  of 
the  first  steam  carriages,  not  used  on  rails, 
were  named  "The  Era,"  "The  Infant," 
and  one  was  called  "The  Automaton." 

The  word  "employer"  has  not  had  much 
variation  in  its  spelling,  but  Shakespeare 
speaks  of  "imploier"  and  Richardson  refers 
to  "imployer."  Burke  used  the  present 
form ' '  employer. "  "  Contract ' '  was  spelled 
"contractes"  by  Chaucer;  and  the  plural 
form  in  1552  was  "contrackis." 

With  so  much  variation  in  the  history  of 
some  of  our  commonest  words  Mr.  Vizetelly 
impresses  his  readers  with  the  fact  that 
spelling  is  no  simple  subject.  He  attributes 
some  of  our  contradictions  in  spelling  to  the 
inadequacy  of  our  alphabet — asserting  that 
we  have  26  letters  with  which  to  reproduce 
48  sounds.  The  variation  in  sounds  as- 
signed to  our  letters  is  due,  he  says,  to  the 
presence  of  Anglo-Saxon,  Norman  French, 
in  each  of  which  the  same  letters  are  pro- 
nounced differently,  and  Latin  and  Greek. 


THE  ROMANCE  OF  A  GREAT  STORE 

By  Edward  Hungerford,  Author  of  "  The  Person- 
ality of  American  Cities,"  "The  Modern  Railroad," 
etc.     281   pp.     Robert  M.  McBride  and  Company 

Reviewed  by  Grace  Dunham  Allen* 


The  department  store  as  we  know  it  to- 
day has  its  natural  place  in  all  the  large 
cities  of  this  country,  and  indeed  in  many  of 
the  large  cities  of  Europe.  In  line  with  the 
trend  of  modern  business  methods  these 
glorified  editions  of  the  "coimtry  store  at 
the  cross  roads"  offer  ideal  labor  conditions 
to  their  employees,  and  pay  good  salaries. 
Consequently,  a  very  different  type  of 
worker  is  attracted  to  these  modem  marts 
than  could  have  been  found  in  any  dry- 
goods  store  of  a  decade  or  more  ago. 

In  writing  "The  Romance  of  a  Great 
Store,"  Mr.  Hungerford  has  told  the  story 

*  Special  reviewer  for  Administration. 


of  the  development  of  the  Macy  store  in 
New  York  City  in  such  a  way  as  to  make  it 
very  interesting  reading.  He  introduces 
many  items  of  human  interest,  while  at  the 
same  time  giving  valuable  information  to 
the  laity  about  the  development,  methods, 
conditions,  volume  of  business,  and  organi- 
zation of  this  mammoth  enterprise. 

At  the  conclusion  of  a  brief  introduction 
based  on  the  "Caveat  emptor," — in  modem 
parlance,  "Let  the  buj-er  beware," — he 
dramatically  says:  "The  stage  is  set.  .  .  . 
The  curtain  rises." 

In  the  prologue  young  Rowland 
Hussey  Macy  returns  to  Nantucket  from 
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a  long  whaling  voyage.  His  forbears  have 
lived  on  this  little  island  for  eight  genera- 
tions. But  being  convinced  that  the  sea  is 
no  calling  for  a  married  man  he  has  the 
courage  of  his  convictions  and  determines  to 
depart  for  Boston  to  follow  his  natural  bent 
for  trading  in  a  shop  of  his  own. 

An  interval  of  some  l-A  years  elapses  be- 
fore the  opening  of  the  first  act.  We  are 
told  that  during  that  period  young  Macy, 
having  failed  in  his  Boston  venture  went  to 
Haverhill,  Massachusetts,  on  the  flip  of  a 
coin,  where  he  was  more  successful.  But 
not  content  with  moderate  success,  he  de- 
termined in  1858  to  go  to  New  York,  a  city 
which  he  was  convinced  was  soon  to  become 
the  metropolis  of  the  land. 

The  scene  of  the  first  act  is  laid  in  the 
Sixth  Avenue  store  five  years  or  more  after 
its  establishment,  when  it  had  added  unto 
itself  a  miUinery  department  in  a  Fourteenth 
Street  building  connecting  with  the  original 
store  at  the  rear,  and  was  employing  as 
many  as  one  hundred  workers. 

The  second  act  opens  in  the  Fourteenth 
Street  store  of  1883 — a  big,  comfortable, 
homely  group  of  red  brick  buildings  extend- 
ing from  Thirteenth  to  Fourteenth  Streets 
on  Sixth  Avenue  and  150  feet  back  on  each 
street,  and  employing  some  1500  men  and 
women. 

Then  comes  the  last  act  at  the  Macy  store 
of  today — the  Thirty-fourth  Street  store — 
employing  over  5000folk,andlocated almost 
on  the  spot  that  Rowland  H.  Macy  had 
called  to  his  daughter's  attention  50  years 
ago  by  saying: 

A  half  century  hence  and  the  business  of  New 
York  is  to  be  centered  between  Thirty-fourth 
Street  and  Forty-second  Street.  Here  (the  cor- 
ner where  the  Marbridge  Building  now  stands) 
is  to  be  the  future  business  heart  of  this  wonder- 
ful city. 

The  author  introduces  each  successive 
member  of  the  firm  and  such  of  their  assist- 
ants as  made  a  telling  impression  on  the 
business  —  from  the  original  proprietors, 
Rowland  H.  Macy  and  his  brother-in-law 
Samuel  S.  Houghton,  down  to  the  present 
owners,  Jesse,  Percy,  and  Herbert  Straus — 
with  a  few  clever  words  of  description,  often 
telling  some  anecdote  or  making  some  allu- 
sion that  impresses  the  personality  on  the 


reader.  The  history  of  the  Straus  family 
in  the  chapter  on  "The  Coming  of  Isidor 
and  Nathan  Straus"  is  particularly  interest- 
ing. 

In  the  development  of  his  plot,  or  story, 
Mr.  Hungerford  introduces  many  side- 
lights, for  instance,  how  the  red  star  came 
to  be  adopted  as  the  Macy  symbol : 

In  the  days  of  his  youth  when  Macy  sailed  the 
northern  seas  in  a  whaling  sliip  he  had  gradually 
acquired  such  proficiency  tliat  he  was  made  first 
mate  and  then  master.  It  was  in  the  earlier  ca- 
pacity, however,  and  upon  an  occasion  when  he 
w^as  given  a  trick  at  the  wheel  that  he  found  him- 
self in  a  thick  fog  off  a  New  England  port.  To 
catch  the  familiar  lights  of  the  harbor  gateways 
was  out  of  the  question.  The  cloud  banks  lay 
low  against  the  shore.  Overhead  there  was  a 
rift  or  two,  and  in  one  of  them,  well  ahead  of  the 
vessel's  prow,  there  gleamed  a  brilliant  star.  For 
the  young  skipper  this  was  lilcrallya  star  of  hope. 
His  quick  wit  made  it  a  guiding  star.  By  it  he 
steered  his  course  and  so  successfully  into  the 
safety  of  the  harbor  that  the  star  became  for  him 
thereafter  the  symbol  of  success. 

Various  fixed  policies  established  by 
Macy  himself  in  that  early  store,  such  as 
doing  business  strictly  for  cash,  marking  the 
price  clearly  upon  each  article,  shading  of 
prices  one  or  two  cents  below  the  even 
dollar,  as  well  as  later  principles  established 
by  the  firm,  are  explained. 

Speaking  of  another  Macy  specialty,  Mr. 
Hungerford  says: 

The  establishment  of  the  depositor's  account 
department,  which  while  making  no  concessions 
to  the  store's  rock-ribbed  principle  of  selling  for 
cash,  solved  a  very  great  problem  in  its  touch 
with  its  public.  It  turned  the  costly  credit 
privilege  into  an  asset  both  for  the  customer  and 
for  the  store.  The  very  thought  was  revolution- 
ary. ...  It  couldn't  be  done.  .  .  .  Yet  the 
thing  deemed  impossible  has  come  to  pass.  The 
idea  was  sound.  The  plan  today  is  successful 
even  beyond  the  dreams  of  its  promoters.  With 
15,000  depositors,  its  total  deposits  have  reached 
as  high  as  $2,750,000  at  a  single  time.  Interest 
at  four  per  cent  annually  is  paid  upon  these  tic- 
posits,  so  that  the  customer's  money  does  not  lie 
idle  in  tlie  Macy  till.  Moreover,  the  money  may 
be  withdrawn  at  any  time,  and  without  previous 
notice  being  given.  Further  than  this,  it  has 
been  a  custom — not,  however,  to  be  considered 
invariable — to  pay  a  bonus  of  two  per  cent  on  net 
sales  charged  to  the  depositor's  account  depart- 
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ment  throughout  the  year.  Compare  the  thrill 
of  receiving  a  bonus  check  from  your  department 
store  instead  of  a  bill  for  dead  horses. 

In  the  first  five  chapters  of  that  part  of 
the  book  which  the  author  has  labeled 
"Today,"  he  takes  the  reader  behind  the 
scenes  and  shows  him: 

1.  The  routine  of  a  day  in  a  great  store. 

2.  An  outline  of  the  present-day  organization 
for  running  such  a  store. 

3.  The  picturesqueness  of  buying  in  the  far 
corners  of  the  earth;  and  the  courtesy  and  expe- 
dition attached  to  buying  at  home. 

4.  The  method  of  receiving  goods  purchased, 
their  display,  and  sale. 

5.  The  distribution  of  goods  sold. 

The  organization  of  a  modern  store  is 
likened  to  an  army  "with  its  generalissimo, 
its  under  generals,  its  colonels,  its  captains, 
its  lieutenants,  its  sergeants,  and  its  cor- 
porals. .  .  .  OSicer,  'non-com,'  and  pri- 
vate— each  contributes  his  more  or  less  im- 
portant part;  each  is  a  necessary  factor  in 
the  success  of  the  enterprise." 

He  says: 

Like  an  army,  the  department  store  of  modern 
America  is  designed  to  move  constantly  forward. 
The  "big-chief"  scans  his  balance  sheets,  the 
rise  and  fall  of  the  curves  of  his  outgo  and  income 
averages,  the  tremendously  meaningful  jagged 
red  lines  of  his  graphic  charts,  quite  as  carefully 
as  the  army  general  keeps  track  of  the  movement 
of  his  forces  upon  the  maps  which  his  topogra- 
phists  send  him.  He  gathers  his  officers  round- 
about him  and  plans  the  strategy  of  business  with 
the  same  shrewd  foresight  that  must  be  observed 
by  the  successful  military  leader.  He  must  be  a 
promoter  of  morale  throughout  his  forces,  even 
down  to  the  newest  and  the  lowest-paid  clerk. 
There  must  be  constant  liaison  between  the  gen- 
eral and  the  private  in  the  ranks. 

Following  this  comparison,  a  clearly 
stated  detailed  description  of  the  various 
executive  positions  necessary  to  manage  the 
118  different  departments  of  the  Macy  store 
of  today,  is  given. 

Advertising — the  most  recently  developed 
of  American  professions — was  in  its  infancy 
when  young  Macy  came  to  New  York. 
However,  the  author  makes  the  statement 
that  "the  merchant  from  out  of  New  Eng- 
land was  nothing  if  not  a  born  advertiser," 
and  goes  on  to  show  that  Macy's  chief  rea- 
son for  importing  the  wonderful  mechanical 


singing  bird  of  Sixth  Avenue  days  was  to 
create  a  sensation — and  so  gain  advertising 
thereby;  also  that  Macy  splurged  in  the 
public  prints  while  his  competitors  were 
quite  content  with  small  and  stilted  an- 
nouncements of  their  wares. 

Perhaps  the  most  interesting  chapter  in 
the  whole  book  is  that  on  "Distributing  the 
Goods."'  Here  Mr.  Hungerford  gives  the 
history  of  the  delivery  department  from  the 
ancient  two-wheeled-cart  days  down  to  the 
250  modern  delivery  vehicles — bright  red 
and  yellow  wagons  and  trucks  each  bear- 
ing the  good  luck  symbol  of  the  red  star. 
He  then  explains  the  great  and  complicated 
system  of  delivery  by  tracing  a  package 
from  the  time  it  leaves  the  hands  of  the 
sales-clerk  until  it  is  delivered  to  milady 
up  in  the  Bronx,  over  on  Long  Island,  or 
down  in  New  Jersey. 

There  is  a  rather  lengthy  but  interesting 
chapter  on  "The  M.acy  Family" — five 
thousand  workers,  one  third  of  whom  are 
men  and  two-thirds  women — followed  by  a 
shorter  one  on  "The  Family  at  Play."  The 
first  of  these  deals  with  the  selection  of  the 
workers  and  methods  for  keeping  up  the 
esprit  de  corps.  It  explains  in  some  detail 
the  training  department — a  department 
that  is  recognized  to  be  one  of  inestimable 
value  in  all  department  stores  today.  It 
tells  of  the  School  of  Retail  Selling  recently 
created  at  New  York  University  "to  fit 
men  and  women  to  teach  retail  selling  in 
public  high  schools  and  retail  stores,  to 
train  employees  in  stores  for  excutive  posi- 
tions, and  to  do  special  research  work  for 
department  managers  of  retail  stores." 

In  these  latter  days  all  big  businesses  are 
giving  considerable  attention  to  organized 
recreational  and  social  work  among  the 
employees.  "The  Family  at  Play"  shows 
how  Macy's  does  it.  It  also  shows  how  the 
publication  of  the  house-organ,  "Sparks," 
and  the  "Mutual  Aid  Association," together 
with  the  provisions  for  recreation  affect  the 
morale  of  the  force.  And  here  the  curtain 
falls. 

"The  Romance  of  a  Great  Store"  is  a 
book  well  worth  reading,  not  only  by  those 

'  For  a  detailed  de.scription  see  "Cost  Control  of 
Delivery  Operations,"  by  Harold  Ji.  Weissman,  Indvis- 
trial  Engineer  of  the  R.  H.  Macy  Company  in  Admin- 
iXrodon  for  April,  1922. 
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who  for  business  or  professional  reasons  are 
interested  in  the  developinont  and  organiza- 
tion of  the  modern  department  store,  but 
by  the  hiyman — -the  sliopper  in  that  store. 
The  author  may  be  forgiven  a  few  apparent 


discrepancies  and  a  certain  looseness  in  con- 
struction, because  of  the  clever  way  in 
which  he  has  woven  a  business  history,  that 
might  have  been  very  <iry  reading,  into 
what  is  almost  a  rumance. 


SYSTEM   BUILDING   AND   CONSTRUCTIVE   ACCOUNTING 

By  liaijmoud  D.  Willard.     viii,  307  pp.     McGraw-Hill  Book  Company 
Reviewed  bv  John  S.  Lloyu* 


In  this  volume,  the  writer  has  introduced 
a  subject  well  worth  a  reading,  not  only  by 
the  profession,  but  by  every  business  execu- 
tive who  wishes  to  have  a  valuable  aid  in 
checking  up  his  accounting  methods  with 
the  modern  practice  of  today.  Thus  will 
he  inform  himself  with  a  step-by-step 
presentation,  in  a  very  simple  manner,  of 
some  fundamentals  which  he  as  a  business 
man  should  be  familiar  with. 

The  author  submits,  briefly  but  to  the 
point,  a  delightful  and  very  regular  grada- 
tion of  constructive  accounting,  so  that 
the  average  business  man  will  be  in  a  posi- 
tion to  understand  the  whys  and  appreciate 
the  value  of  an  up-to-date  accounting  sys- 
tem in  the  office.  Too  often  the  account- 
ing records  are  neglected  and  are  never 
thought  of  as  matters  of  importance,  simply 
because  the  work  is  looked  upon  as  "non 
productive."  Here,  in  this  volume,  is  an 
opportunity  for  the  business  man  to  side- 
step excuses  and  equip  himself  with  the 
requirements  of  a  first-class  accounting 
department. 

Many  practicing  accountants  are  proud  of 
their  ability  to  oversystematize  and  accord- 
ingly involve  themselves  and  their  clients 
with  a  lot  of  unnecessary  detail.  This  has 
made  it  extremely  difficult  for  the  profes- 
sion because  the  client  is  not  able  to  grasp 
the  importance  of  the  fundamentals  under- 
lying. Unless  one  is  sure  of  the  kind  of  a 
foundation,  the  structure  will  matter  but 
very  little. 

The  simplicity  of  this  volume  is  correctly 
stated  by  quoting  from  the  autlior: 

*Con.sultingAcfountant.  Wilkes  Barre,  Pennsylvania. 


There  is  probably  no  braiicli  of  arcounting 
work  which  furnishes  a  broader  field  for  the 
exercise  of  constructive  abihly  and  business 
analysis  thau  that  of  designing  and  installing 
accounting  systems  for  various  lines  of  business 
activity. 

There  is  probably  no  branch  where  the  require- 
ments are  more  exacting  in  order  that  the  efforts 
of  the  systematizer  may  meet  with  success.  Not 
only  must  he  be  thoroughly  grounded  in  a  knowl- 
edge of  fundamental  accounting  principles  but 
he  must  have  a  thorough  understanding  of  the 
various  intricacies  involved  in  everyday  business 
operations. 

A  system  properly  designed  will  furnish  the 
executive  with  a  chart  by  which  to  steer  his 
business  course;  if  improperly  designed  it  will 
be  merely  a  record  of  past  events,  in  which  case 
it  shows  only  the  financial  standing  of  the  busi- 
ness as  of  a  given  date,  frequently  so  long  after 
the  events  have  transpired  as  to  be  of  no  value 
whatever.  The  usefulness  of  any  system  depends 
solely  upon  its  design  and  the  care  with  which 
the  various  steps  have  been  worked  out. 

The  fundamental  principles  of  system  build- 
ing as  applied  to  various  classes  of  business  are 
first  of  all  a  comprehensive  plan  of  operation 
for  securing  a  required  result  with  the  least 
amount  of  waste  in  energy,  time  and  money. 

To  the  profession,  Mr.  Willard's  chap- 
ter on  "PrelimiiKiry  Investigation"  is 
valuable.  He  has  briefly  and  well  stated 
the  most  important  points  to  be  remem- 
bered in  the  conduct  of  the  investigation. 
Not  that  the  accountant  forgets  to  include 
the  items  mentioned,  but  here  the  author 
presents  some  very  easy  helps  for  the  busy 
accountant. 

The  author's  discussion  of  eomniercial 
papers    is    a   presentation    of   the    various 
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kinds  and  styles  of  papers  usually  employed 
in  the  conduct  of  a  business.  To  some 
readers  this  chapter  might  not  develop  a 
great  deal  of  importance.  I  venture, 
however,  that  the  majority  of  readers  will 
find  some  very  helpful  suggestions.  His 
chapter  on  printing  and  ruling  is  similarly 
adapted.  These  two  chapters  alone  offer 
the  reader  some  real "  rules  and  regulations  " 
concerning  paper  and  ruling.  Their  brief- 
ness appeals  to  the  writer  and  they  are  laid 
out  in  such  a  manner  that  all  theory  is 
eliminated,  the  author  only  indulging  in 
their  practicability. 

Automobile  sales  have  taken  on  such  a 
cloak  of  permanence  that  an  up-to-the- 
minute  system  is  absolutely  necessary. 
Without  any  unnecessary  discussion  and 
wasted  energy,  the  author  presents  five 
chapters  covering  a  general  system  and 
plan  for  the  automobile  business,  covering 
the  sales    trade.     The    discussion    is    pre- 


sented after  a  preliminary  investigation  has 
been  made,  thus  bringing  out  a  typical 
illustration  of  his  chapter  on  investigation. 
Every  operation  for  each  department  is 
closely  followed  in  a  detailed  explanation 
and  the  purpose  of  each  account  and  their 
function. 

AU  through  the  volume,  touching  on  the 
operation  of  a  grocery  store,  a  club,  and  a 
hospital,  the  author  has  never  once  de- 
parted from  his  argument  in  his  general 
discussion,  where  he  clearly  states  "The 
fundamental  principles  of  system  buUding 
as  applied  to  various  classes  of  business  are 
first  of  all  a  comprehensive  plan  of  opera- 
tion for  securing  a  required  result  with  the 
least  amount  of  waste  in  energy,  time  and 
money. " 

It  is  my  opinion  that  a  business  man's 
library,  as  well  as  that  of  the  professional 
accountant,  could  not  be  complete  without 
a  copy  of  this  volume. 


PRACTICAL  ACCOUNTING  PROBLEMS 

By  Pmil-Jose-ph  EsquerrS.     Head  of  the  Post  Graduate  School 
of  Accountancy.     Two  volumes.  The  Ronald  Press  Company 

Reviewed  by  F.  G.  Colley* 


In  these  books ,  the  second  volume  of  which 
has  recently  appeared,  Mr.  Esquerre  dis- 
cusses 50  accounting  problems.  To  those 
who  have  been  fortunate  enough  to  study 
under  his  direction  at  the  Post  Graduate 
School  of  Accountancy,  these  discussions 
will  recall  both  the  instructor  and  his 
methods  quite  vividly. 

The  style  varies  from  storming  in  a  fiery 
and  tempestuous  manner  over  the  student's 
conceit  and  lack  of  brains  or  failure  to  use 
them,  to  leading  him  forward  (after  a 
proper  spirit  of  himiility  has  been  installed 
in  him)  with  calm  and  at  times  almost 
offensively  paternal  counsel. 

In  solving  the  problems,  Mr.  Esquerr6 
compares  his  methods  to  those  used  by 
armies  in  the  field.  His  first  care  is  to 
study  carefully  the  proposition  as  stated — 

*  Certified  Public  Accountant  with  Arthur  Young 
and  Company,  New  York  City. 


corresponding  to  "learning  the  tactical 
situation,"  as  used  by  our  military  writers. 
His  next  step  is  to  determine  the  desires 
of  the  examiners,  which  is  similar  to,  but 
much  more  difficult  than,  "learning  the 
intention  of  the  enemy."  The  foregoing 
steps  accomplished,  he  advises  a  bold  and 
vigorous  frontal  attack  after  the  manner 
recently  illustrated  by  his  fellow  country- 
man, the  great  Foch. 

The  problems  are  selected  from  those 
given  to  candidates  for  the  C.  P.  A.  certif- 
icate by  the  Board  of  C.  P.  A.  Examiners 
of  the  State  of  New  York.  Anyone  not 
familiar  with  these  examinations  will  ac- 
quire added  respect  for  holders  of  these 
certificates  upon  reading  the  books.  Can- 
didates are  required  to  solve  four  prob- 
lems in  six  hours.  They  usually  have  an 
opportunity  to  choose  four  of  the  six  given. 

Each  problem  covers  a  situation  differ- 
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ing  from  all  the  others.  The  wide  range 
of  subjects  is  showii  by  the  following  titles 
of  some  of  the  problems: 

The  Balance  Sheet  of  Railroads. 

The  Balance  Sheet  of  Stock-Brokers. 

The  Presentation  of  Cost  Results. 

The  Balance  Sheet  of  Life  Insurance  Companies. 

The  Consolidated  Balance  Sheet. 

Statements  of  Affairs,  Deficiency,  etc.,  for  Con- 
cerns in  Financial  Difficulties. 

Statements  Expressive  of  the  Results  of  Opera- 
tions of  Trustees. 

Application  of  the  Theory  of  the  Statement  of 
Income  and  Profit  and  Loss,  for  the  Purpose 
of  Ascertaining  Inflations  of  Values. 

The  Theory  of  Averages,  Applied  to  Detect 
Inflations  of  Values. 

The  Value  of  Analysis  in  the  Matter  of  Claims 
for  Insured  Losses. 

Investments — Amortization  of  Premiums  on 
Bonds. 

The  Anatomy  of  Sinking  Funds. 

Present  Worth  of  Contracts. 

Cotton  Oil  Brokerage — Books  of  Account. 

Factors  and  Agents — The  Particulars  of  Their 
Contractual  Relations  Revealed  by  Their 
Accounting. 

Coal-Mining  Operations  and  Results. 

Ore-Mining  Operations  and  Results. 

Building  Loan  Associations. 

Before  taking  up  the  particular  facts 
in  a  problem,  Mr.  Esquerre  discusses  the 
general  theories  underhnng  the  problem. 
These  preliminary  comments  form  the  most 
valuable  part  of  the  author's  work.  We 
may  disagree  with  him  to  some  extent  con- 
cerning his  application  of  the  theories 
stated  and  the  form  in  which  the  solutions 
are  offered,  but  his  theories  as  stated  can 
seldom  be  challenged. 

The  following  extracts  will  illustrate  the 
character  of  these  comments: 

In  discussing  the  treatment  of  good-will 
in   consolidated   balance  sheets,   he  says: 

Certain  accountants  object  to  carrying  good- 
will in  the  consolidated  balance  sheet,  and  will 
do  anj-thing  to  eliminate  it.  They  profess  the 
same  dislike  for  surplus.  They  eliminate  the 
latter  by  deducting  it  from  the  good-will,  and 
they  will  even  attempt  to  eliminate  the  balance 
of  good-will  by  deducting  it  from  and  by  addit- 
ing  it  to  the  most  likely  asset.  How  such  a 
misrepresentation  of  facts  can  help  the  judg- 
ment of  the  directors  of  the  holding  company  is, 
from  my  standpoint,  hard  to  see. 

The  status  of  the  surplus  of  the  operating 


companies  is  inviolable;  to  have  it  absorbed  by 
the  good-will  is  tantamount  to  interfering  with 
the  prerogatives  of  the  directorate. 

And  of  the  method  of  showing  minority 
interests  in  consolidated  balance  sheets,  he 
says: 

Several  methods  of  handling  this  proposition 
have  been  suggested: 

1.  Take  only  90%  of  all  the  assets,  liabilities, 

and  surplus  of  the  operating  companies. 

2.  Take  the  assets  and  liabilities  of  the  operat- 

ing companies  in  full;  add  the  dissident 
stock  to  the  capital  stock  of  the  holding 
company,  and, 

3.  Ignore  the  dissident  capital  stock,  and  show 

a  liability  therefor. 

4.  Refer,  by  means  of  a  footnote,  to  the  fact 

that  only  90%  of  the  stock  of  the  operat- 
ing companies  is  owned  by  the  holding 
company. 
Methods  i  and  8  are  practically  the  same,  and 
operate  very  satisfactorily;  method  1  is  too  cum- 
bersome and  far-fetched  to  be  of  much  value; 
method  i  is  inadequate. 

He  again  speaks  very  positively  concern- 
ing good-will  as  follows: 

When,  in  1914,  I  stated  that  "the  gradual 
expulsion  of  good-will  from  respectable  books  is 
one  of  the  perplexing  puzzles  which  accounting 
offers  to  its  students";  when,  besides,  I  sug- 
gested that,  instead  of  being  written  off  when 
capitalized,  patents  might  hi  allowed  to  remain 
on  the  books  at  a  value  increased  in  the  amount 
of  the  good-will  earned  by  them,  I  was  told, 
privately  and  publicly,  that  my  sense  of  values 
was  unorthodox,  some  even  said  vicious.  And 
yet,  how  many  concerns  would  have  made  a 
fortune,  that  is  to  say,  saved  a  fortune,  if  they 
had,  prior  to  1913,  done  the  very  thing  which 
I  recommended  at  a  time  when  excess  profits 
taxes  and  capital  invested  were  Utopias  of  a 
distant  and  uncertain  future.' 

Much  of  this  may  be  approved,  but  it 
is  doubtful  if  anyone  except  perhaps  some 
accountants  will  agree  that  "excess  profits 
taxes"  represent  Utopia. 

Of  the  attitude  of  bankers  toward  bal- 
ance sheets  of  borrowers,  he  says : 

You  will  readily  see  that  the  only  section  of 
the  balance  sheet  which  is  of  importance  to  the 
banker  is  the  one  which  exhibits  the  operating 
status  of  the  borrower.  Is  the  operating  end 
of  his  business  in  such  a  condition  that  he  must 
actually  be  financed  until  better  conditions  pre- 
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vail  through  changes  of  policy:  or  is  the  bor- 
rower temporarily  embarrassed  through  cir- 
cumstances which  he  cannot  control ;  is  financial 
help  likely  to  accomplish  the  result  claimed; 
are  the  proceeds  of  the  loans  to  be  appUed  to  the 
promotion  of  financial  schemes,  or  are  they  to 
help  in  the  production  of  greater  profits;  lastly 
what  can  be  ascertained  concerning  the  condi- 
tion of  the  business  from  the  point  of  view  of 
available  resources,  in  the  event  that  the  actual 
security  for  a  loan  (valuable  as  it  may  be  while 
the  concern  is  in  the  operating  state)  finds  itself 
facing  a  forced  sale,  subject  to  the  demoralizing 
influence  of  business  liquidation? 

Of  the  inability  of  many  accountants  to 
enlist  the  real  interest  of  clients  in  the 
reports  submitted,  he  says: 

You  have  submitted  to  me  a  balance  sheet  of 
my  business  at  such  a  date,  a  statement  of 
income  loaded  with  percentages  of  expenses 
to  sales,  and  a  report  consisting  of  twenty  pages 
of  comments  which  give  me  the  impression  that 
you  are  possessed  with  the  idea  of  proving  to  me 
that  you  have  done  your  work  thoroughly  and 
faithfully.  I  like  your  statements  verj'  much; 
they  look  very  nice,  and  they  give  me  a  certain 
sense  of  security.  But,  somehow  or  other,  I  feel 
that  the  photograph  of  my  wisdom  taken  before 
and  after  reading  your  statements,  would  present 
no  material  points  of  diflference.  Does  the 
trouble  lie  with  you,  or  with  me.' 

In  discussing  depletion  in  mining  opera- 
tions, he  says: 

As  mining  operations  will  gradually  deplete 
the  wealth  contained  in  the  land  until  such  time 
as  operations  must  stop  for  lack  of  coal,  or  for 
lack  of  profitableness  due  to  the  poor  quality 
of  the  coal  still  remaining,  it  follows  that  the  cost 
of  the  wealth  extracted  from  the  soil  must  be 
absorbed  by  mining  operations;  if  this  is  not 
done,  in  some  way  or  other,  there  will  come  a 
time  when  the  invested  capital  will  have  been 
utterly  destroyed  through  its  distribution  as 
income. 

The  detailed  solutions  offered  for  the 
problems  are  excellent,  and  for  the  most 
part  he  bases  his  solution  on  principles 
wliich  spring  from  sound  accounting  theo- 
ries. The  following  problem  on  Financial 
Statements  of  Building  Loan  Associations, 
however,  seems  to  be  a  possible  exception: 

The  Bay  Side  Building  and  Loan  Association, 
whose  monthly  dues  were  $1  per  share,  had  three 
series  of  shares  in  force  at  the  end  of  the  third 


year;  the  number  of  shares  in  each  series  and  the 
value  per  share  were  as  follows: 
First  series,  500  shares,  value  per  share,  $38.87 
Second  series,  600  shares,  value  per  share,     25.27 
Third  series,  400  shares,  value  per  share,     12.32 

A  fourth  series  of  500  shares  was  issued  at  the 
end  of  the  third  year.  The  net  profits  for  the 
fourth  year  were  $3,000,  and  the  total  profits 
for  the  four  years  were  $5,325. 

Prepare  a  statement  showing  the  value  of  a 
share  at  the  end  of  the  fourth  year,  in  each  se- 
ries, and  ex-plain  your  method  of  procedure. 

A  building  and  loan  association  has  two 
functions.  It  offers  facilities  for  borrowing 
money  on  real  estate  and  for  accumulating 
savings.  The  savings  investors  may  also 
be  borrowers,  but  thej'  need  not  be.  These 
investors  are  the  proprietors  of  the  associa- 
tion and  they  are  entitled  to  receive  credit 
for  their  proper  portion  of  the  net  income 
of  the  association.  It  is  not  customary 
for  them  to  withdraw  these  profits  imtil 
the  amoinit  paid  in,  plus  the  accumulated 
profits,  is  equal  to  an  agreed  sum,  so  that 
any  method  of  distributing  the  earnings 
shoiJd  provide  for  compomid  interest  on 
the    amount    credited    to    each    member. 

Since  these  associations  employ  capital 
and  have  operating  functions,  there  does 
not  seem  to  be  any  reason  why  their  affairs 
should  not  be  conducted  on  a  fiscal  year 
basis.  It  would  then  be  sound  account- 
ing theory  to  distribute  the  profits  to  the 
members  in  accordance  with  their  equities 
in  the  capital   invested   during  the   year. 

The  equity  of  a  member  in  the  capital 
invested  would  consist  of  the  amount  he 
had  paid  in  plus  his  share  of  the  amount 
earned  in  prior  years  at  compound  interest. 

The  association  may  earn  a  different 
rate  on  its  invested  capital  in  different 
years,  and  as  all  subscriptions  or  shares 
are  taken  on  the  same  basis,  it  does  not 
seem  equitable,  nor  does  it  agree  with  the 
usual  accounting  theory,  that  new  invest- 
ments should  be  benefited  or  penalized  by 
the  earnings  of  prior  years.  The  "equated 
time"  method,  to  use  the  explanation  of 
the  author,  has  the  effect  of  calculating 
the  value  of  each  member's  share  on  the 
basis  of  all  past  profits,  ignoring  entirely 
the  value  of  the  shares  at  the  beginning  of 
the  j'ear,  and  this  method  does  not  give 
the    full    be^nefits    of    compound    interest. 
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It  would  be  more  defensible,  from  a  theo- 
retical viewpoint,  to  divide  the  profits  of 
each  year  separately.  Each  share  should 
be  credited  with  the  same  proportion  of 
the  net  earnings  of  the  year  as  the  value 
of  tlie  share  at  the  beginning  of  the  year, 
plus  one-half  of  tlie  amount  paid  in  during 
the  year,  bears  to  the  total  average  capital 
invested  during  the  year. 

These  books  will  be  invaluable  to  stu- 
dents preparing  for  accounting  examina- 
tions.    Thev  can    also    be    studied    with 


much  profit  by  all  accountants  in  public 
and  private  practice.  The  readers  will 
not  always  agree  with  Mr.  Esquerr^'s 
opinions  and  some  who  have  not  the  privi- 
lege of  knowing  him  personally  may  fre- 
quently resent  his  style.  However,  they 
will  have  some  interesting  mental  gymnas- 
tics in  reaching  their  own  conclusions. 

To  differ  from  Mr.  Esquerr6  on  any 
proposition  in  accounting  theory  or  prac- 
tice is,  to  the  writer,  a  danger  signal  and  a 
warning  to  doubt  oneself. 


THE  PAYING  TELLER'S  DEPARTMENT 

By  Glenn  G.  Munn.     m  pp.   The  Bankers  Publishing  Company 
RE\aEWED  BY  Russell  N.  Til\tcher* 


Few  of  us,  to  whom  the  cashing  of  a 
check  is  an  almost  daily  occurrence,  real- 
ize that  an  elaborate  organization  is 
required  in  a  bank  to  pay  out  money, 
safely,  legally,  and  efficiently,  and  what 
corresponding  risks  and  resjjonsibilities 
are  involved,  if  both  bank  and  depositor 
are  to  be  protected.  In  view  of  the  fact 
that  the  disbursement  of  cash  is  perhaps 
the  most  universal  function  of  banking,  it 
is  rather  surprisint;  that  until  the  recent 
appearance  of  a  144-page  book  by  Glenn 
G.  Munn,  numbered  as  the  first  of  a  pro- 
posed series  of  bank  department  manuals, 
no  other  volume  exclusively  devoted  to 
the  paying  teller's  department  has  been 
placed  on  the  market. 

In  this  book  the  organization,  function- 
ings,  routine,  forms,  methods,  and  processes 
of  the  paying  teller's  department  with  their 
interrelations,  are  set  forth.  Not  only  are 
the  mere  mechanical  operations  described, 
but  also  the  transactions  out  of  which  condi- 
tions arise,  which  if  not  vmderstood  and 
interpreted  by  the  paying  teller  in  accord- 
ance with  banking  law  and  custom,  might 
involve  the  bank  in  a  loss.  The  subject 
matter  may  be  best  disclosed  by  a  partial 
listing  of  the  table  of  contents,  viz. :  organ- 
ization of  the  department,  cash  reserves  and 

*  Paying  Teller,  Chaae  National  Bank,  New  York 
City. 


cash  requirements,  unit  paying-receiving 
system,  cages  and  devices  for  their  pro- 
tection, principles  of  cashing  checks,  legal 
and  illegal  irregularities  of  checks,  certi- 
fications, stop-payments,  alterations,  for- 
geries, som-ces  of  money  supply,  money 
shipments,  money  counting  and  storing, 
etc.  One  of  the  most  useful  features  of 
the  volume  is  a  complete  analysis  of  the 
various  kinds  of  United  States  money,  with 
a  chart  exliibiting  the  denominations, 
denominational  portraits,  legal  tender, 
and  redemption  qualities  of  each.  An 
exposition  of  the  technique  of  counter- 
feiting and  raising  bills,  and  the  principles 
by  which  counterfeits  and  raised  bills  are 
detected,  should  be  valuable  to  clerks 
charged  with  counting  and  inspection  of 
money. 

The  book  will  not  only  prove  useful  to 
paying  tellers,  assistants,  money  clerks, 
and  other  bank  employees,  who  wish  to 
clarify  and  "check"  their  knowledge  of 
their  work,  Ijut  also  to  the  business  execu- 
tive and  layman  who  daily  draw,  accept, 
deposit,  and  cash  various  credit  instruments. 
The  latter  too  often  have  little  real  under- 
standing of  the  responsibilities  that  con- 
tinue, and  the  protection  they  enjoy 
after  affixing  their  signatures  as  makers, 
acceptors,  or  indorsers.  In  this  connec- 
tion court  decisions  are  cited. 
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Co-operative  Competition.  Twenty-five  illu- 
minating articles  on  trade  associations  with 
an  introductory  article  by  Herbert  Hoover. 
The  Evening  Post.  New  York  City. 

The  title,  "Co-operative  Competition" 
is  a  happy  way  of  expressing  what  the 
activities  of  trade  associations  should  be. 
It  is  interesting  to  read  the  conclusions  of 
the  best  known  business  men  and  econo- 
mists on  this  subject.  Herbert  Hoover 
saj"^  in  his  article: 

There  ia  a  profound  necessity  for  greater 
stability  in  our  production  and  distribution. 
One  needs  to  search  no  further  than  our  inter- 
mittent industries,  our  acute  booms  and  depres- 
sions, for  proof  of  that.  Nor  are  booms  and 
depressions  theoretical  things.  They  are  vast 
destructions  of  enterprise,  of  capital,  and  of 
employment. 

The  Secretary  of  Commerce  goes  on  to 
summarize  the  helpful  activities  of  trade 
associations : 

The  legitimately  formed  associations  have 
contributed  greatly  to  the  improvement  of 
business  morals  and  practices;  have  cheapened 
our  production  and  distribution  processes;  have 
improved  working  conditions;  have  by  statistics 
they  publish  of  production  and  distribution, 
enabled  our  whole  commercial  public  to  form 
safer  judgments  as  to  their  future  policies.  They 
have  contributed  to  the  advancement  of  our 
foreign  commerce  and  generally  they  have  inter- 
ested themselves  in  our  economic  welfare. 
These  services  should  be  preserved  and  even 
better  organized. 

The  specific  benefits  enumerated  by 
Hoover  are  more  fully  explained  by  a  num- 
ber of  competent  authorities. 

Emmett  Hay  Naylor,  author  of  "Trade 
Associations,  Their  Organization  and 
Management,"  points  out  how  trade 
groups  can  standardize  their  product  and 
save  money.  In  the  paper  industry,  for 
instance,  the  hj'potenuse  size  has  been 
adopted,  meaning  that  the  sizes  adopted, 
whenever  folded  over  and  doubled,  always 
maintain  the  same  ratio  in  length  and 
width.  This  is  a  great  convenience  since 
all  booklets  are  made  in  this  standard  size 
and  fit  into  the  standard  printing  press, 
and  go  into  the  standard  cabinet  as  made 


by  office  equipment  people.  The  net  result 
of  this  simplification  is  to  cut  down  operat- 
ing costs  of  paper  manufacturers  and  to 
enable  them  to  pass  on  the  benefit  in  lower 
prices  to  consumers. 

William  E.  Lamb,  Solicitor  of  the  Depart- 
ment of  Commerce,  describes  the  benefits 
of  uniform  accounting.  The  intensive 
effort  that  has  been  made  in  production 
efficiency  has  not  attended  distribution. 
Unfortunately,  the  opinion  is  still  widely 
held  that  when  production  has  reached  the 
proper  level,  salesmanship  will  do  the  rest. 
However,  Judge  Lamb  shows  that  great 
progress  has  been  made  in  production 
efficiency: 

There  are,  today,  many  trade  associations 
covering  a  large  field  of  diversified  industry 
that  have  devised  a  standard  system  of  cost 
accounting  for  their  respective  members  which 
is  used  by  each  solely  for  the  purpose  of  ascer- 
taining whether  or  not  his  plant  is  being  eflB- 
ciently  operated.  If  any  particular  item  of  cost 
seems  to  be  out  of  line,  he  is  then  in  a  position 
to  seek  the  proper  remedy. 

The  help  that  trade  associations  can 
give  in  foreign  marketing  is  discussed  by 
Edward  A.  Brand,  Secretary  of  the  Tan- 
ners' Council.     He  says: 

A  well-organized  office  to  handle  problems 
growing  out  of  international  trade  has  become  a 
permanent  feature  in  the  work  of  several  prom- 
inent associations. 

Such  an  oflBce  can  be  of  great  value  by 
compiling  a  reliable  lot  of  foreign  importers. 
It  should  encourage  co-operative  advertis- 
ing through  such  mediums  as  house-organs; 
adjust  complaints  arising  out  of  sales  of 
goods  to  foreign  firms;  and  co-operate  with 
the  Department  of  Commerce  and  the 
National  Chamber  of  Commerce  in  improv- 
ing statistics  of  imports  and  exports. 
In  the  depression  of  19'20  a  certain  trade 
association  performed  a  signal  service  by 
securing  for  a  number  of  firms  in  the  indus- 
try long-term  credits  for  foreign  business 
from  an  edge-low  bank. 

Samuel  Untcrmeyer  issues  a  note  of 
warning.  He  explains  that  he  is  not 
opposed  to  legitimate  trade  associations  as 
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sucli,  but  believes  that  glowing  promises 

of  public  spirited  programs  are  often  used 

as  a  cloak  to  hide  illegal  combinations. 

In  a  letter  to  The  Erening  Post  he  says: 

It  is  not  necessary  to  question  the  sincerity  or 
desire  for  public  service  with  which  Mr.  Hoover 
approached  the  subject  (of  trade  associations). 
He  has  p>ersisted  in  regarding  this  important 
economic  question  from  the  narrow  business 
outlook  of  expediency  of  a  layman  and  has 
been  quite  oblivious  of  the  perils  involved  in 
the  practical  application  of  his  theories. 

That  trade  groups  have  been  in  closer 
touch  with  the  government  since  the  war 
is  the  opinion  of  Hugh  Baker,  Secretary  of 
the  American  Paper  and  Pulp  Association. 
Many  a  manufacturer  who  in  1914  regarded 
the  government  with  suspicion  is  begin- 
ning to  realize  that  it  is  essential  for  him 
to  co-operate  with  the  Department  of 
Commerce.  "The  appeal,"  he  continues, 
"which  the  present  Administration  is  mak- 
ing upon  the  basis  of  more  business  in  Gov- 
ernment, and  less  Government  in  business 
is  a  strong  one. " 

The  last  article  in  the  series,  written  by 
Harold  Phelps  Stokes,  Washington  cor- 
respondent of  The  New  York  Evening  Post, 
describes  Hoover's  energetic  campaign 
for  closer  co-operation  between  trade 
groups  and  the  Department  of  Commerce. 
Hoover  presided  at  the  conference  of  trade 
association  executives  in  Washington  on 
April  l'^.  His  acti\-ity  is  reflected  in  Con- 
gress, where  joint  resolutions  have  been 
introduced  into  the  Senate  and  House  of 
Representatives  to  define  the  rights  and 
limitations  of  co-operative  associations  as 
distinguished  from  illicit  combinations  in 
restraint  of  trade. 

The  Scrap  Problem.  By  I.  W.  Kokins, 
National  Association  of  Cost  Accountants, 
130  West  42  Street,  New  York  City. 

The  report  of  the  Hoover  Committee  on 
the  "Elimination  of  Waste "^  did  a  great 
deal  to  focus  attention  on  the  great  loss  to 
American  industry  caused  by  various  forms 
of  ineflBciency.  ^^'hile  the  facts  brought 
out  were  startling  to  many,  they  simply 
confirmed  the  worst  fears  of  a  number  of 
leaders  in  American  industry. 

•  Reviewed  in  Administration  for  April  by  Dean 
Kimball  of  Cornell  University. 


It  is  not  suflBcicnt  simply  to  realize  the 
enormity  of  waste,  but  to  accomplish  reduc- 
tion in  an  effective  manner  it  is  necessary 
to  study  seriously  the  problem  of  how  to 
reduce  the  amount. 

Tlie  National  Association  of  Cost  Ac- 
countants has  issued  several  publications 
dealing  with  this  important  matter.  These 
publications  are: 

"  Distribution  of  Defective  and  Spoiled  Material 

Costs,"  by  C.  H.  Smith 
"A  Method  of  Accounting  for  Scrap,"  by  C.  B. 

Williams 
"Methods  of  Accounting  for  Waste  in  a  Cotton 

Mill,"  by  George  D.  Klimmer 
"The  Scrap  Problem,"  by  I.  W.  Kokins 

The  last  publication  is  the  longest  pub- 
lication the  Association  has  issued  and  is 
also  one  of  its  best. 

\Miile  the  chief  purpose  of  this  pamphlet 
is  to  discuss  the  methods  to  be  used  in 
reducing  losses  from  scrap  with  particular 
reference  to  plants  in  the  electrical  industry 
of  some  size,  nevertheless,  the  points  brought 
out  are  of  general  application. 

The  pubHcation  is  divided  into  five  main 
sections : 

1.  Sources  of  Scrap 

2.  Handling  Scrap 

3.  Disposition  of  Scrap 

4.  Records  and  Reports 

5.  Accounting  for  Scrap 

The  main  sources  of  scrap  enumerated 
are  defective  or  imsuitable  material  pur- 
chased outside,  avoidable  scrap  and  un- 
avoidable scrap.  An  interesting  point 
brought  out  in  the  discussion  of  the  first 
group  follows: 

Ability  to  identify  the  vendor  is  of  importance, 
particularly  when  similar  material  is  purchased 
from  a  number  of  concerns,  because  such  material 
can  only  be  returned  when  the  vendor  is  posi- 
tively known.  One  method  of  identification  is 
to  assign  different  symbols  to  the  vendors  requir- 
ing that  the  material  they  supply  should  bear 
that  sjTnbol,  or  such  symbol  can  be  stamped  on 
the  material  when  it  is  received. 

The  suggestions  given  for  reducing  such 
scrap  are  to  use  care  in  placing  orders  only 
with  those  vendors  who  supply  the  best 
materials,  to  use  positive  means  of  identi- 
fying the  vendor  and  to  reject  promptly 
defective  material. 
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The  minor  classes  of  avoidable  and  un- 
avoidable scrap  are  given  in  the  bulletin. 

The  writer  points  out  that  the  avoidable 
scrap  is  the  most  important  class  because 
its  cost,  less  the  salvage  value  of  material, 
means  a  total  loss. 

Some  excellent  and  concrete  suggestions 
for  handling  scrap  are  mentioned.  A  part 
of  this  section  is  quoted  below : 

Scrap  is  usually  looked  upon  as  a  nuisance. 
The  word  "scrap"  itself  implies  something 
negligible  and  is  conducive  to  indiflFerence  in 
handling,  which  leads  to  inefficiency  and  results 
in  not  obtaining  the  full  value  for  the  produced 
scrap.  It  is  almost  as  important  to  handle  scrap 
efficiently,  as  it  is  to  prevent  it.  Scrap  should 
usually  stand  out  as  a  red  light  danger  signal 
with  respect  to  production,  but  when  once  pro- 
duced, it  should  receive  sufficient  attention  be- 
cause of  a  threefold  effect: 

(a)  Carefulness  in  handling  scrap  acts  suggestively 
on  the  workers,  leading  to  good  habits  such  as  tidiness, 
attentiveness,  and  a  better  attitude  towards  work  in 
general.  This  influence  becomes  an  indirect  factor  in 
promoting  higher  efficiency, 

(b)  Careful  handling  will  mean  no  scrap  lying 
around  which  takes  up  valuable  working  space  and  ties 
up  capital. 

(c)  Careful  segregation  at  the  source  will  reduce 
the  cost  of  preparing  scrap  for  disposition,  and  will  also 
assist  in  obtaining  better  prices,  thereby  reducing  the 
net  loss  from  scrap. 

Practically  all  scrap  has  a  value  in  the  scrap 
market  when  properly  segregated  into  grades 
of  unmixed  and  uniform  quality.  But  mixed 
scrap  brings  comparatively  only  very  low  prices. 
For  these  reasons  proper  segregation  at  the 
source  can  not  be  too  highly  recommended.  Of 
coiuse,  it  would  be  poor  economy  to  expend 
any  money  or  effort  in  keeping  scrap  segregated, 
where  the  benefits  derived  would  be  offset  by 
the  expense  of  handling  it. 

The  writer,  then,  outlines  a  system  of 
handling  scrap  that  is  adaptable  to  many 
industries.  In  this  connection  he  discusses 
the  preparation  and  use  of  scrap  tickets  and 
scrap  transfer  slips. 

Other  suggestions  in  this  connection  are 
the  collection  of  scrap  and  provision  of  a 
spade  for  accumulated  scrap,  the  kinds  of 
containers  to  use  for  collecting  scrap,  and 
other  facilities  and  equipment  necessary. 

The  salvage  department  of  an  organiza- 
tion is  the  chief  one  concerned  in  the  dis- 
position of  scrap.  The  work  of  such  a  de- 
partment is  thus  outlined : 


The  duties  of  the  salvage  department  are  first, 
to  prevent  excessive  scrapping  at  the  source  and 
second,  to  obtain  the  highest  value  with  the  least 
effort  and  expense  for  the  scrap  produced.  It 
should  be  in  charge  of  someone  who  will  give  his 
undivided  attention  to  the  scrap  problem  to 
forestall  the  undesirable  attitude  where  no  one 
knows  much  about  scrap,  and,  therefore,  nobody 
cares. 

Should  the  volume  of  scrap  be  very  large  and 
the  causes  of  loss  numerous  and  complex,  then 
such  a  department  could  be  further  divided  into 
two  distinct  branches,  one  with  particular  duties 
of  keeping  scrap  at  a  minimum  and  the  other  with 
the  duty  of  handling  scrap  physically  and  pre- 
paring it  for  the  market.  Both  branches,  how- 
ever, are  so  closely  related  that  '\t  is  wise  to  place 
them  under  one  head. 

It  is  generally  and  instinctively  known  that 
scrapping  usually  means  a  loss,  and  in  most  cases 
some  effort  is  made  by  those  directly  responsible 
for  it,  towards  the  prevention  of  reoccurrence. 
But  possibilities  of  increasing  the  value  of  scrap 
sold  are  not  as  well  known  and  frequently  not 
even  realized.  Here  is  the  opportunity  for  such 
a  department  to  prove  its  worth.  The  underly- 
ing facts  to  keep  in  mind  are,  to  know  the  scrap, 
its  composition  if  it  is  an  alloy,  and  to  find  a 
good  market  for  it.  Wherever  practicable,  the 
market  value  of  scrap  can  then  be  further  in- 
creased by  preparing  it  to  meet  the  consumers' 
requirements  as  scrap  in  shape  for  direct  con- 
sumption will  bring  the  highest  price. 

Based  upon  this  point  of  view  a  salvage  depart- 
ment can  be  constituted  as  a  self-supporting 
organization,  assessed  with  overhead  and  op- 
erated on  an  equal  footing  with  producing  de- 
partments. It  should  be  invested  with  suffi- 
cient authority  to  induce  better  teamwork  with 
other  departments.  Such  an  organization  will 
relieve  others  from  duties  which  are  considered 
only  side  issues  and  hence  often  neglected.  It 
will  also  be  in  better  position  to  perform  the  fol- 
lowing specialized  functions: 

(a)  While  not  relieving  anyone  from  responsibility 
regarding  conservation  of  material,  it  will  analyze  the 
causes  of  scrap  and  waste,  based  on  information  gath- 
ered from  the  scrap  tickets,  and  will  suggest  means  of 
reduction  or  possible  elimination  of  loss. 

(b)  Supervise  handling  of  scrap  in  shops,  paying 
particular  attention  to  segregation  and  assist  in  develop- 
ing inexpensive  and  efficient  methods  for  collecting  and 
transporting. 

(c)  Prepare  scrap  for  disposition,  being  on  the 
alert  to  reclaim  and  place  back  into  production  all  that 
is  practicable,  before  selling  any  to  dealers. 

(d)  Find  markets  and  sell  all  surplus  scrap,  making 
use  of  trade  journals,  both  to  advertise  the  scrap  and  to 
find  dealers  wanting  particular  kinds  of  scrap  and  will- 
ing to  pay  the  highest  price.  Should  this  be  imprac- 
ticable, then  at  least  the  scrap  should  be  sold  to  selected 
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dealers  who  are  interested  only  in  particular  classes  of 
scrap.  All  sales  of  scrap  should  be  conducted  by  invita- 
tions for  competitive  bids.  A  tabulated  record  of  bids 
to  be  submitted  to  the  manacement  for  approval  of  e.ilos 
should  be  kept.  Upon  the  approval  of  a  sale,  two  seri- 
ally numbered  copies  of  a  sale  list  should  be  prepared 
8ho«-ing  the  grades  of  scrap  sold  under  each  purchaser's 
name.  One  copy  on  which  prices  are  omitted  is  sent  to 
the  shipping  department.  The  other  copy  on  which 
the  sale  prices  are  shown  is  forwarded  to  the  accounting 
department  to  be  used  in  connection  with  billing  when 
shipment  is  made.  The  serial  number  should  appear 
on  the  memorandum  of  shipment  so  that  the  shipment 
can  be  identified  in  the  accounting  department  and  the 
correct  prices  used  for  billing. 

(e)  Deliver  scrap  already  packed,  and  preferably 
loaded  in  ser^-ice  cars  and  furnish  a  tally  sheet  of  car 
and  package  contents  to  the  shipping  department.  The 
sale  list  number  should  appear  on  each  tally  sheet  to 
assist  in  checking  shipment  and  recording  it  on  the  mem- 
orandum of  shipment.  To  prevent  errors  in  loading 
and  shipping  a  wrong  grade  of  scrap,  the  items  on  the 
tally  sheet  should  be  checked  against  a  scrap  inventory 
record  which  is  compiled  at  the  time  of  packing  scrap. 
The  packages,  before  being  put  in  storage  awaiting  ship- 
ment, are  numbered  and  marked  with  contents,  gross, 
tare  and  net  weights,  and  are  entered  in  the  scrap  inven- 
tory book  in  numerical  order.  A  page  of  this  book  is 
reserved  for  each  grade  of  scrap. 

(f)  Keep  records  of  scrap  received  and  disposed, 
compiling  data  and  submitting  monthly  summaries  to 
the  accounting  department  for  posting  in  the  control 
accounts. 

The  section  on  records  and  reports  deals 
with  the  summary  sheet,  a  scrap  ledger,  a 
record  of  purchasers,  a  car  record  book,  a 
monthly  report  of  disposition  of  scrap,  an 
annual  summary  of  scrap,  and  a  scrap 
price  list. 

Further  points  in  connection  with  the 
accounting  for  scrap  are  brought  out  in  the 
fifth  section  of  the  article. 

The  summary  to  this  bulletin  is  worth 
quoting  in  full  as  it  gives  a  concise  view  of 
the  scrap  problem: 

1.  Material  purchased  outside  found  defective, 
after  it  has  been  placed  in  production  means  loss 
of  material,  if  not  rejected,  labor  and  expense. 

i.  Material  and  product  that  is  defective, 
spoiled,  obsolete,  lost,  etc.,  means  loss  of  mate- 
rial, labor  and  expense. 

3.  Material  such  as  short  ends,  pieces,  sheets, 
bolts,  nuts,  small  parts  dropped  and  scrapped, 
means  loss  of  material,  if  more  economical  use 
were  possible  and  practicable,  and  to  a  lesser 
extent  labor  and  expense. 

4.  Natiu-al  (unavoidable)  scrap,  i.e.,  borings, 
turnings,  clippings,  sweepings,  etc.,  means  that 
cost  is  but  slightly  affected,  and  there  is  no  appar- 
ent direct  loss,  but,  if  grades  become  mixed,  sal- 


vage value  is  reduced,  and  a  corresponding  loss 
is  incurred. 

5.  More  scrap  means  larger  loss,  higher  cost, 
and  more  expense. 

Solution 

1.  Prevent  scrap  at  source  by  study  and  elim- 
ination of  causes,  and  reclamation. 

2.  Handle  scrap  efficiently  by  proper  segrega- 
tion at  point  of  origin,  .systematic  collection  and 
transportation,  and  preparation  for  profitable 
disposition. 

3.  Dispose  of  scrap  for  best  returns  by:  max- 
imum consumption  of  scrap  within  the  f.ictdry, 
finding  most  profitable  markets,  and  meeting  the 
demands  of  consumers. 

4.  Account  for  scrap  correctly  by:  consider- 
ing losses  and  salvage  value  in  costs,  crediting 
scrap  to  material  of  individual  lines  of  product 
and  maintaining  sufficient  records  for  compilation 
of  comprehensive  reports. 

The  results  will  then  be:  less  scrap  by  conserva- 
tion of  raw  materials,  lower  costs  through  econ- 
omies effected,  less  expense  because  the  quan- 
tity of  scrap  handled  is  reduced,  higher  prices 
because  of  cleaner  and  well  segregated  scrap  at  d 
correct  accounts,  whereby  the  material  costs  can 
be  properly  credited. 

The  business  executive  will  lay  down  this 
pamphlet  with  the  definite  idea  that  he 
has  read  some  practical  suggestions  which 
if  adopted  will  materially  reduce  waste. 

Plan  of  Employee  Representation.    The  New 
York  Telephone  Company,  New  York  City. 

The  involved  manner  in  which  the 
"plan"  is  described  in  this  booklet  ob- 
scures most  of  the  virtues  of  simplicity  and 
effectrveness  the  machinery  itself  may 
have.  Its  treatment  seems  the  hazier 
following  as  it  does  an  introduction  which 
is  clear  and  informal. 

Tliis  introduction  recounts  the  historic 
incident  in  1876  when  Alexander  Graham 
Bell  called  over  the  wire  to  his  assistant, 
Tliomas  Watson,  in  an  adjoining  room. 
The  importance  of  both  employer  and 
employee  are  symbolized  in  these  two  men 
and  their  fimctions  in  establishing  the 
telephone. 

From  two  men  the  telephone  business 
has  grown  to  more  than  233,000  men  and 
women  in  the  forty  odd  years  of  its  history. 
The  development  has  come  as  a  result  of 
teamwork  and  real  co-operation,  according 
to  the  pamplJet.     It  continues: 
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As  our  family  has  grown,  it  has  become  more 
and  more  difficult  to  maintain  that  intimate 
relationship  between  employees  and  the  manage- 
ment which  existed  between  Alexander  Graham 
Bell  and  Thomas  Watson.  .  .  .  The  solution 
of  the  problem  has  been  found  in  our  Plan  for 
Employees  Representation. 

This  Plan  provides  a  means  by  which  the 
employees  and  the  management  may  make 
known  to  each  other  the  benefit  of  counsel 
and  advice.  Every  employee  is  eligible  to 
participate  in  the  plan  the  moment  his  name 
goes  on  the  pay  roll.  After  three  months 
of  service  with  the  company  he  has  voter 
privileges,  provided  he  is  not  a  part  of  the 
management. 

The  employees  of  one  or  more  districts  of  the 
same  department  constitute  a  voting  section 
and  elect  one  of  their  number  to  represent  them 
in  a  council,  which  is  composed  of  representa- 
tives of  several  voting  sections. 

Any  matter  which  an  employee  wishes 
presented  to  the  management,  which  can- 
not be  satisfactorily  disposed  of  through 
his  supervisory  officials,  this  employee  may 
bring  to  the  attention  of  his  representative, 
who  in  turn  will  discuss  it  with  his  fellow 
council  representatives.  If  in  their  judg- 
ment the  matter  should  be  taken  up  with  a 
cormnittee  of  management  representatives, 
this  is  done,  and  the  conclusion  of  the  com- 
mittees is  rendered.  In  case  the  question 
is  of  such  nature  that  it  affects  more  than 
one  council  it  is  referred  to  a  divisional 
committee  of  employee  representatives 
which  presents  it  to  a  corresponding  divi- 
sional committee  of  the  management. 
Questions  involving  employees  of  more 
than  one  division  or  of  more  than  one 
department  in  the  same  division  are  settled 
by  a  general  committee  of  employee  and 
management  representatives. 

The  election  of  representatives  takes  place 
annually  on  the  first  Monday  in  January.  Prior 
to  each  election,  inspectors  of  election  are  ap- 
pointed from  among  voter  employees  to  take 
charge  of  the  voting.  .  .  .  Notices  of  election 
are  posted  sufficiently  in  advance  to  provide 
ample  opportunity  for  discussion  among  em- 
ployees as  to  the  qualifications  of  the  persons 
who  are  to  represent  them.  Representatives 
are  finally  elected  by  secret  ballot,  thus  insuring 
to  voters  absolute  freedom  of  action. 

The  plan  thus  provides  for  employees' 
councils  and  three  groups  of  committees; 


1.  Council  committees. 

2.  Divisional  committees. 

3.  General  committees. 

The  management  has  committees  cor- 
responding to  each  of  these.  The  large 
number  of  young  women  employed  by  the 
telephone  company  makes  it  necessary  to 
specify  something  as  to  qualifications  for 
election  as  employee  representatives.  Con- 
tinuous service  with  the  company  for  a  year 
and  full  citizenship  of  the  United  States 
are  requisites.  But  a  woman  may  be  a 
representative  if  she  is  18  years  old, 
whereas  a  man  must  be  21  years  old. 

The  pamphlet  closes  with  the  forms  for 
nomination  and  election  announcements 
and  sample  nomination  and  election  ballots. 

Report  of  Committee  on  Secretarial  Ethics 
and  Procedure.  By  G.  W.  Lemon.  Na- 
tional Association  of  Commercial  Organiza- 
tion  Secretaries. 

The  drawing  up  of  a  code  of  ethics  by  a 
committee  of  eleven  secretaries  of  cham- 
bers of  commerce,  and  its  presentation  to 
their  national  organization,  constitute 
hopeful  signs.  The  chamber  of  commerce 
has  gotten  beyond  the  "boom-town"  stage, 
and  has  become  a  valuable  institution,  for 
its  own  community,  and  to  co-ordinate 
national  progress  in  many  lines.  It  under- 
takes many  extra-governmental  duties; 
and  it  is  dignified  and  responsible.  Its 
secretary,  therefore,  is  no  longer  a  mere 
"glad-hander"  or  a  sort  of  loud-mouthed 
bally-hoo.  He  must  be  a  man  of  charac- 
ter; of  honor,  honesty,  and  faith.  In  the 
words  of  this  code: 

The  secretary  must  be  able  to  conceive,  and 
to  distinguish  between  right  and  wrong.  The 
ethics  of  our  profession  is  to  many  a  vague  sort 
of  subject,  and  possibly  some  men  have  at  times 
adapted  themselves  and  their  outlook  to  the 
environment  in  which  they  live,  and  have  shaped 
their  conduct  in  accordance  with  the  wishes  of 
those  whom  they  are  serving.  .  .  .  But  the 
secretary  if  he  is  to  be  a  real  man  and  a  leader  of 
men,  must  think  clearly,  cutting  straight  to  the 
heart  of  every  question  with  a  stern,  "Is  it 
right?" 

This  is  good  doctrine,  as  is  the  claim  that 
each  secretary  owes  something  to  his  pro- 
fession and  should  feel  a  responsibility  such 
»s  doctors  and  lawyers  feel.    The  code  di§- 


June 

1922 


REVIEWS  OF  BUSINESS  PAMPHLETS 


775 


cusses  this  responsibility  under  four  heads : 
Obligations  to  Himself,  Obligations  to  His 
Organization,  Obligations  to  the  General 
Public,  Obligations  to  Other  Secretaries 
and  Chambers.  The  first  can  be  summed 
up  in  the  word — character.  The  state- 
ment of  duties  to  liis  organization  is  so 
helpful  that  it  is  given  in  full: 

He  should  never  exploit  his  organiz-ation  for 
his  own  individual  advantage  but  consistently 
work  for  the  good  of  all. 

He  should  avoid  entanglements  with  any 
clique  or  class.  He  should  be  at  the  service  of 
all  members  whether  they  are  in  small  business 
or  large. 

Every  proposition  should  receive  his  most 
careful  study  and  his  recommendations  to  his 
board  should  always  be  candid  and  sincere. 

He  should  be  loyal  to  the  organization  he 
serves — but  should  refuse  to  be  weakly  sub- 
servient, if  a  moral  issue  is  raised. 

He  should  be  fearless  and  unprejudiced  at  all 
times  and  always  ready  to  hear  both  sides  of  the 
argument. 

He  should  be  man  enough  frankly  to  admit 
an  error  and  to  face  the  consequences  man- 
fashion. 

The  general  credit  for  accomplishments  should 
go  to  the  organization  rather  than  to  the  secre- 
tary himself. 

Opportunity  for  service,  rather  than  the  de- 
sire for  remuneration,  should  be  the  secretary's 
guiding  spirit. 

His  attitude  to  the  public  should  be  that 
of  a  public  servant,  and  therefore,  not  that 
of  one  above  the  community,  but  a  sharer 
of  its  achievements.  As  for  his  relations  to 
other  secretaries,  the  basis  of  the  code  is 
the  Golden  Rule.  He  should  "go  the  limit 
to  help  the  other  fellow  .  .  .  and 
work  with  him  in  an  honorable  way." 

The  part  of  procedure  is  largely  con- 
cerned with  how  the  flood  of  queries  that 
comes  to  a  commercial  organization  from 
all  sorts  of  outside  sources  should  be 
handled.  These  persons  ask  information 
which  costs  time,  effort,  and  money  to 
secure.  Treatment  of  their  requests 
ranges  from  a  trip  to  the  waste-basket  un- 
less accompanied  by  stamps,  to  answering 
in  full  every  reasonable  inquiry  from  what 
seems  a  reputable  source.  Some  valiial)le 
form  letters  are  quoted  to  show  how  these 
requests  can  be  referred  to  the  home  cham- 
ber of  commerce  of  the  inquirer.    Su  in 


various  ways  he  is  made  to  see  the  value  of 
such  organizations  and  his  duty  to  sup- 
port them. 

The  impression  gained  from  this  inter- 
esting pamphlet  is  hopeful.  The  list  of 
misdemeanors  of  which  secretaries  have 
been  sometimes  guilty  is  itself  a  challenge. 
Tlie  frank  facing  of  these  problems,  and 
the  determination  by  this  national  organ- 
ization to  improve  secretarial  ethics  must 
meet  with  wide  approval. 

Use  of  Federal  Power  in  the  Settlement  of 
Railway  Labor  Disputes.  By  Clyde  Olin 
Fisher,  Associate  Professor  of  Economics, 
Wesleyan  University.  Bulletin  303  of  the 
U.  S.  Bureau  of  Labor  Statistics. 

One  of  the  most  spectacular,  as  well  as 
one  of  the  most  serious,  of  the  labor  prob- 
lems confronting  the  American  people  is 
that  of  the  railroad  employees.  This  was 
shown  in  the  fall  of  W^2l  when  a  strike  on  a 
national  scale  was  barely  averted.  And 
even  yet  conditions  have  not  been  adjusted 
in  such  manner  as  to  insure  peace  for  the 
future. 

At  the  present  time  it  is,  tlierefore,  es- 
pecially appropriate  to  have  this  study  by 
Professor  Fisher.  The  author  subjects  to 
critical  historical  analysis  the  experience  of 
the  federal  government  '.n  its  attempt  to 
settle  railway  labor  disputes.  He  gives  the 
explanation  for  each  of  the  steps  that  has 
been  made  toward  a  solution  of  the  prob- 
lem. One  chapter  is  devoted  to  the  legis- 
lation of  1888  and  the  experience  in  the 
operation  of  this  law;  a  chapter  to  the  Pull- 
man strike  of  1894;  one  to  the  Erdman 
Act,  showing  the  significance  of  this  law 
and  the  signal  success  in  its  administration; 
a  chapter  to  the  Xewlands  Law,  which  was 
only  a  modification  of  the  Erdman  Law; 
a  study  of  the  Adamson  Law,  including 
the  causes  leading  to  its  passage  and  the 
forces  responsible  therefor;  an  appraisal  of 
the  war  administration  of  the  railroad 
labor  problems;  and  a  final  chapter  on  the 
labor  provisions  of  the  Transportation  Act 
of  19^20. 

It  is  this  final  chapter  which  gives  a  basis 
for  an  understanding  of  the  present  status 
of  the  railroad  labor  prol)lem.  The  au- 
thor makes  no  attempt  to  conceal  the  fact 
tliat  the   C<'!ltendine   forces  have  finally 


776 

resulted  in  a  situation  that  is  exceedingly 
complex.  The  analyses  made  in  this  bulle- 
tin give  an  explanation  of  the  conditions 
which  to  the  general  reader,  at  any  rate, 
have  been  buried  in  obscurity. 

In  the  appendix  Professor  Fisher  dis- 
cusses the  constitutional  issues  involved  in 
a  solution  of  the  difficulty.  He  reaches 
the  conclusion  that,  on  this  ground,  the 
authority  of  the  federal  government  is 
ample  and  adequate  to  the  end  to  be  at- 
tained. 

The  Lynn  Plan  of  Representation.  By  Ellis 
H.  Morrow.  The  General  Electric  Company, 
Lynn,  Massachusetts. 

The  author  of  this  thesis  (submitted  in 
the  Harvard  School  of  Business  Adminis- 
tration) believes  that  the  experiment  in 
employee  representation  established  under 
the  War  Labor  Board  at  the  Lynn  works  of 
the  General  Electric  Company  has  been 
successful  enough  to  justify  his  careful 
analysis  of  the  operation  and  results  of  the 
plan.  This  plan  was  inaugurated  Novem- 
ber 26,  1918,  and  the  author  sums  up  its 
results  well  into  1921. 

The  Lynn  Plan  follows  the  general  out- 
lines of  such  shop  committee  representa- 
tion ideas.  The  plant  is  subdivided  into 
units,  representatives  are  elected,  and  these 
in  turn  choose  from  their  number  three 
members  of  the  joint  shop  committee. 
There  were  originally  eight  such  commit- 
tees; and  six  others  have  been  added.  The 
procedure  in  matters  requiring  adjustment 
goes  step  by  step  from  the  foreman  of  the 
work  on  which  the  dissenting  employee  is 
engaged,  to  his  shop  committee,  then  to 
the  department  head,  then  to  the  general 
joint  committee  on  adjustment,  and  finally 
to  the  manager.  The  right  of  appeal  rests 
exclusively  with  the  employee  origmating 
the  matter. 

The  Lyim  Plan  presents  three  differ- 
ences from  the  20  other  plans  the  author 
examined.    They  are: 

1.  The  unit  value  of  each  vote  cast  in  com- 
mittee 

2.  The  final  character  of  a  decision  reached  by 
a  committee 

S.  The  absence  ol  any  arbitration  feature. 
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The  first  two  facts  mark  a  high  degree  of 
responsibility  placed  upon  the  committee- 
men. The  position  becomes  important, 
whether  to  employee  or  executive.  "It  is 
a  position  that  carries  dignity,  and  which 
is  sought  after  by  those  who  feel  them- 
selves capable  of  discharging  the  duties 
involved."  The  author  feels  that  arbitra- 
tion plans,  which  he  has  found  to  be  always 
optional,  really  weaken  an  organism  whose 
very  life  depends  upon  co-operation,  and 
has  for  its  soul  the  spirit  of  agreement. 
"There  is  no  room  for  a  concept  that  is 
based  on  confhct,  and  which,  in  the  expec- 
tation of  disagreement,  provides  before- 
hand for  the  interference  of  a  disinterested 
party."  This  is  one  more  item  in  the  grow- 
ing body  of  evidence  against  the  value  of 
arbitration  in  industrial  differences. 

To  the  question,  "Does  it  work?"  the 
author  answers  an  emphatic  "  Yes ! "  Both 
interviews  and  statistical  data  showed  its 
success.  The  essence  of  this  success  was 
found  in  two  often  used  phrases:  "The 
square  deal,"  and  "Facts  alone  count." 
Competent  authority  also  declares  produc- 
tion has  increased.  Another  bit  of  evi- 
dence is  that  only  three  cases  have  been 
appealed  to  the  general  manager  in  over 
two  years. 

Mr.  Morrow  devotes  several  chapters  to 
a  complete  analysis  of  the  working  of  the 
plan.  He  also  adds  an  appendix  with  a 
copy  of  the  "  Rules  and  Procedure ' '  adopted 
June  11,  1921,  under  which  the  shop  com- 
mittees work;  and  charts  showing  the  na- 
ture and  disposition  of  cases  for  certain 
periods.  This  material  gives  the  reader  a 
clear  view  of  the  practical  part  of  the 
works.  All  in  all  this  pamphlet  should  be 
essential  to  every  student  of  the  progress 
of  the  idea  of  co-operation  between  em- 
ployees and  executives  in  industry;  and  it 
wUl  prove  extremely  serviceable  to  any 
plant  in  which  a  scheme  of  employee  rep- 
resentation is  being  worked  out,  either  in 
present  practice,  or  for  the  future. 

Correspondence  Manual.    La  Salle  Extension 
University,  Chicago,  Illinois. 

Based  on  the  problem  method,  such  a 
manual  as  this  should  be  of  great  help  to 
those  who  have  charge  of  the  correspond- 
ence.   The     following     burlesque     shows 
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what  would  happen  if  business  men  talked 
as  they  sometimes  write.  Tlie  words  in 
italics  give  a  conversation  as  it  might  actu- 
ally take  place,  while  the  words  in  regular 
tj^pe  record  the  same  thing  translated  into 
business  lingo: 

"Going  to  the  game  today,  eh?     Got  ticket.i?" 

"I  was  pleased  to  learn,  in  conversation  with 
you  yesterday,  that  you  are  contemplating 
attending  the  ball  game  this  P.M.  Beg  to  in- 
quire whether  you  have  purchased  tickets  for 
same." 

"AV" 

"Your  favor  of  the  eighth  to  hand  and  con- 
tents noted.  Beg  to  advise  that  I  have  not,  as 
yet,  obtained  tickets,  but  hope  to  secure  same 
immediately.  Thanking  you  for  the  friendly 
interest  manifested  in  your  inquiry,  I  beg  to 
remain." 

"Jones  going?" 

"Beg  to  inquire  whether  Jones,  of  Jones, 
Larkui  and  Company  will  accompany  you." 

"A'o.'" 

"  Repljnng  to  your  favor  of  the  eighth,  would 
say  Jones  of  Jones,  Larkin  and  Company,  is 
otherwise  engaged.  Trusting  that  this  answers 
your  inquiry  satisfactorily  and  thanking  you  for 
your  past  courtesies,  beg  to  remain." 

"  Believe  I'll  go  along." 

"Your  esteemed  communication  of  even  date 
received.  Beg  to  suggest  that  the  undersigned 
accompany  you  to  the  game  referred  to  in  om: 
communication  of  the  eighth.  Trusting  that 
this  proposition  meets  with  yovu-  entire  approval 
and  assuring  you  of  our  willingness  to  serve  you 
to  the  best  of  our  ability,  we  are  — . 
P.S.  Address  all  communications  in  care  of  the 
undersigned  and  refer  to  file  No.  77761." 

"Fine!  Get  your  wife  and  Fll  get  mine,  and 
we'll  hare  supper  together." 

"Answering  your  esteemed  favor  of  even  date, 
would  say  the  undersigned  will  be  pleased  to 
have  you  accompany  me,  as  he  would  otherwise 
go  by  himself.  Undersigned  begs  further  to  state 
that  he  will  also  invite  his  wife.  Kindly  advise 
whether  your  wife  will  accept  undersigned's 
invitation  and  join  him  and  his  wife  at  supper 
afterward.  Would  further  state  that  under- 
signed will  advise  his  wife  to  advise  your  wife 
that  on  receipt  of  advice  from  him,  she  meet  you 
and  him  and  your  esteemed  wife.     .     .     ." 

Manual  for  Stenographers  and  Dictaphone 
Operators.  Westinghouse  Electric  and  Man- 
ufacturing Company,  East  Pittsburgh,  Pa. 

To  illustrate  the  article,  "A  Manual  for 
Stenographers  and  Secretaries," ^  by  Glenn 
■See  pose  702  of  this  iuue. 


G.  Munn,  no  better  manual  can  be  found 
than  that  just  issued  by  The  Wcstinghou.se 
Manufacturing  and  Electric  Company  of 
East  Pittsburgh,  Pennsylvania.  Its  two- 
fold purpose  is  outlined  as  follows: 

It  is  published,  primarily,  as  a  guide  for  stenog- 
raphers and  operators  inexperienced  in  Westing- 
house  work,  who  know  little  or  nothing  of  our 
Institution,  its  policies,  and  methods.  It  is  in- 
tended also,  as  a  reference  manual  for  the  more 
experienced  stenographers,  and  for  those  tj^pists 
who  aspire  to  become  stenographers. 

To  "get  into  harness"  quickly  for  the  work  of 
the  day;  to  know  what  to  do,  and  how  to  do  it; 
to  relieve  the  embarrassment  of  a  new  situation 
by  affording  a  simple  guide  for  the  correct  per- 
formance of  the  duties  of  the  stenographers  and 
tj'pists  of  no  previous  experience  of  identical 
kind,  constitute  the  prime  purposes  of  this 
Manual. 

Our  letters,  in  composition  and  in  mechanical 
and  artistic  execution,  should  match  our  char- 
acter and  reputation  Ln  the  business  world. 

Our  letters,  addressed  to  outsiders,  our  general 
offices,  factories,  district  offices  or  subsidiaries 
and  allied  interests,  should  be  as  far  as  is  feasible, 
uniform  in  general  characteristics.  Therefore,  to 
repeat,  this  Manual  has  been  compiled  in  con- 
venient form  to  comply  with  the  standard  practice 
of  the  company. 

The  index  is  placed  where  it  will  be  most 
helpful— at  the  beginnirg  of  the  manual. 

Practical  suggestions  are  offered  on  such 
subjects  as  taking  dictation,  care  of  the 
t\T)ewriter,  copjdng  letters,  signing  of  let- 
ters and  correspondence,  enclosures,  and  ad- 
dressing. 

The  following  quotation  on  the  operations 
of  the  tjTJewriter  will  indicate  the  mode  of 
treatment  followed  in  the  pamphlet : 

Use  particular  care  so  that  the  underscore, 
dash,  and  punctuation  marks  do  not  cut  through 
the  paper. 

When  making  only  one  carbon  copy,  add  an 
extra  sheet  to  save  the  wear  and  tear  on  the 
platen  or  roll. 

The  platen  (or  roll)  is  made  of  hard  rubber, 
which  becomes  harder  with  age,  picks  up  grease 
from  carbon  paper  and  becomes  smooth  and  glossy 
from  constant  contact  with  paper.  This  condi- 
tion causes  the  paper  to  feed  inaccurately. 
Therefore,  when  it  is  necessary  to  turn  the  paper 
back  over  WTitten  lines,  it  should  be  held  tightly 
to  the  platen  with  the  hand  instead  of  depending 
on  a  twirl  of  the  platen  knob  to  turn  the  paper 
back  accurately. 


CHRONICLE  AND   COMMENT 


IN  THIS  ISSUE 

Theodore  Roosevelt  in  writing  to  one  of 
his  boys  away  at  school  and  anxious  to  play 
football  said  in  his  letter:  "I  do  not  in  the 
least  object  to  your  getting  smashed  if  it  is 
for  an  object  that  is  worth  while.  .  .  . 
But  I  think  it  a  little  silly  to  run  any  im- 
minent risk  of  a  serious  smash  simply  to 
play  on  the  second  squad  instead  of  the 
third.  ...  I  want  to  make  the  risk  to 
a  certain  accident  commensurate  with  the 
object  gained." 

This  quotation  from  Roosevelt's  letter  is 
made  in  this  connection  to  emphasize  the 
article  which  opens  this  issue,  "  The  Price  of 
Progress"  by  Richard  T.  Ely  of  the  Uni- 
versity of  Wisconsin.  'WTiether  the  prog- 
ress made  is  worth  the  price  is  left  to  Ad- 
ministration readers  to  decide. 

The  editor  has  received  a  number  of  let- 
ters from  subscribers  which  point  out  how 
they  cross-indexed  the  magazine  to  make  it 
more  valuable.  This  issue  may  be  taken  by 
way  of  illustration.  The  magazine  opens 
with  an  article  on  economics  to  which  refer- 
ence was  made  in  the  first  paragraph. 
Among  the  book  reviews  the  reader  will 
find  comments  on  several  important  books 
on  economics,  such  as  "  The  Development  of 
Economics,"  "Essaj's  in  Taxation,"  and 
"Principles  of  Economics." 

In  the  field  of  accounting  special  articles 
deal  with  "Cost  Systems  for  Road  Build- 
ing," "Fire  Insurance  Company  Account- 
ing," and  "The  Auditing  of  Brokerage 
Firms."  These  articles  contain  helpful 
suggestions  for  the  accountant  regardless  of 
the  particuhir  field  in  which  he  labors.  To 
supplement  these  special  articles  reviews 
will  be  found  of  several  of  the  more  impor- 
tant works  in  accounting,  such  as  "Con- 
struction Cost  Keeping  and  Management," 
"System  Building  and  Constructive  Ac- 
counting," and  "Practical  Accounting 
Problems."  The  letter  by  the  President  of 
the  Kalamazoo  Loose  Leaf  Binding  Com- 
pany, dealing  as  it  does  with  the  color  value 
of  forms,  should  appeal  to  the  accountant. 
In  the  reviews  of  business  pamphlets,  men- 
tion might  be  made  of  thp  bookie^;  oji  "The 


Scrap  Problem"  put  out  by  the  National 
Association  of  Cost  Accountants. 

In  the  field  of  scientific  management, 
special  attention  might  be  called  to  the 
articles  on  "Scientific  Methods  and  Busi- 
ness Success."  "Organization  of  the  Per- 
sonnel," "Manual  for  Stenographers  and 
Secretaries,"  "Conquest  of  the  Business 
Cycle,"  and  "The  Psychology  of  Employ- 
ment." Two  specific  manuals  for  stenog- 
raphers are  reviewed  in  the  section  devoted 
to  reviews  of  business  pamphlets. 

In  the  field  of  finance  mention  might  be 
made  of  "Inventories  and  Their  Valuation" 
for  income  tax  purposes  and  "Necessity  of 
Reserving  Against  Obsolescence  and  In- 
adequacy." Among  the  books  reviewed  is 
"The  Paying  Teller's  Department." 

In  the  field  of  advertising  and  marketing, 
articles  in  this  issue  take  up  such  to])ics  as 
"Buying  for  a  Medium  Size  Manufacturing 
Establishment,"  "The  Price  Tag  in  Ad- 
vertising," and  "The  Prose  Style  of  Ad- 
vertising Copy."  In  the  Department  of 
Chronicle  and  Comment  the  article  on 
"Selling  The  Street"  and  "Selling  the 
Customer"  are  closely  related  to  the  topics 
discussed  in  the  front  part  of  the  magazine. 

In  the  field  of  industrial  relations  several 
articles  already  mentioned  relate  to  employ- 
ment, personnel,  etc.  Executives  will  find 
a  new  use  for  the  employees'  magazine  after 
they  have  read  the  article,  "One  Value  of 
Employees'  Magazines."  In  Chronicle  and 
Comment  will  be  found  a  review  of  several 
of  these  magazines. 

What  has  just  been  said  is  not  to  be  taken 
to  mean  that  Administration  is  necessarily 
to  be  read  in  sections  but  rather  to  em- 
phasize the  editorial  coherence  in  making  up 
the  magazine.  If  space  were  available  a 
cross-index  or  table  of  contents  would  be 
given.  The  purpose  of  the  editor,  however, 
is  not  to  select  articles  that  fall  exclusively 
in  the  various  fields  of  business  but  to  give 
preference  to  those  articles  which,  while 
specific  in  character,  touch  as  many  of  these 
fields  as  possible  and  therefore  interest  the 
major  number  of  readers.  The  editor  has 
constantly  in  mind  the  words  of  Maeaulay: 
"The  taste  of  the  fish  and  not  that  of  the 
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angler  determines  the  bait  to  be  used." 
Consequently,  letters  from  subscribers 
commenting  on  any  topic  discussed  in  tlie 
magazine  are  welcomed  by  the  editor. 

EMPLOYEES'  MAGAZINES 

House-organs  are  no  longer  in  the  class 
of  purely  local  publications — to  be  read  by 
the  employees  in  the  organization  and  then 
cast  off.  Bindery  Talk,  house-organ  of 
Ganes  Brothers  and  Lane  has  an  exchange 
section  in  which  it  comments  on  the  various 
house-organs  that  have  come  to  their 
notice. 

The  editor  reviews  each  publication 
briefly  so  that  his  readers  may  get  a  general 
idea  about  the  scope  and  influence  of  other 
plant  organs  and  the  trend  of  affairs  in 
their  organizations. 

The  house-organ  of  the  New  York  Tele- 
phone Company,  The  Telephone  Eevie^c,  un- 
doubtedly fills  the  same  place  in  the  life  of 
the  women  employees  as  the  montlily  maga- 
zines and  periodicals  bought  at  the  news- 
stands. Such  homely  subjects  as  "Lamp 
Shades  and  How  to  Make  Them,"  and 
"Wireless  'Bugs,'  Attention,"  give  the 
publication  a  human  interest  slant  that 
makes  it  invaluable  to  the  reader. 

As  a  matter  of  fact  the  wTiter  tore  the 
page  "Lamp  Shades  and  How  to  Make 
Them,"  out  of  the  magazine  and  folded  it 
carefully  in  her  bag.  The  information  and 
the  advice  is  so  simply  and  so  succinctly 
given  that  the  reader  really  gets  something 
from  the  articles.  Without  a  doubt  every 
woman  reader  of  the  house-organ  has  torn 
the  page  out  and  will  pin  it  to  her  dresser 
cover  for  further  reference. 

The  current  number  of  Store  Chat,  house- 
organ  of  Strawbridge  and  Clothier,  con- 
tains a  large  number  of  interesting  features. 
The  outstanding  one,  however,  is  a  photo- 
graph of  the  directors  of  the  company 
taken  in  1897.  The  board  of  directors 
contained  eight  men  and  four  women. 
The  women,  of  course,  are  wearing  the 
severe  and  ugly  dress  then  in  vogue. 
Several  men  in  the  photograph,  says  the 
comment  under  it,  are  still  connected  w  ith 
the  concern. 

Another  interesting  feature  of  the  issue 
is  an  article  entitled  "Travelogues,"  being 


a  description,  with  photographs  illustrating 
it,  of  European  conditions  as  the  buyers  of 
the  company  found  them  during  their 
recent  trips. 

Still  another  feature  which  interested 
and  amused  the  writer  is  the  first  of  an 
obvious  series  of  talks  called  "Guide  Posts 
in  Conversation,"  and  the  chat  is  numbered 
1.  The  theme  of  the  chat  is  "Avoid  un- 
necessary details,"  and  it  is  written  as  a 
conversation  between  He  and  She.  There 
is  some  good,  sane  advice  given  in  this 
article  and  the  concluding  note  is  that 
"Golden  Rule  II  will  appear  in  the  next 
issue." 

The  twentieth  armiversary  of  the  J.  C. 
Penney  Company  is  adequately  celebrated 
in  The  Dynamo,  its  house-organ.  One 
feature  of  this  publication  (that  occurs 
montlily)  is  an  article  entitled  "Heart  to 
Heart  Talks  with  Dr.  Short."  These  talks 
are  as  clear-cut  as  any  that  have  ever  come 
to  the  writer's  attention  and  are  convincing, 
sympathetic,  and  entertaining  without 
having  that  quality  of  talking  down  that  is 
too  often  a  major  part  of  the  tone  of  house- 
organs. 

In  the  current  issue  the  talk  instead  of 
looking  backward  over  the  20  years  of  the 
concern's  life,  looks  ahead  into  the  next 
20  years. 

The  editorials  in  this  publication  are 
short  and  pithy.  In  order  to  break  up  the 
page  and  keep  it  from  assuming  the  aca- 
demic look  which  editorial  pages  invariably 
assume,  the  editor  has  inserted  between 
editorials  a  thumb-nail  cartoon  illustrating 
the  editorial.  These  cartoons  are  about  an 
inch  high  and  three  inches  wide  and  are 
exceedingly  amusing  and  graphic. 

An  employees'  magazine  in  the  popular 
sense  is  a  magazine  published  by  the  em- 
ployer for  the  employees.  Therefore  the 
publication  got  out  by  the  Curtis  Publish- 
ing Company  for  its  little  carriers  is  an 
employees'  magazine.  A  large  part  of  the 
circulation  of  The  Saturday  Evening  Post 
and  other  Curtis  magazines  is  distributed 
by  little  boys. 

For  this  reason  the  magazine  Our  Boys 
should  be  received  and  recognized  as  an 
employees'  magazine.  It  is  written  in  the 
language  of  the  boy  and  one  of  its  features 
is  a  tj-pical  boys'  story.   There  is  an  editor's 
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page  and,  of  course,  a  page  of  humor  so 
that  the  httle  book  in  itself  is  an  excellent 
example  of  an  employees'  magazine  which 
editors  can  study  for  human  interest  tips 
and  material. 

So  that  The  Dynamo,  house-organ  of  the 
J.  C.  Penney  Company,  may  be  of  interest 
to  the  wives  of  their  employees,  the  editor 
has  secured  an  article  by  Professor  D.  Wal- 
ter on  "Operating  a  Family  Budget." 
This  article  describes  in  detail  how  the 
salary  may  be  broken  up  to  cover  the 
largest  needs  and  stiU  have  some  of  it  left 
for  savings. 

The  scheme  is  based  on  scientific  re- 
search on  the  subject  and  undoubtedly  is 
read  with  keen  interest  by  the  families  of 
the  employees — giving  the  publication  an 
even  greater  influence  both  inside  and  out- 
side the  plant. 

THE  HARDWOOD  CASE 

Editor  Administration: 

In  my  recent  article  on  the  Hardwood 
Case  I  note  that  in  two  places  I  refer  to  the 
Federal  Trade  Commission.  This  was  a 
stenographic  error  which  I  should  have 
caught  in  the  copy  as  it  came  through  my 
hands  but,  as  you  know,  it  was  all  done  in 
a  good  deal  of  a  hurry.  In  the  article  it 
should  have  referred  to  the  Federal  Trade 
Information  Service  rather  than  the  Federal 
Trade  Commission.  If  you  care  to  call 
attention  to  this  correction  in  a  subsequent 
issue,  it  would  seem  quite  proper  out  of 
fairness  to  the  Federal  Trade  Commission. 
Very  sincerely  yours, 

(Signed)     E.  H.  Natlor. 
New  York  City. 

COLOR  VALUES  OF  FORMS 

My  dear  Mr.  Lee: 

We  were  much  interested  in  reading  the 
article  by  Frederick  E.  Rein  on  "How 
Proper  Colors  of  Ruling  and  Paper  Cut 
Clerical  Costs,"'  and  we  are  very  glad  to 
know  that  this  interesting  subject  has  been 
given  some  attention. 

There  is  no  question  that  the  color  values 
of  a  form,  including  the  color  of  the  paper 
as  well  as  the  color  of  the  ink,  is  of  very 

>  See  Administration  for  May,  1922,  page  534. 


vital  importance  to  the  user.  Not  only 
does  the  color  of  the  ruling  and  of  the  paper 
have  a  definite  bearing  in  this  matter,  but 
also  the  combinations  of  these  colors  in  so 
far  as  they  relate  to  the  columnar  arrange- 
ment. 

Quite  a  number  of  years  ago,  in  line  with 
our  policy  of  creating  ruling  and  printing 
that  would  be  of  special  value  to  the  user, 
we  began  our  experiment  of  color  combina- 
tions. In  this  we  received  a  great  deal  of 
very  definite  assistance  from  one  of  the 
very  largest  and  best  auditing  and  system 
concerns  in  the  country.  Tlie  problem 
seemed  to  be  quite  a  simple  one  when  we 
began  our  investigations,  but  we  found  taht 
it  was  considerably  more  complex  and  re- 
quired a  great  deal  of  effort  to  satisfy  our- 
selves that  the  combinations  were  right. 

And  then  it  devolved  upon  us  to  develop 
a  permanent  ink  that  would  prevent  the 
sheets  from  fading  out  and  losing  their 
value.  This  necessitated  a  great  deal  of 
experiment,  with  the  result  that  we  finally 
determined  upon  a  green  and  a  brown  ink 
of  a  special  tone,  and  which  combined  with 
a  bufif  paper  created  a  ruled  and  printed 
form  that  was  extremely  restful  to  the  eye, 
and  extremely  beautiful  in  appearance. 
Many  of  these  forms  have  been  character- 
ized as  resembling  a  beautiful  oriental  rug, 
or  a  fine  painting;  the  combinations  being  so 
pleasing  to  the  eye  that  they  immediately 
created  the  impression  of  beauty  as  well  as 
utility. 

In  working  out  the  color  scheme  it  also 
became  necessary  not  only  to  relieve  the 
eye  from  the  fatigue  brought  aliout  l)y 
other  colors,  but  also  to  arrange  the  color 
scheme  in  such  a  way  as  to  enaVjle  the 
operator's  eye  to  locate  readily  the  place 
where  posting  was  to  be  done,  without 
strain.  A  form,  for  example,  ruled  all  in 
one  color,  that  requires  an  entry  to  be 
made  at  any  distance  from  the  explanation 
column,  requires  considerable  eye-strain  to 
prevent  the  operator  from  posting  on  the 
wrong  line,  or  in  the  WTong  colunm.  It  will 
be  readily  understood,  therefore,  that  in  the 
combination  of  colors  it  is  advisable  and 
really  necessary  to  so  arrange  the  plan  that 
the  point  of  posting  is  plainly  indexed  by 
the  color  scheme,  enabling  the  operator  to 
post  in  the  proper  column  and  La  the  proper 
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line  witliout  any  special  effort.  We  have 
Keen  closely  identified  with  ruling  and  print- 
ing since  1896,  and  during  most  of  this  time 
special  effort  has  been  made  to  bring  about 
real  progress  in  the  adaptation  of  proper 
ft)rms,  and  to  adapt  the  proper  colors  and 
to  use  the  proper  stock. 

It  is  hard  for  us  to  understand  why  it 
would  be  difficult  for  any  ruler  or  printer 
to  give  to  a  customer  any  color  scheme  that 
lie  may  desire,  without  any  disturbance  in 
the  plan  and  without  any  additional  cost. 
.Vll  that  is  necessary  to  change  a  form  from 
red  and  blue  to  green  and  bro^\-n  is  to  change 
your  ink  receptacle,  always  providing,  of 
course,  that  the  ruler  understands  how  to 
make  his  browns  and  greens,  in  order  that 
they  may  flow  easily  and  give  the  proper 
color  values  after  the  ink  has  dried,  and 
retain  their  color.  It  is  quite  important  to 
maintain  the  proper  density  in  ruling  of 
the  proper  character,  as  the  brown  and  green 
job  without  the  proper  color  values  is  just 
as  difficult  on  the  eye  as  the  other  colors. 
A  ruled  and  printed  job  in  order  to  be  fully 
satisfactory,  must  enable  the  operator,  first, 
to  locate  his  proper  column  and  proper 
horizontal  line  without  apparent  effort;  and 
secondly,  it  must  reflect  none  of  the  injuri- 
ous rays  that  set  up  an  irritation  in  the  eye. 
The  combination  of  colors  properly  handled 
will  enable  an  operator  to  use  his  forms 
throughout  the  day,  and  when  night  comes 
he  will  find  his  eyes  rested,  and  he  will  not 
have  that  physical  fatigue  which  many  a 
bookkeeper  feels  after  he  has  completed  his 
day's  work,  when  forms  of  other  character 
were  used.  The  value  of  the  proper  form  is 
infinitely  greater  than  has  been  popularly 
supposed.  High-grade  forms  well  executed 
and  properly  arranged,  are  much  more 
economical  at  twice  the  price  than  forms  of 
a  different  nature,  as  the  proper  form  will 
enable  the  bookkeeper  to  do  considerably 
more  work  day  in  and  day  out,  with  very 
little  fatigue,  and  with  considerably  more 
satisfaction. 

Our  experiments  and  experience  have 
t-onclusively  proved  to  us  that  the  proper 
combinations  are  the  buff  paper  with  the 
brown  and  green  ink.  A  few  red  lines  dis- 
tributed do  not  in  any  way  mar  the  sheet 
nor  reduce  its  value.  The  color  values 
must  always  be  sufficiently  pronounced  to 


enable  the  eye  readily  to  pick  them  up,  yet 
nuist  never  be  so  strong  that  they  over- 
shadow the  figures  on  the  column,  as  the 
figures  themselves  must  stand  out  stronger 
and  be  more  easily  discerned  than  the  rul- 
ing itself,  though  the  ruling  must  be 
sufficiently  strong  to  separate  the  figures. 

I  might  say,  further,  in  connection  with 
this  matter  that  ruling  and  printing  for 
accounting  purposes  is  a  specialized  busi- 
ness, and  should  be  handled  by  specialists 
who  realize  and  appreciate  the  purposes  for 
which  it  is  to  be  used.  The  average  print- 
ing house  that  does  a  general  line  of  printing 
would  not  be  expected  to  appreciate  the 
problems  which  confront  the  system  house, 
and  they  could  not  afford,  possibly,  to 
spend  the  money  necessary  to  properly 
work  out  problems  of  this  kind. 

The  form  itself  is  a  very  xital  part  of  any 
system,  and  should  be  given  as  much 
thought  and  care  as  the  system  itself.  Tliis 
has  unfortunately  not  been  the  case,  and 
Mr.  Rein  in  his  article  has  brought  this  out 
very  clearly.  He  has  apparently  found  from 
his  own  investigations  that  clerical  costs 
have  been  very  greatly  decreased  by  the 
use  of  proper  forms,  and  I  want  to  congratu- 
late your  magazine  in  having  brought  the 
matter  so  clearly  before  your  readers. 

If  manufacturers  of  ruled  and  printed 
forms  were  to  construct  their  sheets  prop- 
erly, the  efliciency  of  the  accounting  de- 
partments would  be  tremendously  increased, 
and  there  would  not  be  quite  so  many 
spectacles  worn  by  the  bookkeepers.  The 
strain  occasioned  by  improper  forms  is  tre- 
mendous, and  has  shattered  the  nerves  of 
many  a  man  and  woman. 

We  assure  you  that  while  we  cannot  agree 
with  some  of  the  conclusions  which  Mr. 
Rein  brings  out  in  his  article,  we  fully 
appreciate  the  question  which  he  has  raised, 
and  its  value  to  the  accounting  world. 
Sincerely  yours, 
(Signed)  Geo.  P.  Wigginton, 
President,  Kalamazoo  Loose-Leaf  Binder  Co. 
Kalamazoo,  Mich. 

BRITISH  ORGANIZATION 

A  strong  tendency  toward  large  capital 
organization  is  evident  in  the  iudustrial  and 
financial  life  of  Great  Britain,  according  to 
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the  National  Bank  of  Commerce  in  New 
York.  War  time  expansion  and  postwar 
foreign  competition,  it  declares,  have  led  to 
consolidation  and  larger  resources  at  the 
expense  of  the  smaller  individual  enter- 
prises. Its  Magazine,  Commerce  Monthly 
says: 

The  impulse  toward  consolidation  of  interests 
and  resources  which  produced  in  America  the 
United  States  Steel  Corporation,  the  Standard 
Oil  Company,  and  the  Ford  organization,  has  in 
recent  years  been  felt  with  particular  force  in 
British  industry.  The  desire  for  expansion  of 
enterprise  during  and  after  the  war  and  the  need 
for  liquid  capital  to  maintain  expanded  enter- 
prise in  the  face  of  tightening  conditions  were 
alike  conducive  to  enlarging  the  capital  of  com- 
mercial and  industrial  companies.  Fear  of 
foreign  competition  emphasized  the  desirability 
of  eliminating  by  amalgamation  or  agreement 
major  competition  at  home  and  of  securing  the 
resulting  economies  in  production.  Either 
course  tended  to  produce  large  organizations 
with  extensive  capital  resources  at  the  expense  of 
the  smaller  individual  enterprises  which  have 
played  so  large  a  part  in  the  industrial  life  of 
Great  Britain. 

Besides  new  organizations  which  sought  capi- 
tal diuing  1919  and  1920,  numerous  long  es- 
tablished companies  increased  their  capital 
either  for  the  purpose  of  expanding  business,  ex- 
tending plant,  or  purchasing  aDied  concerns. 

New  issues  of  capital  for  commercial  and  in- 
dustrial purposes  in  Great  Britain  in  19!20,  ex- 
clusive of  conversion  loans — bonus  shares,  and 
shares  issued  to  vendors,  amounted  to  about 
three  times  prewar  issues  lor  the  same  purposes, 
as  compared  with  twice  the  prewar  amount  in 
1919.  In  the  first  nine  months  of  1921,  however, 
the  general  business  depression  was  clearly  re- 
flected in  a  market  decrease  of  new  capital  issues. 
The  largest  relative  expansion  occm-red  in  the 
iron,  steel,  coal,  and  related  industries,  miscel- 
laneous commercial  and  industrial  enterprises, 
banks,  motor  traction,  and  breweries. 

A  second  characteristic  of  the  period  is  the 
number  of  amalgamations  which  took  place. 
This  was  in  many  instances  but  the  continua- 
tion of  a  movement  which  had  been  going  on 
even  prior  to  the  war,  notably  in  the  iron,  steel, 
and  coal,  and  the  textile  industries. 

In  contrast  with  the  elaborate  anti-trust  laws 
of  the  United  States,  the  common  law  is  practi- 
cally the  only  check  upon  combinations  in  Great 
Britain.  It  holds  null  and  void  agreements  in 
restraint  of  trade,  but  it  has  been  broadly  con- 
strued and  considerable  weight  is  given  to  free- 
dom of  the  contract,  so  that  combination  is  not 
prohibited.     Existing  combinations  range  all  the 


way  from  associations  somewhat  resembling  the 
German  cartel,  in  which  each  firm  retains  its 
identity  and  its  independence  in  all  save  certain 
specific  matters  controlled  by  the  association,  to 
complete  amalgamation. 

Recent  tendencies  appear,  however,  under  the 
pressure  of  external  competition,  to  be  definitely 
away  from  this  tj-pe  of  more  or  less  temporary 
co-operative  organization  and  in  the  direction  of 
permanent  control  through  amalgamation  or 
through  share  ownership  in  subsidiary  com- 
panies. Many  of  the  largest  capital  issues  in 
1920  were  for  this  purpose.  Corporations  or 
holding  companies  of  this  kind  do  not  require 
for  their  success  the  inclusion  of  practically  an 
entire  industry  and  they  make  possible  economies 
of  production  as  well  as  regulation  of  output  and 
selling  price.  Their  effect  upon  price  has  a  very 
definite  relationship  to  the  extent  of  their  domi- 
nance in  the  field  of  industry  concerned,  but 
through  the  advantages  of  large  scale  organi- 
zation they  can  exist  on  a  competitive  basis 
while  a  monopolistic  position  is  being  attained. 

The  tendency  toward  large  scale  organi- 
zation of  industry  and  capital  is  a  natural  step  in 
the  progress  of  industrial  evolution.  It  provides 
greater  resources,  encourages  the  development 
and  interchange  of  technical  knowledge,  makes 
possible  economies  of  production,  and  lessens  the 
variety,  if  not  always  the  severity,  of  compe- 
tition. There  are,  however,  offsetting  in- 
fluences to  this  development.  The  size  of  plant 
and  organization  which  can  be  handled  econom- 
ically under  single  control  has  definite  limits. 
Moreover,  the  effect  of  large  scale  organizations 
upon  the  whole  economic  and  social  structure 
cannot  be  overlooked.  The  far-reaching  results 
of  the  failure  or  disintegration  of  a  large  concern 
might  tend  to  prolong  its  existence  beyond  eco- 
nomic usefulness.  The  influence  upon  workmen, 
likewise,  of  a  scale  of  production  which  destroys 
the  sense  of  craftsmanship  is  already  being  felt 
throughout  the  industrial  world  in  unrest  and 
loss  of  efiBciency. 

Great  Britain  appears  still  to  be  under  the 
influence  of  centripetal  forces.  In  some  of  the 
most  important  industries,  which  had  long  since 
sought  the  international  market  for  their  prod- 
ucts, the  tendency  toward  consolidation  ai>- 
peared  before  the  war,  and  recent  developments 
represent  merely  a  continuation  and  to  some 
extent  an  acceleration  of  the  movement.  Other 
industries  setui  definitely  to  have  arrived  at  this 
stage  of  progitss  since  the  war.  In  general,  the 
movement  appears  not  to  have  advanced  so  far 
in  Great  Britain  as  in  the  United  States.  In  the 
face  of  keen  international  competition,  both 
prospective  and  actual,  however,  British  in- 
dustry appears  to  be  approaching  rapidly  to  the 
stage  of  large  corporate  organization. 
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SELLING  CUSTOMERS 

A  manager  of  one  of  the  J.  C.  Penney 
Company  Stores  writes  in  The  Dynamo, 
house-organ  of  the  company,  on  "How 
to  get  that  different  atmosphere  in 
in  our  Stores."  This  manager  tabuhites 
his  technique  in  fourteen  points,  not  unHke 
the  famous  fourteen  points  of  Ex-President 
Wilson's  peace  platform. 

First:  We  do  not  chew  gum  in  our  store.  It 
is  never  an  attractive  habit  in  public  and  no  one 
would  fail  to  notice  it  in  any  store. 

Second:  We  never  smoke  in  the  store  or  in 
the  office.  Not  many  department  stores  permit 
this  nowadays  but  I  was  in  a  store  the  other  day 
where  the  office  is  on  a  balcony  on  the  first  floor 
and  both  of  the  proprietors  sat  smoking. 

Third :  We  never  call  each  other  by  first  names 
in  business  hours. 

Fourth:  We  never  read  papers  or  write  letters 
in  the  store. 

Fifth:  We  never  whistle  or  sing  nor  do  we 
call  across  the  room  in  so  loud  a  way  as  to  attract 
attention. 

Sixth:  We  do  not  gather  in  groups  or  stand 
with  each  other  to  discuss  outside  things  and 
gossip  in  the  store. 

Seventh:  When  the  slower  summer  months 
come  we  do  not  stand  in  the  doorways  or  in  the 
front  of  the  store  and  advertise  to  our  customers 
and  to  the  public  generally  that  business  is  a 
little  dull  this  afternoon. 

Eighth:  We  train  ourselves  to  look  for  That 
Something  which  is  always  waiting  to  be  done. 

Ninth:  We  never  stand  and  dream  or  look  off 
in  the  distance  when  we  are  waiting  on  a  cus- 
tomer. 

Tenth:  WTien  we  show  goods  we  do  it  willingly, 
enthusiastically  and  interestedly. 

Eleventh:  We  try  not  to  exaggerate  the  value 
or  quality  of  the  goods  we  are  selling  and  to  sell 
only  the  goods  that  will  serve  the  customer  best. 

Twelfth:  If  we  are  very  busy  when  the  cus- 
tomer comes  in,  we  do  not  linger  to  tie  the  last 
knot  or  put  on  the  last  ticket  but  drop  it  at  once 
and  go  to  ascertain  his  wants. 

Thirteenth:  We  do  not  meet  our  customers 
and  greet  them  with:  "What  do  you  want.^" 

Fourteenth:  While  it  is  necessary  to  make  the 
customer  feel  this  business-like  air,  there  is,  it  is 
true,  nothing  more  business-like  than  real  busi- 
ness. 

SELLING   THE    STREET 

The  display  manager  of  yesterday  was 
a  window-dresser.  Today  he  is  artist, 
advertiser,    salesman.     His    windows    do 


not  merely  show  goods,  they  reflect  policy, 
prestige,  progress,  or  tlie  reverse.  The 
merchant  of  yesterday  placed  in  the  win- 
dows the  goods  he  actually  wanted  to  sell. 
The  merchandiser  of  today  suggests  to 
you  pictorially  the  use  of  certain  articles, 
so  grouped  and  displayed  that  you  see 
them  in  a  background  of  their  proper  envir- 
onment. Sports  clothes  are  shown  in  a 
background  of  woodland  scenes,  lingerie 
among  the  settings  of  a  boudoir;  and  light- 
ing effects  are  carefully  studied. 

But  in  the  corner  window  of  Lord  and 
Taylor,  New  York  City,  a  new  note  has  been 
struck  in  window  display.  This  window 
is  used  as  a  tiny  art  center,  wherein  are 
chronicled  the  great  dates  that  stand  out 
on  the  calendar.  In  between,  it  becomes 
the  repository  for  some  priceless  lace  robe, 
rare  collection  of  prints,  or  unusual  furs. 

The  passing  of  Caruso  was  marked  by  the 
display  of  an  exquisite  portrait  of  th^  great 
singer,  wreathed  in  laurel  and  banked  with 
American  beauties  whose  falling  petals 
told  the  story.  The  Disarmament  Con- 
ference called  forth  a  magnificent  painting 
of  Armistice  Day,  while  illuminated  scrolls 
rang  out  a  message  of  "Never  Again." 
A  display  of  the  medals  awarded  for  valor 
in  different  countries  was  chosen  as  a  fit- 
ting celebration  of  a  recent  great  event  in 
the  American  Legion,  and  crowds  banked 
the  walks  to  the  edge  of  the  curb  to  examine 
a  wonderful  great  clock,  fashioned  entirely 
of  hand-carved  wood,  which  carried  the 
message  of  the  change  in  time. 

Seasonal  celebrations  are  beautifully 
depicted  in  this  charming  window.  One 
day  last  spring  all  Fiftli  Avenue  seemed 
determined  to  forget  sodden  skies  and  the 
creeping  gray  of  a  chilling  rain  in  the  mad 
riot  of  summer  that  lay  back  of  a  simple 
window  pane.  A  girl  in  the  airiest  of  sum- 
mer gowns  sat  on  a  stone  bench.  Her  arms 
were  full  of  long  stemmed  field  daisies  and 
great  bunches  of  them  formed  a  background. 
At  Easter  time  the  perspective  of  the  win- 
dow was  accentuated  to  give  one  the 
impression  of  the  nave  of  a  church.  In 
the  back  was  a  gorgeous  stained  glass  win- 
dow. The  crimson  carpeted  aisle  was 
flanked  with  masses  of  real  Easter  lilies. 
Great  cathedral  candles  in  high  brass 
candlesticks  shed  a  mellow  light,  and  a  sim- 
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pie  girlish  bride  faced  you  under  the  mys- 
tery of  color  that  filtered  through  the  window. 

Sometimes  you  are  show-n  a  window  of 
peacock  feathers,  the  central  grouping 
consisting  of  a  head-dress,  fan,  slippers, 
and  a  costume  heavily  trimmed  with  the 
feathers.  Jewels  in  harmonious  colorings 
accompany  this  display.  Again,  a  back- 
ground of  subdued  character  flings  into 
bold  relief  a  $2000  lace  blouse,  a  magnif- 
icent Duchesse  lace  fan,  an  ermine  evening 
coat,  or  a  rare  statue  of  marble  or  bronze. 
An  exhibit  of  wonderful  pillows,  decorated 
in  relief  by  Roschanara,  the  famous  Russian 
dancer,  drew  enormous  crowds,  and  a  new 
note  in  window  display  was  the  introduc- 
tion of  a  white-haired  model,  whose  set- 
ting carefully  portrayed  the  dignity  suit- 
able to  her  years. 

The  commercial  value  of  this  artistic 
display  is  one  that  cannot  be  measured 
in  dollars  and  cents,  for  its  reactions  are 
altogether    too    subtle    and    far-reaching. 

Analyzing  it  from  the  standpoint  of 
attention  value,  it  attracts  enormous 
crowds  and  causes  the  store  to  be  widely 
discussed.  The  exquisite  nature  of  the 
settings  have  caused  it  to  be  christened 
"The  Jewel  Box"  and  anything  shown  has 
a  highly  individualized  display.  Dis- 
tinctive new  fashions  are  often  heralded, 
which  gives  prestige,  and  of  its  merchandis- 
ing value  the  following  incident  offers 
ample  evidence. 

Not  long  ago  the  display  manager  was 
called  from  his  office  to  talk  with  a  customer 
who  had  so  admired  the  entire  grouping  of 
the  window  display,  which  included  an 
evening  gown,  opera  coat,  slippers,  fan,  and 
an  exquisite  necklace,  that  she  wished  to 
purchase  the  entire  outfit,  just  as  it  stood. 
Her  coloring  was  exactly  that  of  the  model 
in  the  window  and  all  she  wanted  was  the 
confirmation  of  the  artist  who  created  the 
picture  that  it  would  be  equally  becoming 
to  her.  This  is  not  an  unusual  incident, 
and  another  which  could  be  cited  occurred 
when  a  customer  purchased  the  furnishings 
of  the  entire  window,  which  reproduced  the 
dressing  room  of  Lenore  Ulric,  when  she 
was  playing  in  "Son-Daughter."  This 
purchase  also  included  the  heavily  embroid- 
ered Chinese  coat  and  other  garments,  as 
well  as  all  the  small  articles. 


One  reason  of  the  great  success  of  these 
windows  has  been  the  careful  lighting. 
Some  lights  neutralize  certain  colors  and 
a  window  that  is  beautiful  in  the  day  time 
may  be  utterly  ruined  by  the  harsh  rays  of 
the  street  lights.  Spot  lights  in  varying 
effects  are  used  for  lighting  and  the  harmony 
of  certain  tones  is  so  carefully  studied  that 
the  public  is  conscious  only  of  the  beauty 
of  the  general  effect. 

The  display  manager  of  today  is  an  art- 
ist and  it  is  through  his  visualization  of 
beauty  that  the  customer  is  stimulated  to 
buy. 

PLANT  THRIFT 

"Do  You  Really  Need  It?"  asks  The 
Broke  Hustler,  house-organ  of  the  Abitibi 
Power  and  Paper  Company,  of  its  readers. 
If  you  do  not,  do  not  order  it. 

There  are  many  things  that  one  would 
find  it  agreeable  to  have  both  in  the  home 
and  in  the  plant,  says  the  editor,  but  in 
both  places  the  items  are  not  necessary 
and  life  could  go  on  without  them. 

"Cut  everything  off  your  requisition 
list,"  cautions  the  article  "unless  in  them- 
selves they  wUl  save  enough  to  pay  for 
themselves.  Material  is  used  and  methods 
are  employed  today  in  some  cases  just  as 
they  were  a  year  or  a  year  and  a  half  ago  in 
the  height  of  production.  Every  detail  of 
operation  should  be  examined  from  the 
viewpoint  of  conditions  today." 


^\t:lfare  work 

Wellsworth  Life,  house-organ  of  The 
American  Optical  Company,  continues  to 
achieve  surprising  results  in  personnel 
management  and  welfare  work.  In  a 
current  issue  it  announces  that  the  com- 
pany's dormitory  known  as  "The  Waldorf" 
is  equipped  to  care  for  47  men  at  the  rate  of 
$1.75  a  week  for  each  person. 

The  second  semester  of  classes  in  English 
offering  elementary,  intermediate,  and  ad- 
vanced work  have  begun  and  are  free  to  all 
employees.  These  are  evening  classes 
starting  at  5,  7,  and  8:15  p.m. 

Citizenship  classes  are  also  forming  to 
prepare  non-American  citizens  for  natural- 
ization examination. 
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